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INFORMATION

This memo provides information about the process of awarding grants and loans from the
Community Development Block Grant (CDBG) Program. Each year, the City of San Jose
receives entitlement funding from the U.S. Department of Housing and Urban Development
(HUD) Community Development Block Grant Program (CDBG) to carry out a wide range of
community development activities that revitalize neighborhoods, provide economic development
opportunities, improve community facilities, and offer public/community services. HUD
requires that the City submit an Annual Consolidated Action Plan (ConPlan) in May that
~ delineates the proposed use of HUD funds for the upcoming fiscal year. The ConPlan process
includes a thirty day public notice period.

This report contains information about the projected CDBG budget for Fiscal Year 2010-11 and
the selection process for projects recommended for funding. CDBG staff will inform
applicants about funding recommendations on March 15, 2010. CDBG staff will present
details of the funding recommendations to the Housing and Community Development Advisory
Commission at a Special Meeting on March 24, 2010. A supplemental memo will be brought to
the City Council with final recommendations on March 30, 2010 through the opening of the 30-
day Consolidated Plan public hearing process. The City Council will issue its final approval at its
May 4, 2010 meeting.

BACKGROUND

The FY 2010-11 CDBG budget includes funds from the annual entitlement from HUD and any
program income. On February 1%, HUD announced a 9.6% increase to CDBG on a national
basis. On March 2™, staff was informed that the City can expect a 7.5% increase over 2009-10
entitlement, or $10,824,637.
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In addition to the anticipated entitlement, program income generated through programs funded
by CDBG is added to the annual budget. CDBG program income is generated through the
repayment of housing rehabilitation and economic development loans. In recent years there has
been a steady decline in program income, from a high in FY 2003-04 of $1.7 million to a low in
FY 2008-09 of $761,000. The reduction is likely due to the current economy, which has resulted
in lower equity share payments and higher delinquency and default rates on housing
rehabilitation loans, as well as higher delinquency and default rates in the CDBG-funded
Revolving Loan Program (economic development). Additionally, in recent years a smaller
number of rehabilitation loans have been approved. Based upon current year projections, the FY
09-10 program income is estimated at $725,600. For FY 2010-11, program income is projected
to be $700,000.

Over the past three funding cycles, the Department has worked to cancel grants for
nonperforming projects. These funds have been added to the entitlement amount and, as a result,
funds available for new projects have been higher. These increased amounts have ranged from a
high of $4 million in FY 2007-08 to $1.4 million in 2009-10. For FY 2010-11, only $150,000
will be added to fund balance as a result of the cancellation of one project that will not move
forward.

By HUD regulation, no more than 20% of the annual award and program income may be used
for administrative costs and no more than 15% may be used for public services activities. The
remainder is devoted to community development activities. The chart below details the proposed
budget for FY 2010-11.

2010-11 CDBG Budget
Projected 7.5% Increase
Available Revenue
HUD Award $10,824,637
Program Income $700,000
Total $11,524,637
Available Fund Balance $150,000
Total Available Funds $11,674,637
Projected Awards
Public Service (CCS)* $1,728,696
Administration, Fair Housing, Planning** $2,304,927
Nonprofit Community Development Projects (CDI) $962,023
Available for City Community Development
Projects (CDI) $6,678,991
Total Projected Awards $11,674,637
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By policy, the City reserves the entire public services funding for activities proposed by
nonprofit community-based organizations (CBOs). From the administrative cost category, the
City funds fair housing activities administered by CBOs as well as the administration of the
CDBG program and City planning activities. Both City and CBO community development
projects are funded out of the remaining funding.

| FY 2010-12 Application Process for Nonprofits

On November 13, 2009, a Notice of Funding Availability (NOFA) was published, announcing
that applications were due on January 5, 2010. The NOFA described the funding priorities,
eligible activities, and criteria, including funding limits. These limits included a minimum
request of $25,000 per fiscal year. Maximums were also set for projects at 150% of current year
award, and total of $150,000 per agency. See Attachment A for details.

The NOFA included budget estimates based on the FY 2009-10 entitlement, for a total of
$1,740,000 available for public service activities, including $150,000 for fair housing activities
funded through the CDBG Administration category. FY 2010-11 represents the first year of a
two-year funding cycle for public service awards. Agencies providing public services were able
to submit requests for funding under specific categories, each with a maximum budget by
category as follows:

1) Basic Needs - $400,000

2) Self Sufficiency - $490,000

3) Access to Health Care - $300,000
4) Legal Services/Fair Housing - $550,000

Sixty-seven applications were received totaling $3,731,931. With the announcement of the 7.5%
increase, an additional $138,969 will be made available to fund additional public service
activities, including fair housing, for a total of $1,878,969 (81,728,696 in public service funding
and $150,000 in Administration funding).

Under the community development category, agencies were able to submit applications for a
one-year funding cycle for: 1) Housing Rehabilitation, 2) Economic Development, and 3)
Acquisition/Rehabilitation of Public Facilities. Fourteen applications were received totaling
$8,140,219. Based on funding recommendations, $962,023 will be made available for nonprofit
community development projects.

Applications were evaluated to determine eligibility thresholds, including CDBG National
Objectives and eligible activities, and City established funding priorities as defined in
Attachment A. These priorities are in alignment with the City-wide grants policies on eligible
activities as approved by City Council on October 30, 2007 and the efforts the NonProfit
Strategic Engagement Committee and the Citywide Grants Management Working Group.
Consistent with these initiatives, nonprofits must provide financial records to demonstrate
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financial strength particularly in the areas of liquidity, cash reserves, capacity, stability, and
resources available to successfully implement the proposed project.

While the amount of funding for CBO-sponsored Community Development Projects could have
been higher, a conscious decision was made to fund additional City projects in low-income
neighborhoods in order to address the serious backlog of infrastructure projects the City is
facing.

Application Review Process

The application review process for FY 2010-11 was enhanced by implementing a non-conflicting
panel review process. Panels consisted of subject experts, local funders, community
representatives, and Housing and Community Development Advisory Committee- CDBG
AdHoc Members. The revised review process included the following steps:

=  Panel members reviewed and independently scored proposals according to published
criteria.

=  Program staff reviewed applications for eligibility and past performance, and provided
technical guidance to the individual panels.

»  Applicants were invited to participate in a scheduled panel presentation and Q & A. Panel
members had an opportunity to modify their individual scores after the presentation.

= (CDBG managers reviewed and scored the audited financial statements to assess the
applicant’s financial health, including liquidity, operating safety nets and accounting
efficiencies. The maximum 10-point score was incorporated into the total evaluation
score.

» Lists of proposals were shared with other CDBG funding jurisdictions and other City
programs, including HNVF, Housing Trust, and BEST, to discuss duplication of service
and past performance of applicant agencies, among other issues.

* An ad hoc subcommittee of the HCDC met to review and provide feedback on the staff
recommendations.

Sixty-nine of the 81 applications received met CDBG threshold requirements. Two applications
failed to meet eligibility criteria, including a public service proposal unable to meet the 20%
match requirement, and a capital improvement project unable to obtain the required 15-year site
control. Several applications did not provide audited financial statements.
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Funding Recommendations

To maximize the number of public service projects funded with limited resources, the proposed
recommendations include maintaining the same level of funding for existing programs at FY
2009-10 levels and the $25,000 maximum for new projects.

The following discussion breaks down the recommendations for the CBO applications. See
Attachment B—2010-12 Funding Recommendations.

1. Public service

Applications for public service grants totaled $3,731,931 or two times the available funding for
public service and fair housing activities. With the anticipated 7.5% increase in CDBG funding,
public service funding realized a $138,969 increase, thereby allowing for an increase in
allocations per category, with the greatest increase in the Self-Sufficiency category, which
received over $2 million in applications.

Public Services/Access to Health Care - $281,687 Allocation
o Ten applications received totaling $394,120
o Nine applications are recommended for funding
o One application unable to meet match requirement

= Public Service/Basic Needs - $400,050 Allocation
o Sixteen applications were received totaling $681,966
o Eleven applications are recommended for funding
o Five applications are not recommended for funding due to insufficient funds

Public Service/Self Sufficiency - $637,318 Allocation
o Thirty-five applications were received totaling $2,062,952
o Seventeen applications are recommended for funding
o Eighteen applications are not recommended for funding due to insufficient funds

Public Service/ Legal and Fair Housing - $552,089 Allocation
o Six applications were received totaling $592,893
o Five applications are recommended for funding
o One application is not recommended for funding due to insufficient funds

2. Community Development Investments

The community development proposals received totaled $8,140,219; nearly 12 times the
recommended funding amount of $962,023. Projects funded under this allocation include
projects such as housing rehabilitation and economic development. The construction category
funds projects such as acquisition/rehabilitation of public facilities.



HONORABLE MAYOR AND CITY COUNCIL
Subject: CDBG Funding Recommendations
March 15, 2010

Page 6 of 6

»  Community Development - $962,023:
o Fourteen applications were received totaling $8,140,219

o Four applications are recommended for funding
o Nine applications are not recommended for funding due to insufficient funds
o One application unable to meet 15-year site control requirement

Next Steps

Announcements to applicants will be mailed today. Applicants may appeal the decisions to the
Director of Housing by March 26™. The list of recommended projects will be presented to the
HCDC at its meeting of March 24th, and will be presented to the City Council as part of the draft
Consolidated Plan on March 30™ and May 4™ Staff recommendations for City projects will be
included in the Consolidated Plan supplemental report, to be heard by the Council on March 30™.

C s

Director of Housing

For questions, please call Leslye Krutko at 5-3851

Attachments:
A: Policy Recommendations and Funding Priorities
B: 2010-11 CDBG Timeline



ATTACHMENT A

Policy Recommendations and Funding Priorities

Funding Cycle

Contractual Community Services (Public Services)
e The minimum application request is $25,000 for each fiscal year.

e Agencies currently receiving a CDBG grant may request up to 150% of prior year
award. For example, if an agency currently receives $50,000, it may request up to
$75,000 for each fiscal year (2010-2011 and 2011-2012).

e New applicants and new projects may request up to $25,000 for each fiscal year
(2010-2011 and 2011-2012).

e Agencies are limited to requesting a total of $150,000 amongst all applications
submitted. For example, if an agency submits four applications, the total of all
applications must not exceed $150,000.

e Consortiums are limited to a maximum request of $275,000.
e Agencies must submit applications according to funding priority.
Community Development Improvement (Non-Construction)

e The minimum application request is $25,000 for each fiscal year. There is no
maximum request. ‘

e Agencies must submit applications that provide services benefitting low and
moderate-income persons.

Contractual Community Services (Public Services) and
Community Development Improvement (Non-Construction)

e This CDBG application is for a two-year funding cycle including fiscal years 2010-
2011 and 2011-2012.

e The City’s CDBG funding cycle is based on a fiscal year calendar from July 1
through June 30. Second year funding is contingent on satisfactory performance in
Year One, including meeting performance and budget goals, timely reporting,
approval of updated financial statements, and verification of continued adequate
resources to include a minimum of 20% matching funds.



The City reserves the right to recommend an alternate funding amount after an
application is reviewed. City also reserves right to recommend alternate funding sources,
as appropriate, to fund an application.

Entry Criteria

CDBG has four basic entry or threshold requirements. The applicants must meet the
following:

e be a public entity or a non-profit organization 501 (c)(3); ,
e the project must address one of the three “national objectives” (see pages 27-
35 for details);
e the activity proposed must be a CDBG “eligible activity”; and,
- o the activity must meet a current “City of San José funding priority” as
detailed below. .

Funding Priorities And Eligible Activities

The activity proposed must be an eligible CDBG activity in one or more of the below-
listed funding priorities and eligible activities categories. Priorities and activities are not
listed in any order of importance:

Public Services

¢ Basic Needs: Housing, food and nutrition, transportation and homeless prevention
services.

e Access to Health Care for Seniors and Disabled: Senior/disabled health care
access support services including non-recreational health respite or daycare,
assisted living, caretaker supportive services, health care services, and
transportation.

e Self-Sufficiency: Counseling and case management services to assist individuals
become self-sufficient. Service areas may include employment, housing search,
foreclosure prevention, homeless prevention, domestic violence, mental health,
homeless/emancipated youth, independent living skills, and other services that
demonstrate client self-sufficiency outcomes.

« Legal Services/Fair Housing: Legal and fair housing services covering.
senior/elder abuse, immigration, eviction, legal rights education, housing, and
foreclosure mitigation.

Community Development Improvements (Non-Construction)
¢ Housing Rehabilitation: Financial assistance to income-eligible clients for the
rehabilitation of their owner-occupied property.
e Economic Development: Assistance to local businesses to expand operations
while creating new jobs for low-income residents.
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