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NAHASDA GUIDANCE
National Office of Native American Programs

Tribe/TDHE |

No. 2001-03T
October 11, 2000

TO: All Triba Government Leaders and Tribally Designated Housing Entities (TDHE)
FROM : Jacqueline Johnson, Deputy Assistant Secretary, PN
TOPIC: Accounting for Program Income

SUBJECT: Frequently Asked Questions regarding Accounting for Program Income
under the Indian Housing Block Grant (IHBG) Program

Purpose: This guidance addresses frequently asked questions of tribes and tribally
designated housing entities (TDHES) regarding accounting for Program Income under the
IHBG Program.

Background: The Negotiated Rulemaking Committee, charged with developing
regulations to implement the Native American Housng Assstance and Sdlf-Determination
Act (NAHASDA), recognized the need for the regulation of funds generated from the use
or dishursement of IHBG funds. The Committee crafted language in the program
regulations (24 CFR 1000.62) to satisfy this purpose. In addition, the Committee
recognized the need for guidance on accounting for program income generated by the
combined use of NAHASDA (IHBG) grants and other funds. The preamble to §1000.62
indicated that this guidance would be devel oped jointly by HUD and triba representatives.

A seven member Workgroup consgting of four triba/ TDHES and three HUD
representatives was appointed by the Co-Chairs of the Committee. Notice PIH 2000-
18(TDHEsS), issued May 30, 2000, was the product of that Workgroup. Thelanguagein
the Notice was drafted during a series of meetings with tribal/TDHE and HUD Workgroup
members that began in March 1999 and ended in December 1999. The fallowing answers
frequently asked questions arising from the Notice.

These questions and answers were aso distributed during the Sixth Native American
Housing Summit: Building a Srong Foundation and can be found on the CD-ROM that
was later digtributed to summit participants. I1n addition, these questions and answers
accompanied Notice PIH 2000-18(TDHES) when the Notice was mailed to tribess TDHES
in April, 2000.

Freguently Asked Questions:

Q.1: Can | deduct costs necessary for the generation of program income from
grossincome to deter mine program income?

A.l:  Yes you may usethe grossincometo pay the costs necessary for generating the

income and deduct the amount of these paid costs from gross income to determine program
income. Y ou may deduct these cogts only if you are using the income to pay these costs.

For further information, contact your Area ONAP
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Q.2. Isthefirst $25,000 of income from the use of IHBG funds subject to any Federal requirements?

A.2.  If therecipient'sand dl its subrecipients’ income from the use of IHBG funds once costs are netted out as
addressed Q.1 is equal to or less than $25,000 in the program year, then thisincome is not subject to any Federd
requirements including NAHASDA requirements. If arecipient and al its subrecipients receive more than $25,000
of net income in a program year, the entire amount of thisincome including the first $25,000 is program income and
subject to NAHASDA and al the other applicable Federa requirements.

Q.3:  How doesthe $25,000 exclusion apply if a TDHE isarecipient for morethan onetribe?

A.3:  The$25,000 exclusion gpplies to income to the recipient’s program that it and dl of its subrecipients receive
during aprogram year. Where a TDHE is the recipient for more than one tribe, the exclusion is applied to each
IHBG program. If the recipient has a separate program for each tribe, that isthe TDHE has a separate Indian
Housing Plan (IHP) and separate grant agreement for each tribe, the exclusion applies to each separate program. I
the recipient has one program for al tribes it represents and hence has one IHP and one grant agreement for dl the
tribes, the exclusion gpplies to the single program.

Q.4: Do all equipment sales generate program income?

A4 All proceeds from sale of equipment bought with IHBG funds are program income (see 81000.26(8)(8)).
However, in accordance with §85.32(c)(4), when acquiring replacement equipment, the recipient may use the
equipment to be replaced as atrade-in or sl the equipment and use the proceeds to offset the cost of the
replacement property. In addition, should program income received by the recipient and dl of their subrecipientsin a
single year, including proceeds from sde of equipment, be less than or equa to $25,000, then the $25,000 exclusion
as addressed in Q.2 applies.

Q.5: Areall reservesfrom 1937 Act programsas of October 1, 1997, considered IHBG fundsand
subject to all IHBG requirements?

A.5.  Yes, under Section 210 of NAHASDA, these funds are now considered NAHASDA funds and subject to
al IHBG requirements including program income requirements.  Therefore, income generated from the use of these
fundsis the same as income generated from the use of IHBG funds.

Q.6:  If no IHBG fundswereever used for 1937 Act units, isincome generated by those units subject to
program income requirements?

A.6: If no IHBG fundswere used for 1937 Act units, the income generated from the operation of those unitsis
not program income and therefore is not subject to program income requirements.

Q.7:  Arerecipientsrequired to useincome generated from the use of 1937 Act units prior to requesting
additional IHBG funds?

A.7:  No, provided the income generated from the use of 1937 Act unitsis not program income as
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addressed in Q.8, Q.9, Q.11 and Q.12 below. If income generated from the use of 1937 Act unitsis program
income, the program income must be disbursed before requesting additional IHBG funds from LOCCS as
addressed in Q.14 below.

Q.8: If IHBG fundsareused to operate 1937 Act low-rent units, isincome generated by those units
subject to program income requir ements?

A:8  When 1937 Act units are assisted with IHBG funds, the income from the unitsis program incomeif it is
attributable to the IHBG assistance. For renta units, the amount of income attributable to IHBG assistance for
operations should be calculated on a project basis asfollows:

Program Income = Totd yearly income - 46% of the Tribe's AEL
from a 1937 Act from the 1937 Act during the last year of
project project 1937 Act programs timesthe

number of unitsin the project

For example, let’s assume arecipient receives $9,600 in rental income during its program year from four 1937 Act
low-rent unitsin aproject. The recipient finds on its Formula Response Form that in the last year of the 1937 Act
program its AEL was $400 per month per unit or $4,800 per year per unit. Caculating 46% of $4,800 gives us
$2208 per year per unit. Multiplying the 46% of AEL times 4 units gives us $3832 per project per year. We
would then subtract this amount, $8,832, from the total yearly income from the rentad unitsin a project which in our
exampleis $9,600 and find that the 1937 Act project generated $768 per year of program income.

Recipients with existing accounting systems that do not account for income and expenses on a project basis may
consider a project under Section 3.4. of the Program Income Notice and as referred to above to be all 1937
Housing Act renta units in management and identified as Formula Current Assisted Stock (FCAS) on thetribe's
Formula Response Form.

Q.9: If IHBG fundsareused torehabilitate 1937 Act low-rent units, isincome generated by those units
subject to program income requir ements?

A.9:  When 1937 Act units are asssted with IHBG funds, the income from the unitsis program income if it is
attributable to the IHBG assistance. For arenta unit, the amount of income attributable to IHBG rehabilitation
assganceis ether al of theincome or none of the income, depending on the total amount of IHBG funds spent for
rehabilitating the unit. If the tota IHBG funds spent for rehabilitating the 1937 Act rentd unit isless than 40% of
Dwedling Congtruction and Equipment Cost (DC& E) effective the date of the enactment of NAHASDA for the
specific type and size of unit, then no program income is generated. If the total IHBG funds spent for rehabilitating
the 1937 Act rentad unit isequa to or greater than 40% of the DC& E amount, then dl income from the unit is
program income.

For example, let’s assume that 40% of the DC& E for a specific unit type and size for the recipient effective on
10/2/1997 is $25,000. Last program year the recipient spent $15,000 of IHBG funds for rehabilitation of such a
1937 Act low-rent unit. This program year the recipient spent an additional $15,000 of IHBG funds to complete the
work. Because the total amount of IHBG funds spent for rehabilitation of the unit, $30,000, will exceed 40% of the
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DC&E, $25,000, dI future rental income, beginning the program year or month after the expenditure for
rehabilitation which brings the total IHBG expenditures to $25,000 is program income.

Q.10: Will a1937 Act unit continueto be counted under the FCAS component of the IHBG formulaif the
IHBG funds spent on the unit for rehabilitation is greater than or equal to 40% of the DC&E as
addressed in Q.9.?

A.10: Yes, theunit would still be FCAS. The 40% threshold is only a concept for accounting for program income
and will have no affect in determining whet is FCAS under the IHBG formula

Q.11: If IHBG fundsare used to operate 1937 Act Mutual Help units, isincome gener ated by those
units subject to program income requirements?

A.11: There should never be aneed to use IHBG funds to operate 1937 Act Mutua Help units and no net income
should ever be generated from the operation of Mutua Help units. Each homebuyer is required to pay an
adminidrative charge to cover operating expenses and the administrative charge is required to be used to pay
operating expenses.  If thereisincome remaining after paying operating costs, the adminigtration charge should be
reduced.

Q.12: If IHBG fundsare used torehabilitate 1937 Act Mutual Help units, isincome generated by those
units subject to program income requirements?

A.12: When IHBG assgstance is used for rehabilitating a 1937 Act Mutud Help unit, the same cdculation noted
above in the answer to Q.9. for the 1937 Act low-rent units would apply. However, the recipient would not redlize
the program income until the time of conveyance.

For example, if IHBG funds are used to rehabilitate a Mutua Help unit and the cost meets or exceeds 40% of the
DC&E for the specific type and size of unit, the Proceeds of Sale to the recipient at conveyance would be
considered program income. If the cost of rehabilitation is less than 40% of DC&E, the Proceeds of Sde at thetime
of conveyance would not be considered program income and can be used in accordance with Answer 42A in the
revison to the Trangition Notice published in the Federal Register on April 1, 1999 (64 FR 15778).

Q.13: Istheuseof program income subject to any requirements?

A.13: Program income generated by the use of IHBG funds must be used for affordable housing activitiesin
accordance with section 202 of NAHASDA. This means that the use of program income is subject to al gpplicable
requirements governing the use of IHBG funds including, but not limited to, labor standards requirements
(81000.16), environmental review requirements (81000.18), and administrative requirements (81000.26).

Q.14: Does program income have to beobligated within a specific time period?

A.14:  No, the performance measure which states that within 2 years of grant award no lessthan 90% of the grant
must be obligated (81000.524(a)), does not apply to program income. However, recipients must substantially
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disburse program income for digible activities before additiond IHBG funds are drawvn down from the U.S.
Treasury.

Q.15: Areinsurance proceedsfrom an IHBG assisted unit owned by therecipient (e.g., from a house
owned by the recipient that was destroyed by a fire) considered program income?

A.15: No, insurance proceeds are not considered program income. However, the insurance proceeds from an
IHBG asssted unit are considered gpplicable credits to the recipient’s IHBG program in accordance with OMB
Circular A-87, Section C.4 and must be treated like IHBG funds and used in accordance with NAHASDA
requirements. Insurance proceeds from an IHBG assisted unit are consdered applicable credits regardless of which
funds (IHBG or non-IHBG) were used to purchase the insurance.

Q.16: When do the requirementsfor program income become effective?

A.16. Therequirements for program income are s&t forth in the program regulations (81000.62) and were effective
on April 13, 1998, (the effective date of the regulations). The program income notice (Notice PIH-18 (TDHES),
April 30, 2000) clarifies when program income is generated from the operation of 1937 Act units because the units
are assisted with IHBG funds and the income is atributable to this assstance. Any recipient who may have held
income from 1937 Act units that were asssted with IHBG funds until the publication of the notice endbled it to
determine how much, if any, of that income is program income, should now be calculating, using, and disbursing this
program income in accordance with the notice.

Inquires

Should you have any questions regarding this guidance, please contact your Area Office of Native American
Programs.
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