CHDOs: What is a CHDO and How Does An Organization Become One?
October 2000

I.
WHAT IS A CHDO?

A “CHDO” (pronounced “CHO-DOE”) is a Community-Based Housing Development Organization--a special status which the government grants to nonprofit community organizations engaged in housing development activities that benefit low and moderate income families. To become a CHDO, an organization must apply to its local city or county government (if the organization is located in an urban area), or the state (if the organization is located in a rural area).  As discussed below, there are several significant benefits of becoming a CHDO, including access to government funding and property tax exemptions.  

II.
WHAT ARE THE BENEFITS OF BECOMING A CHDO?
1.
Special Access to Government Funds: CHDOs qualify for special funding set-asides from the federal government for affordable housing development.  At least 15% of federal HOME funds allocated to each municipal area and the state by the federal government must be reserved for investment in housing to be developed, sponsored, or owned by CHDOs.  The HOME program is the largest federal block grant to state and local governments designed exclusively to create affordable housing for low-income families.  Each year millions of dollars across the State of Texas are set aside for CHDOs. If these funds are not spent, the local jurisdiction is generally required to return the funds to United States Department of Housing and Urban Development (“HUD”).

2.
Special Real Estate Tax Exemption: Under Section 11.182 of the Texas Tax Code, a CHDO which is engaged exclusively in the building, repair, and sale or rental of affordable housing is entitled to an exemption from property taxation of improved and unimproved real property it owns for the purpose of building or repairing housing for sale or rental, without profit, to a low-income or moderate-income household.  The exemption expires after the organization owns the property for three years, unless the CHDO is renting or offering to the rent property without profit to a low-income or moderate-income household.  A CHDO is also entitled to an exemption from property taxes for its business office, as long as the office is used exclusively by the CHDO.

III.
CHDO QUALIFICATIONS:

To qualify as a CHDO, an organization must meet the following requirements pursuant to federal regulations (24 C.F.R. § 92.2). (A complete copy of the federal regulations is available at HUD’s web site: http://www.hud.gov/cpd/home/homereg.html).

1.
Be a non-profit corporation organized under state or local laws;

2. 
No part of its net earnings can benefit any member, founder, contributor, or individual;

3.
The organization cannot be controlled by or under the direction of, individuals or entities seeking to derive profit or gain from the organization.  A CHDO may be sponsored or created by a for-profit entity, but:

(i)
The for-profit entity may not be an entity whose primary purpose is the development or management of housing, such as a builder, developer, or real estate management firm.

(ii)
The for-profit entity may not have the right to appoint more than one-third of the membership of the organization’s governing body.  Board members appointed by the for-profit entity may not appoint the remaining two-thirds of the board members; and

(iii) 
The community housing development organization must be free to contract for goods and services from vendors of its own choosing;

4.
Have a tax exemption ruling from the Internal Revenue Service under section 501(c)(3) or 501(c)(4);

5. 
The organization cannot be a governmental entity;

6.
Have standards of financial accountability that conform to 24 C.F.R. § 84.21, “Standards for Financial Management Systems” (these standards require that an organization maintain accurate and complete financial records, safeguard controls over assets, procurement standards which guarantee the reasonableness of expenditures, accounting records which document income and expenses, and other basic standards of financial management);

7.
Have among its purposes the provision of decent housing that is affordable to low-income and moderate-income persons, as evidenced in its charter, articles of incorporation, resolutions, or by-laws;

8.
Maintain accountability to low-income community residents by:

(i)
Reserving at least one-third of its governing board’s membership for residents of low-income neighborhoods, other low-income community residents, or elected representatives of low-income neighborhood organizations. For urban areas, “community” may be a neighborhood or neighborhoods, city, county or metropolitan area; for rural areas it may be a neighborhood or neighborhoods, town, village, county, or multi-county area (but not the entire State); and

(ii)
Providing a formal process for low-income program beneficiaries to advise the organization in its decisions regarding the design, location, development, and management of affordable housing;

9.
Have a demonstrated capacity for carrying out affordable housing development activities.  An organization may satisfy this requirement by hiring experienced key staff members who have successfully completed similar projects, or by hiring a consultant with the same type of experience and enacting a plan to train appropriate key staff members of the organization; and

10. 
Have a history of serving the community within the organization’s service area.  In general, an organization must be able to show one year of serving the community before HOME funds are reserved for the organization.  However, a newly created organization formed by local churches, service organizations or neighborhood organizations may meet this requirement by demonstrating that its parent organization has at least a year of serving the community.

 CHDOs must be engaged exclusively in the building, repair, and sale or rental of affordable housing and related activities.  The organization can also obtain an exemption for a building it owns for administration of its affordable housing programs.  An organization must apply for the property tax exemption from its local county taxing agency.

CHDO CHECK LIST

(as adapted from a form used by the City of Austin when certifying CHDOs):

INCORPORATION AS A NONPROFIT
A.
The non-profit corporation is organized under state or local laws, as evidenced by either:

_______ 
Charter; or 

_______ 
Articles of Incorporation

B.
No part of its net earnings benefit any member, founder, contributor, or individual, as evidenced by either:

_______ 
Charter; or 

_______ 
Articles of Incorporation

C.
(i)
Has a tax exemption ruling from the Internal Revenue Service (IRS) under section 501(c)(3) or (4) of the Internal Revenue Code of 1986 as evidenced by:

_______
A 501(c)(3) or (4) Certificate or Letter from the IRS.

OR

 (ii)
Is classified as a subordinate of a central organization non-profit under Section 905 of the Internal Revenue Code as evidenced by:

_______
A group exemption letter from the IRS that includes the agency seeking certification as a CHDO.

4. Has among its purposes the provision of decent housing that is affordable to low and moderate-income persons as evidenced by a statement in the organization’s:

_______
Charter;

_______
Articles of Incorporation;

_______ 
By-laws or,

_______
Resolutions.

CAPACITY
1. Conforms to the financial accountability standards of attachment F of OMB Circular A-110,  “Standards for Financial Management Systems,” as evidenced by:

_______
A notarized statement by the President or Chief Financial Officer of the organization, 

_______
A certification from a Certified Public Account, or,

_______
A HUD-approved audit summary.

B.
Has a demonstrated capacity for carrying out activities assisted with HOME funds, as evidenced by:

_______
Resumes and/or statements that describe the experience of key staff members who have successfully completed projects similar to those to be assisted with HOME funds, or

_______
Contracts with consultant firms or individuals who have housing experience similar to projects to be assisted with HOME funds and a plan to train appropriate key staff of the organization.

3. Has a history of serving the community where housing to be assisted with HOME funds is to be located, as evidenced by:

_______
A detailed statement signed by the President, or other authorized official of the organization, that documents at least one year of experience in serving the community prior to the date of receipt of CHDO funds.  The experience need not be in the provision of housing;

OR
_______
For newly created organizations formed by local churches, service or community organizations, a detailed statement signed by the President, or other authorized officer of the organization, that documents that its parent organization has at least one year of experience in serving the community prior to the date of receipt of CHDO funds.

ORGANIZATIONAL STRUCTURE
1. Reserves and maintains at least one-third of the governing board’s membership for residents of low-income neighborhoods, other low-income community residents, or elected representatives of low-income neighborhood organizations, as evidenced by the organization’s:

_______
By-laws,

_______
Charter, or,

_______
Articles of Incorporation.

2. Provides a formal process for low-income program beneficiaries to advise the organization in all of its decisions regarding the design, location, development, and management of affordable housing projects, as evidenced by:

_______
By-laws, or

_______
Resolution, or,

_______
A written statement of operating procedures approved by the governing body.

C.
A CHDO may be chartered by a state or local government with the restriction that:

(i)
The state or local government may not appoint more than one-third of the membership of the organization’s governing body;

(ii)
The board members appointed by the state or local government may not, in turn, appoint the remaining two-thirds of the governing board members; and

(iii)
No more than one-third of the governing board members are public officials or employees of the city (or state).

The above statements are evidenced by:

_______
By-laws, or,

_______
Charter, or

_______
Articles of Incorporation.

UNRESOLVED AUDIT FINDINGS OR OTHER MATTERS
A.
Does the organization have any outstanding audit findings or other unresolved matters involving past or present contracts?

           
Yes

           
No

Explain: 
                                                                                                                                                                                                                                                      
RELATIONSHIP WITH FOR-PROFIT ENTITIES
A.
The CHDO is neither controlled by nor receives direction from individuals or entities seeking profit from the corporation, as evidenced by:

            
By-laws, or

            
A Memorandum of Understanding.

B.
A CHDO may be sponsored, or created, by a for-profit entity provided that:

(i) The for-profit entity’s primary purpose does not include the development or management of housing, as evidenced by:

            
By-laws of the for-profit entity.

AND

(ii) The CHDO is free to contract for goods and services from vendors of its own choosing, as evidenced by:

             
By-laws, or,

            
Charter, or,

            
Articles of Incorporation.

C.
If the CHDO is sponsored by a for-profit entity, the for-profit entity does not appoint more than one-third of the membership of the CHDO’s governing body, and the board members appointed by the for-profit entity does not, in turn, appoint the remaining two-thirds of the board members. This is evidenced by:

              
By-laws, or,

             
Charter, or

              
Articles of Incorporation.
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