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'\ UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

CIVIL DIVISION MAR 1 4 1969
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The CGenerel Accounting 0ffice has examined into the manner in which
the Department of Housing and Urban Development (HUD) determined the
amounts for which grants were made to public bodles to assist in the conw
struction of basie water and/or sewer facilities, The objective of our
examination was to determine whether the policies and procedures followed
by HUD in deternining the amounts for which grants were made resulted in
agsistance to the naxinmum practical number of public bodies, In this
vegard, HUD had reported that it had & backlog of 1,161 requests for
financinl assistance for water and sewer projects at June 30, 1967.

Our examinztion was performed at the HUD Reglonal 0ffice in San
Francisco, California (Region V1), aend at the HUD Central Uffice in
Washington, D, C. Ue rvaviewed pertinent, legislation and applicable HUD -
policies, procedures and practices, Wd 'also interviewed HUD officials e
at the locations visited and examined pertinent records,

We found that HUD was making grants to public bodies qualifying for

Federal assistance at the meximum percentage allowable under the authore

,  izing legislation, with e maximum limitation of $1.5 million for any one
grant, On the basis of our examination, we believe that HUD could fur=
ther the objectives of the program by varying the percentage of Federal
assistence. Under such a system, those public bodies contributing most
to the objectives of the program, or otherwise determined to be most
deserving of finencial assistance,; could raceive grants for a higher
percentage of their project costs than the other public bodies. 1In this
vegard, the numeric rating system presently used by HUD to select projects
which are to receive grants may be an acceptable method for determining
the percentage of financial assistance that should be provided. 1In addie
tion to furthering the cbjectives of the program, wa believe that the use
of a syasten of varying pevcentages would permit HUD to provide financial
assistance to more public bodies. The details follow.

Section 702 of the Housing end Urban Development Act of 1965 (42
U.8.C.3101) authorized the Secretary of HUD to make grants to local
bodigs and agencies to assist in the financing of specific projects
for basic water and/or sewer facilities, Subsection (b) of this sece
tion provides, in part, that, "The amount of any grant made under the
suthority of this section shall not exceed SO per centum of the devele
opment ost of the project:®, which is defined in section 706{(c) as
the cost of constructing the facility and of scquiring the land on
which it is located, including necessary site improvemente, The




maximum percentage way dba as high as 90 pevcent vhevre the econonie and
financlal conditions of & coveunity wmeet cortain requirzements specified
in the act. [lowsver, to date cnly a few communities have met the eligie
bility requivements necassary for the higher grant pervcentage.

BiDtg policy £8 to nake every grant at 50 percent of the eligible
cost of the project, with 2 manimum limitation of £1,5 million for any
one grant, Certain project costs incurred by the grantees such as thoze
for engineering servicos, eduinistrative, lexsl, sudit, wmovable equipe
ment and houschold comnsctions and local distribution or collection late
erals, are not considered eligible project costs,

e veviewed the 53 projects approved through February 1968 for
Fedoral grent sssistance in the area under the jurisdiction of KEUD'e
Region VI office and noted thet the grants were rade at 530 percent of
oligible costs, e@xcept in three cases whera the grants were limited to
31,5 miilion, Seventeen of these projects were selected for grant
essistance after implencntation of the numeric rating eysteum,

The reting system hos & maximum of 100 points and 1s designed to
avaluate (1) comprehensive planming, {2) community and area needs,
{3) financlal and econcmic status, and {(4) the benefita te be devived
from the projects, W were informed that HUD implemsnted the reting
systen becsuse the denand for funds under the basic water and sewer
pregran sipnificantly sxceeded the {unds svellable., Through use of
the reting system, HUD fdentifies those projects that most mearly meet
the objectivez ¢f the program.

The nunerie ratings assigned to the 17 projects renged from 40 to
62 pointg,indiecating that the projects met program objectives to varye
ing degraes. Fowr emample, while one of the primary program objectives
is to promote the orderly dovelopment of communities through the encourw
agement of ares~wide eomprehensive planning, we noted that one city
{with an oversll score of 43 points) scored 2 points for comprehensive
planninge-wvhich has a masinue weight of 20 pointse-while ancther (with
an overall score of 85 points) had & vating of 14 points for thia
catagory,

In addition to the varying degrees to which the projects met proe
gram objectives, we noted thot the communities apparently had varying
finoncisl and ecconomic needg, For exanple, one community (with an
ovarsll score of 62 points) scored a total of 14 points for finaneial
snd econcmic statug=-vhich has maximun conbined weight of 13 pointsew
while enother community {with en overall score of 43 pointm) scored
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geven points for this catagory. thile the hpher sumber of pointa would
indicate preater need fov pront assistance becouse of the £inancial o
econonic conditions of the community, both of the communities received
grants equal to 30 pereent of their eligible project coats,

Ve found that the Reglon considered a project siigible for approval
provided the numeric rating was not below the regional office modian for
ratings given all project spplications during & particular period. Howe
ever, as notad above, onee a project was celected fow participation, the
axtent to which the project met program objactives or the needs of the
community requesting {inanclal assistance did not affect the percentage
of prant assistance.

Although HUJ currently gives sowme vecopnition to the varying needs
oand accomplishments of pubiic bodies during the selection of projects
to be assisted, we belisve 1t would be benefieial to further recognize
these needs and accomplishuents by varying the percentsge of {inancial
sssistence, Undor such & system, those publi¢ bodiea doing the mest teo
further the objectives of the program or those most in need of finsncial
assistence, or both, would receive grants for a higher percentage of
thaelr project costs then the other publie bodies,

Yie believe that such a system would benefit the program in two
ways, UFirst, we believe that it would help to sccomplish the program
objectives, 1f properly lmplemented, the asystem would encourags pube
lic bodies to co thosze things vhich would qualify them for the maxinmum
percentage of assiamtance., Thevefore,; by baszing the percenteges on such
progrem cbjectives gz comprehensive planning, HUD would, in essence, be
dirvecting the efforis ef the public bodies iInto activities that would
do the wost to sccomplish the program objectives.

Yocond, we balieve that the system would pemmit HUD to provide
financial assistance to a greater nusber of publie bodies. This would
appoar to be desirable because the resuests for financial assistance
vndar the progvaw glgnificantly exceeds the funds that avre available.
For exeuple, through fiscal vear 1968 & total of $363 million had been
appyopriated for the program; whersas, through December 31, 1967, pube
lic bodies had requested £inancial essistaence totaling 32.8 billion.
Further, indications are that requests for assistance under the program
will continue to exceed the funds availsble, Dov esample, during cale
endsr year 1968 HUD received requests fov assistance totsling $731 mile
liciz vherees, the sunual zate of funding hag¢ bean lews than $200
wmiliion,
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In our opinion, it would be fezaible for HUD to establish a system
by vhich grant amounts would be based upon varying percenteges, Ae
stated previously, since the numerie rating system used by HUD to seleat
projects for participation considers project objectives and the financidl
needs of the publie bodies, we belfeve that it might also eerve as a
baslz for establishing the grant amounts,

Our sugpestion that the numerie rating eystenm be uged as a basis
for varying the percentage of grant asslctance ia based on the assump«
tion that the system is weeting the objectives for which 1t was estabe
lished and provides an effective mesns of identifying those prolects
which most nearly meet program objectives, It 1g racognized that gome
rvestructuring of the system and changes in emphasis placed on roting
categorles might be necescary before it could be used gs an effective
neans of varying grant percentages, However, we believe that such
restructuxing or chenges would not affact the bagic principle suge
gested in this report,

Other systems for determining the amounts for which grants are
made may algo be practical., In this regard, we hava noted that EUD
has adopted eriteria under the urban beasutification and improvement
program which results in grant amounts of varying percerntages, The
statutory meximun of grants made under that program is 50 percent of
the eligible cost, the sams ad that suthorized under the basic water
and sewer program,

We also noted that the Farmers Home Administration, Depariment
of Agriculture, vhich administers a water snd sewer facilities grant
program similar to that administered by HUD, imposes a financial need

requirement on public bodlies requesting grant assistance., The Admine
fatration varies the narcentars of itz contribution to the nroiect
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costs on the basis of the need demonstrated by the public bedy.

WYe are not suggesting thot efther of the two aforementioned
systems for determining grant amounts be utilized in the besic water
snd sewer program. They are mentioned solely Lo point out that it
appears to be feasible to establish a system by vhich grant amounts
would be based upon varying percentages,

CONCLUSTON AND RECOMMENDATION

On the basie of our examination, we have doncluded that HUD could
establish grant emounts in & manner that would encourage public bodies

Y PN
e g &



e o ey £, 0P {:
RO L NPT,

LR . JEesad b

to take those actfons which swuld contribute the most to the accomplishe
ment of the objectives of the basie vater and sewer program, We believe
that tha use of such a system would also permit HUD to provide financial
assistonce to wore public bodies.

We recommend, Lherefore, that HUD examine into the feagibility of
estoblishing besic water end gewer grant amounts in & menner that will
vary the pervcentage of the Federel contribution to recognize either the
degree to which public bodies contribute to the program objectives or
the f£inancial need of the public bady, or both.

e also recommend that HUD consider the feasibiliity of wvarying the
percentage of the Federal contribution under the other grant progrems,
such as the open«gpace land program, in which grant amounts are currently
made at the maximum percentage suthorized,

We asppreciate the cooperation snd courtesies extended ¢o us by HUD
personnel during our exsmination, A copy of this report is being sent
to the Assistant Secretary for Metropolitan Devaelopment,

We would eppreciste receiving your comments as to the ection to be
teken on this mattey within 30 days f£rom the date of this letter,

Sincerely youxs,

#ax Hirschhorn

Max Hirschhorn
Agpociste Dirsctor .

The Honorable
The Secretary of Housing
and Urban Developnent





