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Held by Arkansas Development Finance 
Authority (ADFA) 

ADFA Staff 
– Sara Braswell, Victor Turner

The trainers from ICF International:
– Kelly Price & Kevin Roddy
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My agency is:
– Local government?

• State CDBG grantee?
– Nonprofit?

• Worked with CDBG?
• Worked with HOME?

– For profit developer?

Years of experience with CDBG
<1 yr 1-5 yr 6-10 yr              10+ yr

Years of experience with HOME
<1 yr 1-5 yr 6-10 yr               10+ yr
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Our goal is to provide you with sufficient 
information to prepare an application for 
NSP funding

We will review:
– NSP basics
– Applicable other Federal requirements
– Key administrative requirements
– NSP applications & schedule
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Please ask questions…this is your chance!

BUT…we may have some areas of ambiguity 
because HUD still deciding or changing 
policies/requirements

Please turn all electronic devices to 
silent/vibrate only mode

Timing of breaks & lunch

Location of restrooms





NSP1 Implementation Training           Slide 7 State of Arkansas

Program known as Neighborhood Stabilization 
Program (NSP) authorized by the Housing and 
Economic Recovery Act of 2008 (HERA)

The goal of the program is to stabilize 
neighborhoods
– Arrest decline
– Get foreclosed housing back into occupancy
– Neighborhood focused – areas of greatest need

$3.92 billion total appropriated for NSP1
– Arkansas received $19.6m under HUD formula
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NSP is a supplemental appropriation of the 
Community Development Block Grant (CDBG) 
program thus CDBG rules generally apply to 
NSP

ADFA was required to set forth its program 
design & how it would meet key requirements 
in a Substantial Amendment to the 
Consolidated Plan Action Plan 
– Submitted to HUD 12/1/08
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NSP specific requirements in notice published 
October 6, 2008

NSP Program revised in March 2009 by 
American Reinvestment and Recovery Act 
(ARRA)
– Changes included in Bridge Notice published 

June 15, 2009
• Notice also includes some non-substantial 

technical corrections

– ARRA also created NSP II (refer to the 
NOFA)
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Grantee = public agency recipient of NSP funds 
from HUD (ADFA)

Subrecipient = public agency or nonprofit that 
administers program for grantee
– Includes unit of local govt (ULG) receiving 

funds from state grantee

Developer = for-profit entities OR nonprofits 
doing acquisition & rehab deals (ONLY) 

Beneficiary = homebuyer or tenant
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Units of local government always considered 
subrecipients
For nonprofits, depends upon how selected & 
what the entity is doing:
– If nonprofit is competitively procured = contractor 

(ex. grant administrator)
– If nonprofit is doing acquisition & rehab = developer
– Otherwise nonprofit = subrecipient

• Acquisition-only activities
• Public facilities 
• Program administration

– HUD policy pending regarding nonprofits doing 
new construction
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Why this matters:
– Applicability of certain OMB circulars & 

related rules
• 24 CFR Part 85/84
• OMB Circular A-122
• OMB Circular A-133

– Tracking & return of program income
– Type and amount of monitoring by the State
– Administrative costs vs. developer fee
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State - ADFA

Subrecipient (ULG 
or Nonprofit)

Developer (for 
profits & certain 

nonprofits)

Sub Subrecipient 
(e.g., nonprofit)

Beneficiaries

Agreements 
must be in 

place 
between all 

parties
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Must USE funds within 18 months after 
execution of the grant agreement by HUD

USE = obligate which means sales contracts 
signed or written offers for properties
– Options or other non-binding instruments not 

acceptable

Must EXPEND within four years

Must use it or lose it (otherwise funds get 
reallocated)
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Abandoned: Mortgage/tax foreclosure 
proceedings & no payments 90 days & vacant 
90 days

Foreclosed: Mortgage/tax foreclosure 
complete, includes title transfer
– Must be acquired out of foreclosure – NSP 

acquisition not authorized until Action Plan 
submission (12/1/08)

– Implication: Cannot reimburse acquisition of 
foreclosed properties prior to Action Plan & cannot 
rehab these sites except if allowed under eligible 
use E
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Blighted: Objectively determinable deterioration 
that is threat to human health, public safety, 
public welfare
– Arkansas Code defines Blighted Areas (see 

the Action Plan Amendment)
– Need to have proof of major code violations 

from local government
Vacant Property:  Unoccupied structures or 
vacant land that was once developed
Homes: Permanent residential unit
Residential Property: Homes plus vacant 
residential land and multifamily properties
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HERA defines five “uses” of funds
– Arkansas allowing 4 of the 5 uses

Generally, uses of HERA funds must be CDBG 
eligible (some exceptions)

HUD has cross referenced HERA uses to CDBG 
activities

HUD permission needed if CDBG activity not on 
list
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Eligible Use CDBG Eligible Activities

A. Financing 
mechanisms for 
purchase & 
redevelopment of 
foreclosed upon 
homes & residential 
properties

Activity delivery cost for an 
eligible activity (designing & 
setting it up)

The financing of an NSP 
eligible activity – such as soft 
second loans, loan loss 
reserve, equity sharing

Housing counseling for 
program participants
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Eligible Use CDBG Eligible Activities

B. Purchase and 
rehabilitate homes 
and residential 
properties that have 
been abandoned or 
foreclosed upon, in 
order to sell, rent, or 
redevelop such 
homes and 
properties 

Acquisition 

Disposition

Relocation

Direct homeownership assistance

Eligible rehabilitation and    
preservation activities for homes 
and other residential properties

Housing counseling for program 
participants 
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Eligible Use CDBG Eligible 
Activities

D. Demolish blighted
structures in 
combination with 
other activities

Clearance, for 
blighted structures 
only 

Must be blighted, defined in Action Plan

Can be any type of unit or property

Must meet a national objective based on re-use of site
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Eligible Use CDBG Eligible Activities

E. Redevelop
demolished
or vacant
properties

Acquisition
Disposition
Public facilities & improvements
Housing counseling public services (limited to 
purchasers/tenants of redeveloped properties)  
Relocation
New housing construction
Direct homeownership assistance
570.204 activities by CBDOs
Rehabilitation 

Housing counseling for program participants
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If ineligible under CDBG, usually ineligible 
under NSP
– New construction is exception 

Ineligible under NSP:
– Foreclosure prevention
– Demolition of non-blighted structures
– Acquisition of property or structures that are not 

abandoned, foreclosed or vacant (eligible use E)
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Need to be careful when addressing tax or 
other foreclosed properties owned by 
grantee

Cannot use NSP funds to reimburse 
grantee or ULG for its tax-foreclosed units
– Can only pay for reasonable title transfer costs
– Can pay for back taxes as part of acquisition cost 

when foreclosed unit owned by private lender
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Funds are required to be distributed to areas of 
greatest need, specifically areas with:

– Greatest percentage of home foreclosures;
– Highest percentage of homes financed by a 

subprime mortgage related loan; and 
– Likely to face a significant rise in the rate of home 

foreclosures.

A needs score was developed using available 
data by zip code & county (see Action Plan)
– The score will translate to priority points in 

application ranking (more later)
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All NSP activities must not only be eligible, 
they must also meet a national objective

– Defined differently than regular CDBG
– Low/moderate/middle income (LMMI) = 120% 

of area median income (AMI)
– “Slum/blight” and “urgent need” National 

Objectives not allowed
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Housing (LMMH):  households < 120% of area 
median income
– Used for all housing activities
– Cannot use LMMA, LMMC for housing acquisition, 

rehabilitation, construction, homebuyer assistance 
etc

– If single unit structure = must be occupied by LMMI 
person

– If duplex = one unit must be LMMI
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Housing (LMMH) – cont.:
– If 3+ units = proportional share must be 

LMMI
• Different than CDBG (which is 51%)
• Example: If 10 unit total development cost = 

$1,000,000 and NSP funds are $400,000, must 
have 40% (4 units) occupied by LMMI, rest can 
be upper income

– For housing, must calculate & document household 
income using Section 8 (Part 5) definition & 
process (more later)
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HERA requires that 25% of NSP funds used 
for activities that provide housing for 
households with incomes <50% of area 
median income (VLI)

What counts toward set aside:
– Must meet LMMH national objective
– Must be related to re-use of foreclosed/abandoned 

units for residential housing
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Only “permanent housing” counts toward targeting
– Cannot count public facilities including shelters, 

group homes

Applies for entire affordability period
– Period defined in Action Plan (will discuss later)
– Need to track VLI occupancy throughout 

affordability period (rental) OR use recapture 
approach (homebuyer)

Calculated based on NSP expenditures not 
households
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Purchase price of properties is capped
– Must be purchased at “maximum reasonable 

discount” from current market value, which is 
minimum of 1% discount per property (as per Bridge 
Notice) 

– For single family properties, acquisition not allowed if 
value is in excess of Federal Housing Administration 
(FHA) limits, currently set at $271,050
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Appraisal determines market value
–Generally required for purchases of properties to 
demonstrate cost reasonableness

–Exception for properties with anticipated value of 
< $25,000

• Must still do valuation based on available data 
by a qualified person

–Consider as-is acquisition appraisal and post-
rehab/construction based on plans/specs
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If appraisal required, must adhere to URA 
appraisal standards at 24.103 incl:
–Fee appraiser must be state licensed or FIRREA 

certified
–Must include: description of property; approaches to 

value; comparables; statement of value; date & 
signature

Use procurement to select contracted 
appraisers
Have to conduct within 60 days of final offer to 

purchase
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Rehab/construction limited to $132,000/unit
– $158,400/unit for historic properties

All NSP units must meet local code & occupancy 
standards 

If no local code, must meet the applicable 
International Code Council (ICC) codes/standards

Must meet ADFA Minimum Design Standards & 
HOME Program General 
Specifications/Performance Manual 

Encouraged to incorporate energy efficiency & 
green building to extent possible
– HOME guidance available on ADFA’s website
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NSP requires that the sales price of NSP 
assisted homes to homebuyers cannot exceed 
the cost
– “Cost” = acquisition + rehab + project delivery costs

– Cannot include maintenance/holding costs in sales 
price

• Need to have buyers that are “mortgage ready”
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NSP requires that homebuyer receive at 
least 8 hours of housing counseling from 
HUD approved counseling 
agency/counselor

– Waiver must be submitted if none available in 
area

Participants should need to be “mortgage 
ready” or “near ready” because timing on 
NSP does not allow for long term credit 
clean-up
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NSP/CDBG caps down payment assistance at 
50% of the lender-required down payment
– Closing costs can be paid 100% 
– Principal or interest write down in the form of a soft 

2nd is allowable 
– Acquiring for up-front private mortgage insurance 

(PMI) OK

Total of all direct assistance cannot exceed 20% 
of the sales price or $25,000, whichever is less
– Interest rate buy down of .250 basis points not 

included in cap
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Per Unit NSP $ Min. Affordability 
Period 

<$15,000 5 years 
$15,000 - $40,000 10 years 

>$40,000 15 years 

  

Homebuyer assistance will be forgivable loan at 0%

If homebuyer sells or transfer the property within the 
affordability period, unforgiven portion of direct subsidy 
must be repaid
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Affordability period based on “total amount subject to 
recapture”

Total subject to recapture is direct homebuyer subsidy:
– Assistance provided to buyer: down payment, closing 

costs, subsidized loan (write down)
– Amount between market value and sales price of 

home may also be subject to recapture (HUD decision 
pending)

Does not include NSP amounts to subsidize 
development when that cost exceeds market value 
(known as development subsidy)
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20 yearsNew construction or 
acquisition of newly 
constructed housing

15 yearsOver $40,000

10 years$15,000 – 40,000

5 yearsUnder $15,000

Min. Affordability PeriodPer Unit NSP $
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Units must be rented at “affordable rents” for 
the affordability period
– Tenant households with incomes < 50% of the AMI: 

Low HOME Rent Limits
– Tenant households with incomes between 50 and 

60% of AMI: High HOME Rent Limits
– Tenant households with incomes between 60 –

120% of AMI: HUD Fair Market Rent (FMR) Limits

Published annually and posted on ADFA’s web 
site
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Owners/managers must document that 
household income of NSP units <120% AMI (or 
50% if VLI targeting applies)
– At initial occupancy AND
– When unit turns over during affordability period

Maintain property to applicable codes/standards

Enforced through deed restrictions, etc.






