
. 
BY THE COMPTROLLER GENERAL 4@ 

Report To The Congress 
OF THE UNITED STATES 

Insights Into Major Urban Development 
Action Grant Issues 

Between 1978 and November 1983, the Urban Development Action 
Grant (UDAG) Program provided $3 billion in grants to distressed com- 
munities for economic revitalization and neighborhood reclamation proj- 
ects. A small but increasing percentage of these projects has been com- 
pleted. Using a case study approach, GAO reviewed the actual invest- 
ment, employment, and local tax results of 12 completed projects and 
found that these projects exceeded investment expectations, came close 
to meeting employment expectations, but fell considerably short of realiz- 
ing projected increases in local tax revenues. The Department of Housing 
and Urban Development’s (HUD’s) information system, however, did not 
provide complete information on the UDAG results realized from the 12 
completed projects. 

4 
A0 also found that many of the most economically distressed small 

cities did not participate In the program because they (1) were unfamiliar 

$ 
Ith the program, (2) had insufficient city government capacity to plan a 
DAG project, and (3) had difficulties in obtaining adequate private sector 

i/lvolvement. 

lb addition, many cities that have received UDAG funds have loaned them 
tb private developers; some of these loans are repaid before a UDAG 
project is completed. At present, there is no clear policy on whether cities 
dan use these early repayments for additlonal community and economic 
c(evelopment activities. 

4 A0 makes recommendations that would improve the accuracy of HUD’s 
I 

E 

formation on completed projects, help small cities participate In the 
rogram, and establish a policy on whether cities should be able to use 
arly UDAG repayments. 
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To the President of the Senate and the 
Speaker of the House of Representatives 

This report on the Urban Development Action Grant Program 
addresses three issues: the accuracy of the Department of Housing 
and Urban Development's information on the results of completed 
projects, the participation of small cities in the program, and 
the requirements governing moneys that recipient cities can 
generate by loaning action grant funds to private developers. 

We performed our review to provide the Congress with insight 
into these issues during the program's reauthorization process. 
This report supplements our interim report of March 15, 1983 
(GAO/RCED-83-126). 

Copies of this report will be sent to the Director, Office of 
Management and Budget; appropriate House and Senate committees; 
and the Secretary of Housing and urban Development. 

of the United States 
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COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

INSIGHTS INTO MAJOR URBAN 
DEVELOPMENT ACTION GRANT ISSUES 

DIGEST ------ 

The Urban Development Action Grant (UDAG) pro- 
9-b administered by the Department of Housing 
and Urban Development (HUD), is designed to stim- 
ulate private investment in severely distressed 
communities by providing partial funding for eco- 
nomic development projects. Essentially, the 
program provides funds to a distressed community, 
which grants or loans the funds to a private 
developer, thus improving the feasibility of 
otherwise marginal private sector economic devel- 
opment projects. The developer, in turn, must 
provide at least $2.5 dollars in private sector 
financing for each dollar of UDAG funds going 
into a project. From initial program awards in 
1978 through November 1983, selected communities 
have received $3 billion in UDAG funds. 

GAO's review of the UDAG program had three objec- 
tives: (1) to examine the extent to which 12 
completed, judgmentally selected projects were 
able to meet their primary expectations, and 
determine how accurate HUD's information 'was on 
the results of these projects, (2) to find out 
why many of the most economically distressed 
small cities have not participated in the pro- 
9-h and (3) to review the adequacy of HUD's 
requirements governing the repayment of UDAG 
funds loaned by cities to project developers, 
since almost 90 percent of all UDAG dollars spent 
by the end of fiscal year 1982 was used for 
loans. (See pp. 1 to 4, p. 41, and app. I.) 

RESULTS OF COMPLETED 
PROJECTS SURVEYED 

HUD awards UDAG funds to communities on a com- 
petitive basis. In deciding which of the 
competing UDAG projects to fund, HUD's primary 
criterion for selecting projects, with certain 
minor exceptions, is the comparative degree of 
economic distress among the applicant 
communities. HUD also considers the extent to 
which a proposed project would be supported by 
private and other public sector investment. 
Other major factors in project selection are the 
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number of new permanent jobs to be created, par- 
ticularly for persons of low- and moderate- 
income, and the amount of local government tax 
revenues to be generated. 

Approximately 1,400 UDAG projects were approved 
between the program's start in 1978 and September 
1982. Of these, 66 had been classified by HUD as 
being complete as of September 1982. A UDAG 
project is considered complete when a final audit 
has been performed and HUD decides project expec- 
tations such as for jobs and taxes have been met 
or best faith efforts were made. Since most 
completed projects were approved in 1978 and 
1979, one major limitation is that a review of 
some or all of the 66 projects would not repre- 
sent overall program results because the com- 
pleted projects would not constitute a 
representative sample of all approved projects. 

Mindful of this limitation, GAO's intent was not 
to measure program impact, but rather to review a 
sample of 12 completed projects from Illinois, 
Ohio, and New York to ascertain whether initial 
project expectations were realized. GAO's aim 
was to determine how adequately HUD tracks proj- 
ect results in order to identify any problems in 
this area before hundreds of additional UDAG 
projects are completed. (See PP. 5 and 6.) 

GAO's findings for the 12 surveyed projects are 
primarily based on grantees' financial and inde- 
pendent audit reports and, where possible, devel- 
opers' payroll registers and local tax assessors' 
records. GAO found that: 

--The $66.8 million in expected investments was 
surpassed by 29 percent, as $86.1 million was 
realized. Ninety-five percent of this invest- 
ment increase is made up of private invest- 
ments. The remaining increase is made up by 
state, local, and other federal investments. 
(See pp. 7 to 8.) 

--Ninety-two percent of the new permanent jobs 
expected was realized (1,126 jobs out of an 
expected 1,218). In reviewing job expecta- 
tions, GAO's focus was on the number of jobs 
created by the project and not on the resulting 
employment gain or loss for the area. (See 
pp. 8 to 11.) 
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--Ninety-one percent of the low- and moderate- 
income jobs expected was realized (860 out of 
an expected 950. (See pp. 8 to 11.) 

--Only 35 percent of the expected local tax 
revenue increase was realized ($283,553 out of 
an expected $817,212). (See PP. 11 to 13.) 

HUD'S information system 
does not fully report the 
results of surveyed projects 

The actual results for the 12 projects surveyed 
differed substantially from the figures found in 
HUD's information system. The following chart 
illustrates the differences. 

Project 
expectations 

Investments 

Realized per 
Realized per HUD information 

GAO review system 

$86 million $47 million 

New permanent 
jobs 1,126 1,088 

Low- and moderate- 
income jobs 860 464 

Local tax revenue 
increases $ 284,000 $167,000 

These differences are accounted for in large part 
by the fact that HUD'S information system relies 
solely on grantee quarterly reports, which are 
assumed to accurately reflect combined project 
results. Other available grantee reports are not 
used although they may contain more complete 
information. For instance, on one project, HUD's 
information system showed that no private invest- 
ment was made, yet the grantee provided HUD with 
a financial status report showing $29 million in 
private investments. This figure was also 
reported by a final audit report. Before GAO 
brought this and other similar examples to HUD'S 
attention, HUD officials were unaware that other 
available project documents could contain more 
complete information. 

Although only a few UDAG projects have reached 
completion to date, corrective action is needed 
now to ensure that complete information will be 

,  

iii 



available for the almost 2,000 UDAG projects 
approved through fiscal year 1983 that are not 
yet complete. GAO recommends that the Secretary 
of HUD direct the UDAG information System to use 
additional, available grantee reports on project 
results. (See we 13 to 18.) 

MANY SMALL CITIES ARE UNAWARE 
OF THE UDAG PROGRAM OR 
HAVE DIFFICULTY APPLYING 

Legislation provides that no less than 25 percent 
of each year's UDAG appropriation be used for 
awards to small cities (generally defined as cit- 
ies with populations under 50,000). However, 
from the program's beginning in 1978 through 
fiscal year 1982, the amount of UDAG awards to 
small cities consistently fell short of this 
mark. By the end of fiscal year 1982, about 
$142 million in unused UDAG funds for small 
cities had accumulated. 

Fiscal year 1983 saw a significant increase in 
the amount of small city awards. The 25 percent 
mark was met and exceeded, and the amount of the 
unused small city funds carried over from pre- 
vious years was reduced to $75 million. The 
Congress, however, has indicated concern about 
the ability of small cities to participate in the 
program. The recently enacted Housing and 
Urban-Rural Recovery Act of 1983 authorizes funds 
for technical assistance to help increase small 
cities' participation in the program during 
fiscal years 1984, 1985, and 1986. 

To determine how HUD could further help small 
cities participate in the UDAG program, GAO 
interviewed a statistical sample of officials 
from 125 small cities that had not applied for a 
grant or had applied without success. Each of 
these cities was rated by HUD as having severe 
economic distress as measured by the age of its 
housing stock, the degree of its poverty, and the 
decline in its population growth. Selection was 
made from the 661 most distressed cities because 
the primary legislative criterion for selecting a 
small city for a UDAG award is the degree of its 
economic distress. 

From these interview results, GAO concluded that 
small cities’ low participation was due to three 
major reasons: (1) lack of knowledge about UDAG, 
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(2) insufficient staff or technical expertise to 
prepare a viable UDAG application, and (3) diffi- 
culties in obtaining adequate private sector 
involvement and financing. To pull together a 
sound UDAG application, most city officials indi- 
cated that they need one or more of the follow- 
ing: program information, technical assistance, 
and a streamlined application process. (See PJ+ 
20 to 33.) 

At present, HUD lacks a comprehensive package of 
materials that would help acquaint small cities 
with the program. With regard to technical 
assistance, some cities have benefited from tech- 
nical assistance provided by HUD or its contrac- 
tors. HUD has not, however, developed nationwide 
guidelines for determining which cities should be 
provided with technical assistance. And although 
HUD has revised the UDAG application form, it 
remains complex. Both small and metropolitan 
cities are required to use the same form even 
though, as one HUD study noted, UDAG awards have 
ranged from $35 thousand (a small city project) 
to $30 million (a metropolitan city project). 

GAO believes that it is consistent with the pro- 
gram's recent legislation for HUD to take action 
to inform small cities of the program's existence 
and to provide technical assistance funds to help 
small cities develop competitive applications. 
GAO recommends that the Secretary of HUD 
(1) develop a plan aimed at helping small cities 
participate in the program by establishing goals 
and criteria for selecting them to receive tech- 
nical assistance, (2) develop comprehensive UDAG 
information material, and (3) develop and test a 
separate, streamlined application form for use by 
small cities. GAO believes that a plan for 
technical assistance to small cities is particu- 
larly important in view of the recently enacted 
Housing and Urban-Rural Recovery Act of 1983, 
mentioned earlier, which allows the Secretary of 
HUD to use up to $2.5 million of yearly UDAG 
appropriations for technical assistance to help 
small cities compete for UDAG funds. Such a plan 
would assist HUD in making decisions about the 
use of these funds and the coordination of new 
technical assistance efforts with current 
efforts. Wee pp. 33 to 37.) 



CLEAR POLICY NEEDED 
ON UDAG REPAYMENTS 

Cities receiving UDAG funds frequently convey 
them to a private developer in the form of a 
loan, rather than a grant. As a result, depend- 
ing on the project, thousands to millions of 
dollars will, be repaid on individual UDAG proj- 
ects. For example, the loan repayments (includ- 
ing interest) on 41 New York and Michigan proj- 
ects GAO reviewed will total $106 million over 
repayment periods ranging from 1 to 50 years. 
(See pp. 40 to 44.) 

The standard UDAG grant agreement provides that a 
city can use repayments for other community and 
economic development activities if they are 
received after UDAG funds have been completely 
spent on a project. But if repayments start 
earlier, the grant agreement provides that these 
early repayments should be used to reduce the 
amount of additional UDAG funds authorized by HUD 
and needed to complete the project. These 
requirements, however, do not reflect HUD's 
intent. The intent, which was expressed in 
negotiations with cities and other participating 
parties, was that cities use repayments for 
additional economic development activities. To 
ensure this intent is fulfilled, HUD has given 
some cities exemptions to the requirements on a 
case-by-case basis in order that early project 
repayments would not have to be used to reduce 
the UDAG funds granted. There is no policy on 
when such exemptions should be given and not all 
projects have received these exemptions. 
Although HUD has been aware of this situation for 
over a year, a policy has not been developed. 
GAO recommends that the Secretary of HUD develop 
and issue policy guidance defining the circum- 
stances under which cities should be able to use 
early UDAG repayments. (See pp. 44 to 48.) 

AGENCY COMMENTS AND 
GAO'S EVALUATION 

HUD plans to take actions that will be responsive 
to several of GAO's recommendations. These 
actions will result in (1) the use of additional 
grantee reports on project results, (2) the pub- 
lication of new program informational materials, 
and (3) the issuance of policy guidance on UDAG 
repayments. HUD, however, did not agree with 
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GAO's recommendation to develop an outreach plan 
that establishes goals and criteria for providing 
technical assistance to small cities. HUD 
responded that a number of additional efforts are 
being taken to further its outreach and technical 
assistance efforts for small cities, and it 
believes these efforts have already begun to pro- 
duce results. These efforts include, for exam- 
ple, signing additional technical assistance 
contracts and sending out information to small 
cities. HUD therefore stated that GAO's recom- 
mended plan is not called for at this time. 
Also, HUD stated that it does not believe that a 
separate, streamlined application form for small 
cities i_; needed; it noted that a new, shorter 
application form is being used. 

GAO believes that HUD'S additional efforts, 
together with the recently enacted legislation 
providing up to $2.5 million for small city tech- 
nical assistance, make it even more important for 
HUD to establish a plan which would set prior- 
ities and guide and coordinate the various small 
city efforts conducted by HUD headquarters, field 
offices, and contractors. GAO also believes that 
HUD should examine how the current application 
form can be streamlined, since GAO's interviews 
with city officials disclosed that the applica- 
tion process was a significant problem for them. 
(See pp. 18, 37, and 48, and app. VIII.) 
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CHAPTER 1 

INTRODUCTION 

The urban Development Action Grant (UDAG) program is 
designed to provide federal financial assistance to the nation's 
distressed communities. The program was established through the 
Housing and Community Development Act of 1977 (Public Law 
95-1281, which authorized the Secretary of the Department of 
Housing and Urban Development (HUD) to make grants to severely 
distressed communities for economic revitalization and neighbor- 
hood reclamation projects. 

The UDAG program is based on the concept of overcoming a 
"development gap" that exists in distressed communities. The 
development gap is defined to be the increased cost of investing 
in distressed communities resulting from such factors as decay- 
ing or inadequate infrastructure or high land clearance costs. 

Communities receiving UDAG funds can help bridge the gap 
for private developers by providing them with a grant or, more 
commonly, a loan originating from UDAG funds. For each UDAG 
project dollar, HUD requires at least $2.5 dollars of private 
investment. UDAGs can be used for a wide variety of industrial, 
commercial, and neighborhood projects. Recently funded proj- 
ects include the expansion of industrial plants, the purchase of 
manufacturing equipment, hotel renovations, shopping center 
development, hospital and office building construction, and 
low- and moderate-income housing. By November 1983, communities 
had been awarded $3 billion in UDAG funds for about 2,000 proj- 
ects. The Congress has authorized $440 million in UDAG funds 
for each of the fiscal years 1984, 1985, and 1986--which is the 
same authorization level as for fiscal year 1983. 

ELIGIBLE COMMUNITIES 

Any community is eligible to apply for a UDAG as long as it 

--has met the minimum criteria for economic distress, which 
includes its poverty level, lag in population growth, and 
age of housing and 

--has demonstrated results in providing housing for low- 
and moderate-income persons and in providing equal oppor- 
tunity in housing and employment for low- and moderate- 
income persons and members of minority groups. 

There are three categories of eligible communities: dis- 
tressed metropolitan cities and urban counties, distressed small 
cities with populations of less than 50,000, and nondistressed 
communities containing areas with pockets of poverty. UDAGs are 
awarded quarterly on a competitive basis, with separate funding 
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rounds for metropolitan cities or urban counties and small 
cities. 

By statute, at least 25 percent of all funds appropriated 
for the UDAG program must be used for small cities. up to 20 
percent may be awarded to nondistressed communities containing 
areas with pockets of poverty. The balance is available for 
distressed metropolitan cities and urban counties. 

Initial UDAG eligibility by metropolitan cities and urban 
counties was addressed in our report Criteria for Participation 
in the urban Development Action Grant Program Should Be Refined 
(CED-80-80, Mar. 20, 1980). 

PROJECT SELECTION 

HUD awards UDAG funds on a competitive basis to communities 
to undertake certain activities that improve the feasibility of 
otherwise marginal private sector economic development proj- 
ects. Except for grants to communities containing pockets of 
poverty, the primary criterion for selection is the comparative 
degree of economic distress among the applicant communities. 
Other selection factors include the results expected from a 
project. There are three major results associated with UDAG 
projects: new private and non-UDAG public investment, new per- 
manent jobs, and increases in local taxes or payments in lieu of 
taxes. 

A community sends its application to the local HUD area 
office for preliminary review.l The application is also 
reviewed by the particular HUD regional office to which the area 
office reports. Both of these field offices send recommenda- 
tions on the merits of a proposed project to the Office of UDAG 
at HUD headquarters. Based on further analysis by the UDAG 
headquarters staff and the recommendations of the UDAG program's 
director, the Secretary of HUD selects the projects to be 
funded. No UDAG funds can be used, however, until a grant 
agreement is signed, which establishes a contract between the 
city and HUD and sets forth the terms and conditions of the 
approved project. After this grant agreement is executed, HUD 
field offices have responsibility for monitoring the performance 
of the community and other participants in the project. 

Problems with the UDAG selection process have been recog- 
nized in our previous reviews. We have issued a report dealing 
with this issue: Improvements Needed in Selecting and Process- 
ing Urban Development Action Grants (CED-79-64, Mar. 30, 1979) . 
We also testified on this issue before the Subcommittee 

lLate in 1983, HUD reorganized its field operations. Area 
offices are now referred to as Category A field offices. 
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on Intergovernmental Relations and Human Resources, House 
Committee on Government Operations (May 23, 1979). 

OBJECTIVES, SCOPE, AND METHODOLOGY 

Our overall objective in this review was to provide insight 
into major UDAG issues during the program's reauthorization 
proce s. 

3 
Consequently, we issued an interim report on March 15, 

1983. This present report is intended to supplement our 
earlier effort by informing the Congress on three central UDAG 
issues: 

--To what extent have sampled, completed projects realized 
their expectations and how accurate has HUD's information 
been on the results of these projects? 

--Why have many potentially eligible, very distressed small 
cities not applied for UDAG funds and why have some 
applicant small cities not been successful? 

--How adequate are HUD's requirements governing the repay- 
ment of UDAG funds loaned by recipient cities to private 
developers? 

Our review was made in accordance with generally accepted 
government auditing standards. 
tion and HUD regulations 

We reviewed applicable legisla- 
, policies, and procedures. We also 

reviewed UDAG research reports, audit reports, and evaluations. 

We decided to collect data on the major results of com- 
pleted projects because the previous studies we reviewed gener- 
ally made estimates on UDAG results expected to be realized by 
p ejects 
e ed 

i 

that were not yet complete. A UDAG project is consid- 
complete when a final audit has been completed and HUD de- 

c des that expectations such as jobs and taxes have been met or 
b st efforts were made. When we made our selection in September 
1982, only 66 UDAG projects had been classified by HUD as com- 
plete. We reviewed 12 (18 percent) of these completed UDAG 
projects. (See app. I for details.) For the completed projects 
selected, we reviewed each project's application, grant agree- 
ment, and any amendments to determine the primary results 
expected. Thereafter, we reviewed HUD and grantee monitoring 
and reporting documents, independent audit reports, and where 
possible, payroll records and tax receipts to determine actual 
UDAG results. We also held discussions with HUD officials, the 
grantee, and the participating party (usually a developer) to 
discuss the primary expectations and results. 

2Interim Report on GAO's Review of the Urban Development Action 
Grant Program (GAO/RCED-83-126). 
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To determine why small city participation in UDAG has been 
relatively low, we statistically sampled and conducted telephone 
interviews with the most economically distressed of the small 
cities potentially eligible for UDAG funding in 1982. The most 
distressed cities were chosen because, as noted above, the pri- 
mary legislative criterion for. selecting a Small city for a UDAG 
award is the degree of its economic distress. Our findings 
apply to 553 of the most distressed small cities that had never 
applied for UDAG funds and 33 additional such cities that have 
applied unsuccessfully. (See app. I for details.) We also 
gathered and analyzed information on application and funding 
patterns according to various small city population sizes. In 
addition, we met with principal UDAG officials, including the 
UDAG office's seven Senior Development Directors, to discuss 
their perceptions about small city participation and what can be 
done to increase it. 

To obtain information on the repayment of UDAG funds loaned 
to developers by recipient cities, we reviewed 42 Michigan and 
29 New York projects. (See app. I for details.) For each proj- 
ect, we (1) reviewed the application, grant agreement, and any 
amendments to it to determine the type and amount of repayment 
provided for, (2) discussed UDAG repayments issues with HUD and 
the grantee (city) officials, and (3) reviewed the grantee's use 
or planned use of UDAG repayments. We reviewed applicable 
legislation and HUD regulations, policies, and procedures to 
determine whether they were clear and consistent regarding UDAG 
repayments. Also, we calculated the present value of UDAG 
dollars to be repaid. 
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CHAPTER 2 

MORE ACCURATE INFORMATION NEEDED ON 

THE RESULTS OF COMPLETED UDAG PROJECTS 

The overall purpose of the UDAG program is to stimulate 
economic development in severely distressed cities.1 In decid- 
ing which of the competing UDAG applications to fund, HUD'S pri- 
mary criterion for selection (except for grants to communities 
containing pockets of poverty) is the comparative economic dis- 
tress among the applicant communities. HUD also considers the 
extent to which a proposed project would be supported by private 
and other public sector investment. Other major factors in proj- 
ect selection are the number of new permanent jobs to be created, 
particularly for persons of low- and moderate-income, and the 
amount of local government tax revenues to be generated. The 
degree to which these investment, job, and tax expectations are 
actually realized is the principal measure by which to judge the 
UDAG program's success. 

Although there are difficulties in determining UDAG project 
results, we used a case study approach to review 12 completed 
UDAG projects in order to measure the actual amount of investment 
in these projects, along with the number of jobs created and the 
amount of taxes generated. We found that the 12 reviewed proj- 
ects exceeded investment expectations, 
expectationsa, 

came close to meeting job 
but fell considerably short of realizing 

projected increases in local taxes. 

When we compared our audit results with the completed proj- 

& 
ct data in HUD'S information system, we found that HUD's system 
id not provide accurate information on either project expecta- 

tions or results for a variety of reasons. Although this infor- 
mation problem is mitigated by the fact that few UDAG projects 
have reached completion, corrective action is needed now to 
ensure that reliable information will be available for the well 
over a thousand approved UDAG projects not yet complete. This 
information will be needed to determine the program's actual 
results and to determine compliance with the legislative intent, 
purpose, and goals of the program. 

jThroughout this report, the term "cities" includes urban 
counties, Indian tribes, Guam, and the Virgin Islands. 

2In reviewing job expectations, GAO's focus was on the number of 
jobs created by the project, and not on the resulting employment 

~ gain or loss for the area. 
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DIFFICULTIES IN ASSESSING 
THE UDAG PROGRAM'S ACTUAL IMPACT 

In the past, HUD has made attempts to predict the impact of 
the UDAG program on the basis of preliminary data from projects 
that had not yet been completed. Also, HUD's information system 
has been used to report the results of completed projects, but 
there has been no HUD evaluation of the accuracy of this 
information. 

Certain inherent evaluation problems make a UDAG assessment 
difficult. For example, one of the program's main aims is to 
create new permanent jobs, but it can be very difficult to deter- 
mine whether jobs created by UDAG projects actually represent a 
net increase in employment or whether employment is to some 
extent simply being shifted from one business or area to 
another. Similar difficulties arise in trying to assess the 
extent to which a project has genuinely brought about private 
investment that would not otherwise have been made in the dis- 
tressed community. The Congress recognized this issue in 
December 1979 and passed a legislative amendment requiring the 
Secretary of HUD to condition grant awards on the Secretary's 
determination that there was a strong probability that the non- 
federal investment would not be made without UDAG funds and that 
the UDAG funds were not merely substituting for other available 
funds. 

The most immediate problem, though, in assessing the UDAG 
program's impact stems from the fact that only a few projects 
have been certified by HUD as being complete. When we made our 
sample selection on September 9, 1982, 66 out of approximately 
1,400 approved projects had been so certified. Since most of the 
completed projects were approved during the early years of the 
program in 1978 and 1979, they do not constitute a representative 
sample of all the approved projects. Consequently, an audit of 
all or some of these 66 projects would not represent a valid 
assessment of how well the UDAG program as a whole was actually 
meeting its expectations. In addition, a review of 1978 and 1979 
projects would not be of value in assessing the effectiveness of 
the legislative amendment noted above. 

Mindful of these limitations, our intent was not to measure 
program impact, but rather to review a sample of completed proj- 
ects to ascertain whether initial project expectations were 
realized. We also wanted to determine how adequately HUD tracks 
project results in order to identify any problems in this area 
before hundreds of additional UDAG projects are completed. 

TWELVE SURVEYED PROJECTS GENERALLY 
MET THEIR EXPECTATIONS FOR INVESTMENT 
AND JOBS, BU;‘ NOT FOR LOCAL TAXES 

We selected 12 completed UDAG projects from Illinois, Ohio, 
and New York as case studies. The projects fell into three 
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categories. Seven involved the creation or expansion of an 
industrial site. Four were commercial projects, three of which 
were for hotel or hotel-related construction. The 12th was a 
neighborhood development project designed to provide rental 
housing units. 

Our determination of project results was primarily based on 
grantee financial and independent audit reports and, where pos- 
sible, developer payroll registers and local tax assessors' 
records. We found that: 

--The private and other public investment exceeded expecta- 
tions for all 12 projects. 

--Nine of 11 projects exceeded or substantially met the num- 
ber of new permanent jobs and low- and moderate-income 
jobs anticipated3. The two remaining projects fell short 
of expectations. The 12th project realized only temporary 
construction jobs since it was a housing project that 
provided no permanent jobs. 

--Taxes realized fell short of what was estimated. Only 5 
of the 12 projects met or exceeded local tax revenue 
expectations. 

It should be reemphasized that these findings, which are pre- 
sented in more detail in the following sections, apply only to 
the 12 projects we reviewed. 

Investment expectations exceeded 
b$ the 12 surveyed projects 

The UDAG program relies extensively on private sector fund- 
ing. For any given project, HUD currently requires a minimum of 
$2.50 of private money for each dollar of UDAG funding proposed. 
Additional funds to support a UDAG project can come from local 
and state governments and certain other federal programs. 

C)ur review of 12 completed UDAG projects indicated that the 
grant agreements for these projects provided for a total expected 
investment of $66.8 million. This figure was surpassed by 29 
percent, as $86.1 million was realized. Ninety-five percent of 
this investment increase is made up of private investments. The 
remaining increase is made up of other federal, state, and local 
investments, as the following table shows. 

3Consistent with HUD's definition, a new permanent job is one 
created as a result of the project. One job is considered to 
represent one person working a standard work week, generally 40 
b ours. A low/moderate income job is defined as one in which the 
iindividual earns less than 80 percent of the median income of 
the area. 



Table 1 

Comparison of Expected and Actual 
Investments for 12 UDAG Projects 

Investment 
source 

Expected Realized 
at grant at project 
agreementa completionb Difference 

UDAG $ 9,724,255 $ 9,724,024 $ (231) 
Private 56,354,365 74,641,228 18,286,863 
Other federal 631,880 757,769 125,889 
State 0 813,500 813,500 
Local 129,000 207,491 78,491 

Total $66,839,500 $86,144,012 $191304,512 

aGrant agreement amendments were recognized. 

bInvestment determinations were primarily based on grantee 
financial and independent audit reports. 

Naturally, inflation was a factor in contributing to 
increases in project investments. But since the documentation 
for these early-year projects did not indicate whether or to what 
extent inflation was considered, an accurate assessment of the 
inflationary effects is not possible. Reasons city officials and 
developers cited for increased investments included the 
following: 

--Six projects increased in scope. 

--Two projects had design problems resulting in more costly 
modifications. 

--One project underestimated material cost. 

Of the remaining three projects, two received additional state 
and local funds that were not provided for in the grant agree- 
ment. The 12th project exceeded investment expectations by lesj 
than $4,000. 

Employment expectations largely met 
by the 12 surveyed projects 

In selecting projects to receive UDAG funds, HUD considers 
the expected impact of the proposed project on the employment 
base of the city. Specifically, HUD presently considers whether 
a project compared with other projects being reviewed includes 

--a greater number of new permanent jobs, 



--a greater percentage of new permanent jobs accessible to 
lower income persons and minorities, and 

--a greater percentage of jobs for persons eligible under 
the Comprehensive Employment and Training Act.4 

HUD also considers construction jobs and the retention of exist- 
ing jobs but gives them less weight in project selection than the 
creation of new permanent jobs. 

In the program's early years (1978 and 1979), HUD only 
requested cities to provide information on the following types of 
permanent new jobs: (1) the total number of permanent jobs to be 
created and (2) the number of these that were low- and moderate- 
income jobs. Since the completed projects we reviewed were all 
approved in 1978 and 1979, our review could only address these 
early employment factors, which did not specifically note jobs 
for minorities or persons eligible under the Comprehensive 
Employment Training Act. 

Of the 12 completed UDAG projects we reviewed, 1 was a 
housing project which provided no permanent jobs. Nine of the 
remaining 11 projects generally met or came close to their 
employment expectations. Specifics regarding expected and actual 
new permanent jobs and low- and moderate-income jobs at project 
completion are shown in the following table. 

4Eligible.persons are defined by HUD as those who are structur- 
ally unemployed, underemployed, or from low- and moderate-income 
households. 



Table 2 

Comparison of Expected and Actual New Permanent 

and Low- and Moderate-Income Jobs for 11 UDAG Projects 

Project 

description 

New permanent jobs Low/moderate Income Jobs 

Expected Realized Expected Realized 
at grant at proJect Percent at grant at proJect Percent 
agreementa completlonb realized agreementa completlonb realized 

Ballbearlng plant 

Tool plant 

Shopplng center 

expanslon 

Motel complex 

Hotel (400 units) 

Biscuit plant 

Hotel (162 units) 

Roofing plant 

Factory building 

Generator plant 

Auto component 

plantf 

62 93 150 

22 31 141 

8C 11 138 

26c 33 127 

302 319 106 

40 42 105 
145d 150 103 

163 167 102 

170 146 86 

80 00 0 

200 134 

Total 1,218 1,126 
111.11 11111. 

aGr-ant agreement amendments were recognized. 

67 

92 

56 55 98 
0 31 m- 

8C 10 125 

26c 24 92 

290 312 108 

30 33 110 

llld 100 90 

118 128 108 

152 140 92 

76 0" 0 

83 27 33 - 

950 860 91 
l.lP 1111 

bPart-tlme Jobs were translated Into full-time equivalent Jobs. Job determinations were 

based on grantee-provlded Information and traced by us to developer's payroll records 

where possible. 

cRepresents full-time equivalent Jobs we computed, as origlnal grantee information 

received by HUD noted some employment would be part-time. 

dSlnce the grant agreement did not itemize expected Jobs , employment information specified 

In the appllcatlon was used Instead. 

eln September 1980, thls plant closed and all personnel (36) were terminated. HUD classi- 

fled the project as complete In August 1981, as the employment goal could no longer be 

expected to be met. 

fWost Jobs were not expected to be realized until several years after HUD had classlfled 

the proJect as complete. The employment figures presented represent those expected and 

realized at the tlme of our audit work, which was 2 years after project completion. 

. 
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Nine projects exceeded or substantially met expectations for 
a variety of reasons. Among the reasons mentioned by developers 
and city officials were the following: 

--The developer was conservative in estimating the 
employment impact. 

--An increase in the scope of the project resulted in more 
jobs than expected. 

--A greater-than-expected volume of business increased 
employment. 

For the last two projects that did not meet job expecta- 
tions, one terminated operations before HUD classified the proj- 
ect as complete. The second project was planned to create 300 
jobs, within 4 years after HUD classified the project as com- 
plete. At the time of our audit work, 200 of these jobs were 
expected and 134 were realized. The developer attributed the 
shortfall in part to economic conditions. 

As previously mentioned, of the 12 projects we reviewed 1 
was a housing project that created no new permanent jobs. The 
number of temporary construction jobs that were realized fell 
short of expectations apparently because fewer housing units were 

,built than originally planned. This shortfall was due to the 
fact that the site proved unsuitable for the original number of 
planned housing units and could only accommodate a reduced 

i number. 

Taxes fell short of expectations 
‘Tar the 12 surveyed projects 

A UDAG project is expected to increase a city's tax base. 
HUD's review of a proposed project includes consideration of the 
annual local increase in real estate taxes, other taxes, and pay- 
ments in lieu of taxes as a result of the proposed project. In 
selecting projects for funding, HUD considers whether a project 
will generate a greater amount of net new annual tax revenues in 
relation to the UDAG funds requested than other projects. 

The 12 projects we reviewed realized overall increases in 
local tax revenues of $283,553. However, this figure falls con- 

siderably short of the anticipated $817,212 increase. Table 3 
~ shows this information in more detail. 
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Table 3 

Comparison of Expected and Actual Increases in 
Local Tax Revenues for 12 UDAG Projects 

Project Expected at Realized at 
description grant agreementa project completionb 

lpool plant $ 250 $ 1,200 
Hotel (162 units) 36,000 66,500 
Roofing plant 59,590 76,533 
Ballbearing 

plant 16,000 18,000 
Generator plant 18,750 18,750C 

Total-- 
expectations 
met 130,590 180,983 

Factory building 79,000 53,325 
Shopping center 

expansion 16,140 5,498 
Motel complex 50,000 11,759 
Housing project 30,240 7,148 
Auto component 

plant 72,100 8,006 
Biscuit plant 179,142 16,834 
Hotel (400 units) 260,000 0 

Percent 
realized 

480 
185 
128 

113 
100 

68 

34 
24 
24 

11 
9 
0 

Total-- 
expectations 
not met 686,622 

Total $817,212 
1 

102,570 

$283,553 

15 - 

35 

aBased on grant agreements and any amendments to them. In cases 
where these documents contained no estimates of tax revenues to 
be generated, we used tax information specified in the UDAG 
application. 

bBased on grantee provided documentation and our verification of 
documentation obtained at the grantee's tax assessor*s office, 
where possible. 

=Project operations had been terminated as of September 1980. At 
closeout (July 1981), however, the commitment on property taxes 
was considered met by HUD. 
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As table 3 shows, five projects met or exceeded expecta- 
tions. Developers and city officials accounted for this in part 
with the following reasons: 

--Tax estimates were based on expected investment. Invest- 
ment increased, consequently, tax revenue generated 
increased. 

--Additional payments in lieu of taxes that were not pro- 
vided for in the grant agreement were received by the 
city. 

--A greater-than-expected assessment resulted in an increase 
in tax revenues generated. 

Of the seven projects that did not realize expected taxes, 
the 400-unit hotel project accounted for almost half of the 
shortfall. This project's grant agreement called for a payment 
in lieu of taxes of $260,000 based on the annual net cash flow 
generated by the project. According to a HUD area office repre- 
sentative, no such cash flow has been realized. For the remain- 
ing projects, the shortfall in tax revenue generated is due to a 
variety of reasons; some mentioned by developers and city offi- 
cials were (1) tax projections were overestimated due to an 
erroneous assumption that the tax rate would increase, (2) a 
piroject received a S-year tax abatement, and (3) original tax 
e~stimates appeared inaccurate because of changes in the method of 
t~ax computation. 

HUD recognized there was a problem in obtaining reliable 
estimates of local tax increases expected. As a result, a 
revised 1983 UDAG application requires, among other things, more 
specific information for estimating expected local tax 
increases. (See p. 33 for a further discussion of the revised 
application.) 

HUD'S INFORMATION SYSTEM DOES 
NOT GENERALLY HAVE COMPLETE 
PROJECT DATA 

For the 12 completed projects we reviewed, our findings 
showed significant differences from HUD's information system both 
for the primary goals expected and what was actually realized. 
The following examples illustrate some of these differences. 

--HUD's information system indicates that a total investment 
of $73.2 million was expected, but we found a total 
expected investment of $66.8 million. Nine of the 12 
projects accounted for this difference. 

--HUD's information system indicates that 621 low- and 
moderate-income jobs were expected and 464 were realized. 
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Our review showed differences for 10 of the 12 projects, 
as we found 950 such jobs expected at the time of our 
audit work, of which 860 were realized. In other words, 
our findings show almost twice the number of low- and 
moderate-income jobs realized compared to HUD's informa- 
tion system. 

--HUD's information system indicates expected local tax 
revenue increases of $2.9 million, of which $167,000 (6 
percent) was realized. Our review showed differences for 
all 12 projects, as we found only $817,000 in expected 
taxes, of which $284,000 (35 percent) was realized. 

The following table further illustrates the differences for 
the three major UDAG goal categories. 

Table 4 

Comparison of GAO and HUD Information on Primary 
Results Expected and Realized for 12 Completed UDAG Projects 

HUD information system GAO review 
Primary Percent Percent 
results Expected Realized realized Expected Realized realized 

Investment 
---(thousands)--- ---(thousands)--- 

Private $58,914 $35.812 61 $56,354 $74,641 132 
State/local 2,069 778 38 129 1,021 791 
Other 

federal 2,459 396 16 632 758 120 
UDAG 9,724 9,721 100 9,724 9,724 100 -- - 

Total $73,166 $46,707 64 $66,839 $86,144 129 

Lmployment 

New/permanent 1,428 1,088 76 1,218 1,126 92 
Low/moderate 621 464 75 950 860 91 

Taxes 
---(thousands)--- ---(thousands)--- 

Local taxes $2,924 $167 6 $817 $284 35 

A UDAG project receives approval based on the information 
presented in its application form, which includes goals expected 
on private investment, jobs, local taxes, and sometimes housing. 
These expectations can be refined and revised somewhat when the 
formal grant agreement is drawn up. The grant agreement estab- 
lishes the legally binding contract between HUD and the city that 
sets forth the terms and conditions, including expectations, for 
the approved project. 

14 
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A director in HUD's Office of Management accounted for the 
differences in GAO and HUD information on expectations by noting 
that HUD's information system did not use grant agreement infor- 
mation for the projects we reviewed. Rather, he said HUD's 
information was based on application approval data. The director 
stated it was not until 1982 that HUD's information system began 
recording employment and investment expectations provided for in 
the grant agreement. Further, he said a new tracking system is 
being developed for use in 1984, and this system should provide 
full (tax, housing, investment, and employment) expectation 
information according to the grant agreement. 

Our basis for project expectations was generally the grant 
agreement. We also considered any grant agreement amendments, 
since they can officially change expectations. For instance, the 
grant agreement for one project originally indicated $2.4 million 
in private investment was expected. However, when one of two 
developers withdrew from the project, the grant agreement was 
amended to decrease private funds expected to $1 million. In 
contrast, HUD's information system continued to show $2.4 million 
expected. 

Reasons for differences between HUD's information system and 
our findings on goals realized could not always be determined, 
and when they could they proved to be of a wide variety. First, 
the differences are accounted for in Large part because HUD's 
information system does not use all available grantee reports. 
Grantees report the results of projects in quarterly progress 

1 
eports and in closeout and financial status reports, but only 
he progress report information is used in HUD's information 

bystem because this was assumed to accurately reflect project 
results. The other two documents are submitted when the con- 

E 
truction or rehabilitation activities are complete and all UDAG 
osts (with possible minor exceptions) have been incurred. The 

financial status report contains UDAG, private, and other public 
expenditure information. The closeout status report contains 
information on the number of jobs yet to be created, whether 
all property has been assessed for tax purposes, and other 
related information. If these two documents were used in HUD's 
anformation system, the information on some projects' results 
would be more accurate. For instance, on one project HUD's 
iinformation system showed no private investment, yet the grantee 
provided a financial status report showing a private investment 
of $29 million. This figure is also reported by us, as well as 
by the final audit report. Before we brought this and other 
bimilar examples to HUD's attention, HUD officials were unaware 
that other available project documents contained more accurate 
information. 

Second, HUD'S information system does not always reflect the 
latest grantee quarterly progress report. For instance, we found 
#that one project realized a private investment of $21.1 million. 
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HUD'S information showed a private investment of $12.3 million, 
or almost $9 million less. This HUD information as of May 1983 
was based on a quarterly progress report of March 31, 1982. The 
next progress report (June 30, 1982) showed private investment of 
$21.1 million. 

Th ird , HUD's information system does not always show moni- 
toring information that HUD field offices obtained through site 
visits. For instance, no low- and moderate-income jobs were 
reported as realized on one project by HUD's information system. 
However, a HUD field office monitoring report indicated that 118 
such jobs were realized. Based on employment information 
provided by the developer, we determined 128 jobs were realized. 

Fourth, HUD's information system does not always fully 
report project results up to the time HUD considers the project 
complete. For example, HUD documents for one project did not 
show any increase in local tax revenue, but an increase of about 
$17,000 had been paid according to the county tax assessor's 
information. Likewise, on one project HUD reported a local tax 
increase of $45,000, which was reported in a grantee's progress 
report. However, we found local taxes increased $66,500 by the 
time HUD considered the project complete. 

Finally, HUD'S information system does not fully reflect the 
number of full-time equivalent jobs represented by part-time 
jobs. For example, HUD'S information showed that 36 new perma- 
nent jobs were expected for one project reviewed. Howgver, of 
these 36 jobs, 16 were full-time jobs and 20 were part-time 
jobs. We converted part-time jobs to full-time equivalent jobs 
resulting in 26 full-time jobs instead of the 36 jobs HUD 
reported. Beginning with projects approved in fiscal year 1983, 
however, this conversion to full-time equivalent jobs was 
routinely being done. 

HUD NEEDS TO TAKE ADDITIONAL 
ACTION TO ENSURE UDAG 
INFORMATION IS COMPLETE 

We believe that minor revisions to HUD's UDAG closeout pro- 
cedures could help to ensure that its information system more 
completely portrays UDAG expectations and results. Currently 
the procedures assign responsibility to HUD area offices to 

--review the grantee's financial status report and compare 
it for accuracy and consistency with the approved UDAG 
budget, HUD monitoring reports, and other financial 
documents and 

--review the grantee's closeout status report containing 
employment, tax, and related lnrormation for accuracy and 
consistency with HUD monitoring reports, grantee quarterly 



progress reports, the approved grant agreement with any 
amendments, and other appropriate documents. 

The procedures also require that grantees submit annual reports 
at the end of the fiscal year on the status of the project until 
it is complete. A project is considered complete when HUD deter- 
mines all performance requirements such as jobs and taxes are 
considered met or a best faith effort has been made and a final 
audit has been performed. 

As previously mentioned, HUD's UDAG information system at 
present either does not have information or has only partial 
information on project expectations according to the grant agree- 
ment or any amendments to it. If grantee reporting forms, such 
as the closeout status report, were used by the information sys- 
tem, this information on project expectations would still not be 
complete. This is because the forms are not designed to provide 
a complete accounting of a project's expectations provided for in 
the grant agreement or amendment. For instance, such information 
for taxes or the type and number of jobs is either not on the 
forms or not noted as a line item. 

In addition to expectation information, we believe the 
closeout status report and annual report need to be revised to 
provide a full accounting of project results. For instance, both 
reports currently ask for information on the number of (1) new 
permanent jobs, (2) low/moderate income jobs, and (3) minority 
Dabs generated to date or yet to be generated. The reporting 
forms also ask for an explanation if there is a delay in generat- 
$ng jobs. These forms, however, do not request any information 

H 

n the number of (1) existing jobs retained, (2) jobs for persons 
ligible under the Comprehensive Employment and Training Act, and 

(3) temporary construction jobs. Also, there is no provision for 
xplaining why a project may have surpassed or will not realize 
xpectations. Similarly, both forms ask for the number of hous- 

'ing units completed to date. But there is no provision for 
explaining any deviations from what was expected. 

CONCLUSIONS + 
In reviewing 12 completed UDAG projects, we found that for 

these projects private investment exceeded expectations, jobs 
icame close to expectations, but considerably less taxes than 
expected were realized. HUD's UDAG information system, however, 
does not provide accurate or complete information on the UDAG 
;results expected or realized from these completed projects. 
Accurate and complete information is needed to assess the UDAG 
program's actual results and determine compliance with the legis- 
lative intent, purpose, and goals of the program. At present, 
this information problem is mitigated because very few UDAG proj- 
ects have been considered complete by HUD. However, the pro'; 1 ,-m 
will become increasingly serious over time as the well over a 
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thousand UDAG projects approved through the program's start and 
fiscal year 1982 reach completion. 

We support HUD's plan to base all expectation information 
about future projects on grant agreement information. In 
addition, we believe that this information should be used for 
projects already approved. UDAG reporting forms, such as the 
closeout status reports, could be revised to fully show grant 
agreement expectation information. This information could be 
readily inserted on the forms when HUD field officials compare 
the results with a project's grant agreement expectations. 

We believe there are several ways HUD'S information system 
can improve the accuracy of its data on project expectations and 
results. HUD could 

--use in its information system the financial status report 
provided by the grantee and reviewed by HUD field offices 
for accuracy and consistency with other project financial 
documents: 

--use in its information system the closeout status report 
provided by the grantee and reviewed by HUD field offices 
for accuracy and consistency with HUD monitoring reports, 
grantee quarterly progress reports, and other documents; 

--revise grantee reporting forms to ensure that all expecta- 
tions are accounted for with deviations from expectations 
explained; and 

--require grantees to submit information on project results 
immediately before HUD classifies a project as complete. 

RECOMMENDATIONS TO THE SECRETARY, HUD 

We recommend that the Secretary direct HUD's UDAG infor- 
mation system to (1) record each UDAG project's expectations 
according to the grant agreement or its amendment and (2) use 
additional, available information provided by grantees on project 
results up to the time HUD considers a project complete. 

AGENCY COMMENTS AND OUR EVALUATION 

In commenting on a draft of this report, HUD noted that 
several steps have already been taken to record in the UDAG 
information system a project's goals according to the grant 
agreement or its amendment. However, for projects approved 
before this procedure began in 1982, HUD stated that it would not 
be cost-effective to go back into the data base to obtain such 
information. 
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Our final report recognizes that, according to a director in 
HUD's Office of Management, the UDAG information system enters 
grant agreement information on jobs and investments for projects 
approved since 1982. In addition, we are recognizing that a new 
tracking system is scheduled to be set up in 1984 to obtain full 
expectation information according to the grant agreement for 
future projects. Regarding previously approved projects, we 
agree with HUD that it could be a costly undertaking if all proj- 
ect files had to be reviewed solely to obtain each project's 
expected goals according to the grant agreement or its amend- 
ment. However, as stated in the draft report, HUD procedures 
now provide that after construction is complete on a project, HUD 
field offices should review a project's grant agreement and any 
amendments for comparison with other project documents. Con- 
sequently, we believe the needed information could be obtained 
through an existing process. 

In commenting on the use of additional available informa- 
tion on project results, HUD stated it is now in the process of 
expanding the information system to support the program's comple- 
tion activities. HUD said this new system will reinforce and 
integrate existing tools to collect final project data, such as a 
grantee's final quarterly progress report. 

We believe the expansion of the information system is a 
positive initiative, which will be responsive to the second part 
of our recommendation when it is completed. 



CHAPTER 3 

MANY SMALL CITIES MAY NEED HELP 

TO SECURE A UDAG AWARD 

Legislation provides that no less than 25 percent of each 
year's UDAG appropriation be used for awards to small cities 
(generally defined as those with populations under 50,000). From 
the program's beginning in 1978 through the end of fiscal year 
1982, small city awards consistently fell short of this 25 per- 
cent mark. As a result, at the end of fiscal year 1982, $142 
million of $216 million in funds set aside for small cities was 
unobligated. This $216 million was about evenly split between 
funds appropriated for fiscal year 1982 and unobligated small 
city funds available from previous years. Despite the availabil- 
ity of funds, the overall percentage of potentially eligible 
small cities that have applied for a UDAG has been low. In 
October 1982, HUD's records indicated that slightly less than 8 
percent of the 10,161 potentially eligible small cities had ever 
applied for a UDAG, 
fundin9.l 

while just over 4 percent had received 

Fiscal year 1983 saw increasing activity in regard to small 
city UDAG awards. The awards totaled $170 million, which met the 
fiscal year 1983 set-aside and reduced the amount of funds car- 
ried over from previous years to $75 million. Nevertheless, the 
Congress remained concerned about the ability of small cities to 
participate in the UDAG program. As a result, the Housing and 
Urban-Rural Recovery Act of 1983, signed into law on November 30, 
1983, authorizes up to $2.5 million of yearly UDAG funds to help 
increase small city participation in the program during fiscal 
years 1984, 1985, and 1986. 

To determine the reasons for the historically low small city 
participation, we analyzed UDAG application and funding data, 
interviewed HUD officials, and surveyed a statistical sample of 
the most severely distressed small cities that were potentially 
eligible for a UDAG, but had never applied or had applied without 
success. We found that 

--participation in the UDAG program is strongly associated 
with city size, with a relatively low percentage of eli- 
gible cities with populations under 10,000 applying for or 
receiving funding; 

lCities are potentially eligible for UDAG funding on the basis of 
meeting HUD's minimum standards for physical and economic dis- 
tress. Potentially eligible cities must also demonstrate 
results in achieving certain equal opportunity goals. 



--many surveyed cities were not familiar with the UDAG 
program; and 

--surveyed cities that knew about the program frequently had 
serious difficulties in planning and carrying out UDAG 
projects and in finding interested developers and appro- 
priate private sector financing. 

HUD has taken initiatives involving technical assistance 
efforts and increased field office responsibilities for UDAG 
which may generally help to raise small city participation in the 
program. We are recommending ways to supplement 
these initiatives to help meet the congressional 
increased small city participation. 

and-improve 
objective of 

UDAG PARTICIPATION 
DECREASES WITH CITY SIZE 

At the time of our audit, HUD was aware of the overall per- 
centages of eligible small cities that had applied for a UDAG 
(about 8 percent) as well as the number funded (about 4 per- 
cent). HUD had not, however, broken down these overall figures 
into narrower pbpulation strata. This is perhaps because the 
UDAG requirements simply stipulate that at least 25 percent of 
each year's UDAG appropriation must be set aside for small 
cities. The regulations make no further requirements regarding 
the distribution of UDAG funds among various population sizes of 
small cities. 

We decided to make detailed statistical breakdowns of small 
city participation in order to determine the extent to which 
selected population ranges varied from HUD's overall percent- 
ages. To do this, we compiled UDAG application and funding data 
Erom a September 1982 HUD listing of 10,161 small cities poten- 
tially eligible for UDAG awards. By stratifying this data into 
population ranges, we found that the rate of small city partici- 
pation was strongly associated with city size. Tables 5 and 6, 
on the next pages, show overall participation data for various 
sizes of cities. 

Table 5 shows that small cities with populations over 10,000 
were applying for and receiving UDAG funds to a much higher 
degree than the overall averages. Altogether, about half (266) 
of the 536 eligible small cities with populations over 10,000 
;;;;i;;plied for a UDAG and about a third (173) have received 

These higher percentages must be balanced, however, 
against’an awareness that cities with populations over 10,000 
represent about 5 percent of the small cities potentially 
eligible for a UDAG. 

The small cities under 10,000, which include the other 95 
percent of the potentiweligible small cities, present a case 
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in contrast. As table 5 shows, more of these cities have applied 
for (517) and received (249) a UDAG than the small cities over 
10,000. However, these applicant and recipient cities represent 
only a small percentage of the 9,625 cities in this under 10,000 
range. Because the vast majority of the eligible small cities 
have populations under 10,000, HUD's overall UDAG participation 
percentages mainly reflect the activity of this large group of 
cities. 

Pooulation 

40,000-49,999 

30,000-39,999 

20,000-29,999 

10,000-19,999 

under 10,000 

Overall 

Table 5 

Small Cities' UDAG Application/Funding 
Statisticsd 

Number of 
eligible Applicant cities Funded cities 

cities Number Percent Number Percent 

19 13 68.4 13 68.4 

56 36 64.3 20 35.7 

98 53 54.1 37 37.8 

363 164 45.2 103 28.4 

9,625 517 5.4 249 2.6 

10,161 783 7.7 422, 4.2 

aCovers the period from initial UDAG applications and awards in 
1978 until October 1982 and applies to small cities listed in 
September 1982 by HUD's Office of Management as meeting minimum 
standards for physical and economic distress. Small cities 
meeting these distress standards are considered to be "poten- 
tially eligible" for UDAGs, though they must also demonstrate 
results in achieving certain equal opportunity goals. 

Further statistical breakdowns of the population range under 
10,000 showed that cities with populations under 2,500 have very 
low application and funding rates, as indicated by table 6. 
These cities make up 80 percent of all the potentially eligible 
small cities. 



Table 6 

UDAG Application/Funding Statistics for Cities with 
Pooulations Under 2.500a 

Number of 
eligible 

Population cities 

2,000-2,499 405 

1,500-1,999 588 

l,OOO-1,499 966 

500-999 2,051 

under 500 4,067 

Overall 8,077 

Applicant cities 
Number Percent 

40 9.9 

39 6.6 

42 4.3 

34 1.7 

24 0.6 

179 2.2 

Funded cities 
Number Percent 

16 4.0 

16 2.7 

13 1.3 

15 0.7 

7 0.2 - 

67 0.8 
Z 

"Covers the period from initial UDAG applications and awards in 
1978 until October 1982 and applies to small cities listed in 
September 1982 by HUD's Office of Management as meeting minimum 
standards for physical and economic distress. Small cities 
meeting these distress standards are considered to be "poten- 
tially eligible" for UDAGs, though they must also demonstrate 
results in achieving certain equal opportunity goals. 

More than 50 percent of applicant cities with populations of 
2,500 and over received UDAG funding. Even applicant cities 
under 2,500 have a success rate approaching 40 percent. Table 7 
shows the success rate broken down by various population strata. 
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Table 7 

Small City Applicants' Success Ratea 

Population 

40,000-49,999 

Number of Number of Percent of 
applicant funded applicants 

cities cities funded 

13 13 100 

30,000-39,999 36 20 55.6 

20,000-29,999 53 37 69.8 

10,000-19,999 164 103 62.8 

2,500- 9,999 338 182 53.8 

under 2,500 179 67 37.4 

Overall 783 422 53.9 
- - 

aAs previously noted, this data covers the period from initial 
UDAG applications and awards in 1978 until October 1982 and 
applies to small cities listed in September 1982 by HUD'S Office 
of Management as meeting minimum standards for physical and 
economic distress. 

HUD's small city 
information is limited 

As noted earlier, HUD has overall statistics on small city 
participation, but not the detail.ed population breakdowns that we 
have presented above. HUD's data system already has all the 
information needed for these tables, but lacks the programming to 
generate them. We believe that these tables are useful in isola- 
ting and tracking small city participation trends. The tables 
would need to be updated after each quarterly funding round, as 
well as whenever the eligibility list is updated. Updated tables 
should, for instance, reflect the latest eligibility list, issued 
in March 1983, which reduced the number of potentially eligible 
cities from 10,161 to 8,622. Our tables were developed through 
the time-consuming process of manually comparing thousands of 
entries on four different computer printouts listing information 
on eligibility, funded projects, nonfunded applications, and 
applications being held for further consideration. 

HUD also lacks other information tools that would be useful 
in its efforts to increase small city participation in UDAG. 
Specifically, the data system lacks the programming needed to 
identify by name (1) small cities that have never applied for a 
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UDAG and (2) small cities that have applied for a UDAG without 
any success. Additionally, the data system lacks the programming 
to list potentially eligible small cities according to their 
degree of economic distress as measured by their impaction per- 
centile2 (rather than simply alphabetically by state). As a 
result, it currently would be difficult for HUD to focus atten- 
tion on cities of this sort, since the lists would have to be 
developed and updated manually. We encountered this problem our- 
selves when establishing a survey universe of highly distressed 
nonapplicants and unsuccessful applicants for our telephone 
interviews (discussed below). We again had to manually compare 
the thousands of entries in HUD'S eligibility and application 
history lists in order to select the appropriate cities. 

Similarly, in order to learn how the statistical data in 
tables 5 and 6 were distributed by state, we again had to inspect 
these lists and manually develop the state participation tables, 
which are presented in appendix IV. 

What factors contribute to 
low small city participation? 

To determine why such a large number of small cities are not 
participating in the program, we interviewed a random sample of 
nonapplicant cities that were potentially eligible for a UDAG, 
along with eligible cities that had applied without success. 
Since a small city's degree of distress is the primary legisla- 
tive criterion to be used in awarding UDAG funds (except for 
grants to nondistressed communities containing pockets of pov- 
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rty) I we limited our samples to cities that HUD determined were 
ost economically distressed.3 Our statistical sampling tech- 
iques and structured interview questionnaires enabled us to 
reject our findings to 553 of the 628 most severely distressed 
onapplicant small cities and all 33 of the most severely dis- 

tressed small cities that applied unsuccessfully. HUD divides 
small cities into three population ranges when calculating 
impaction scores. The results of our statistical sample of the 
most distressed small cities were distributed among these three 
ranges as follows: (1) population 25,000-49,999: 4 nonapplicant 
cities and 2 unsuccessful applicant cities; (2) population 
2,500-24,999: 123 nonapplicant cities and 28 unsuccessful appli- 
qant cities; and (3) population under 2,500: 426 nonapplicant 
Qities and 3 unsuccessful applicant cities. As can be seen, 
small cities with populations under 2,500 make up the majority 

2The impaction percentile measures relative economic distress 
based on the age of the city's housing stock, the degree of its 
poverty, and the lag in its population growth. The score ranges 
from less than 1 (the most distressed) to 100 (the least 
distressed). 

3These were cities with "impaction percentiles" of 25 or less. 
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(77 percent) of these 553 most distressed nonapplicant cities. 
In presenting our survey results, we give both aggregate response 
fiyures for all nonapplicant cities and figures for small cities 
with populations under 2,500. 

To obtain HUD's views on these problems, we interviewed 
principal UDAG officials, including the UDAG office's seven 
senior development directors who supervise the UDAG application 
review process. 

MOST NONAPPLICANT CITIES KNOW 
L>ITTLE AHOUT THE UDAG PROGRAM 

A city's knowledge of the UDAG program is crucial because it 
is a competitive program requiring initiative from the city it- 
self. WI! asked the nonapplicant cities in our sample to charac- 
terize their awareness of the program. Nearly 75 percent (403 
out of 553) said that they had little or no knowledge of the pro- 
gram while the rest (150) said that they had a great or moderate 
awareness. Table 8 stratifies the responses by the three popula- 
tion ranges that HUD uses when calculating impaction scores: 

Table 8 

Small Cities' Awareness of the UDAG Program 

Percent of most distressed small cities 
Great Moderate Little or 

Population range awareness awareness no awareness 

-------------(percent)----------------- 

25,000 to 49,999 50 50 0 

2,500 to 24,999 31 29 40 

under 2,500 4 13 83 

Once again, the problem area-- in this case a low awareness of the 
UDAG program-- is associated mainly with the smaller cities, par- 
ticularly those with populations under 2,500. 

Most of the UDAG senior development directors agreed that 
small cities' lack of familiarity with the UDAG program is a 
major problem. As some of these senior directors noted, many 
small cities have narrow communication networks and lack a 
full-time staff, which complicates information outreach efforts. 

At present, HUD has no central UDAG information outreach 
mechanism. One comprehensive outreach effort was undertaken late 
in 1982, when HUD headquarters provided the field offices with 
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one-page UDAG flyers (see app. V) to be sent to all potentially 
eligible small cities. Several UDAG senior directors stated, 
however, that a single contact with a potentially eligible small 
city probably would not be enough to get it thinking about using 
the UDAG program. They stressed the need for frequent, repeated 
contacts in order to effectively educate small cities about the 
program and to identify the ones that had become seriously 
interested in applying. 

Both HUD and non-HUD information sources proved to be 
important for the 150 cities in our sample that had a great or 
moderate awareness of the UDAG program. Somewhat less than a 
quarter of them obtained program information solely from various 
HUD sources such as UDAG pamphlets, regulations, application 
forms, or discussions with HUD officials. Another quarter 
learned about the program solely from non-HUD sources such as 
state and local officials, news articles, consulting firms, and 
developers. More than half of the cities, though, learned about 
the program through both HUD and non-HUD sources. 

NONAPPLICANTS WHO KNOW ABOUT THE PROGRAM 
FACE PLANNING AND FINANCING PROBLEMS 

More than half of the 150 cities that were familiar with the 
program talked to HUD about the possibility of applying for a 
UDAG. Virtually all of them characterized HUD's explanation of 
the program as being very adequate or adequate. None of these 
cities, however, submitted a UDAG application. They cited a 
variety of problems that hindered them from submitting one--some 

3 

nvolving the cities' own planning capacity and others involving 
ifficulties in locating an interested developer or securing 
dequate private sector financing. 

UDAG application process exceeds capabilities 
df some small city governments 

A good deal of planning is needed to structure a UDAG appli- 
aation. An eligible city--large or small --must present HUD with 
a specific project that is well developed. The city must 
describe the project's nature, scope, and benefits. The city 
must also demonstrate that the project would not be economically 
feasible without UDAG funding by providing detailed construction 
estimates and cash flow projections and analyses. In addition, 
the city must provide evidence of financial capacity and firm 
commitment from the developer, the lending institution, and other 
involved parties. 

We asked the 150 severely distressed nonapplicant cities 
that knew about the program whether their staff resources were 
adequate to put together a UDAG project. We also asked if they 
had funds available to hire outside help to assist their staff in 
planning a UDAG project. Table 9 shows the percentage of these 
cities that noted great or very great problems in these areas. 
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Table 9 

Nonapplicants: Problems With City Staff Capacity 

Problem 

Cities with 
All POPS. under 

small cities 2,500 

---------(percent)--------- 

Lack of staff to plan and carry 
out a UDAG project 32 33 

Lack of city technical expertise to 
put together a UDAG project 19 33 

Lack of city funds to pay for 
outside help to plan a UDAG project 57 78 

Most cities mentioning a lack of technical expertise also said 
that they were short on staff. And nearly all of the cities 
mentioning*a shortage of staff also stated that they lacked city 
funds to hire outside assistance for a UDAG project. Based on 
their responses, then we believe that about one-third of these 
150 cities are severly hindered from applying for a UDAG by a 
lack of capacity for project planning and development. 

The UDAG Senior Development Directors recognize that the 
lack of capacity to put together a UDAG project is a serious 
problem for many small cities. Most of the senior directors said 
that small cities may need an intermediary to help them package 
an application. They suggested a variety of useful roles that an 
intermediary could play, including information outreach to cities 
and developers, identifying small cities that have potential 
projects and bringing them into contact with HUD, and actually 
helping the cities with potential projects to develop an applica- 
tion. Favored candidates for the role of an intermediary were 
State .agencies and, to a lesser degree, regional planning dis- 
tricts and counties. The recent legislation would provide 
technical assistance grants to state agencies and municipal 
associations (among others) to help small cities participate in 
the program (see p. 35). 

Difficulties in locatins 
orivate sector oarticioants 

Along with the issue of whether small cities have the capac- 
ity to put together the elements of a UDAG project is the crucial 
question of whether these elements are even available to them. 
There can be no UDAG project, of course, without private sector 
participants-- usually developers and lending institutions--that 
are willing to work with the city on a project appropriate for 
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UDAG assistance. The 150 severely distressed nonapplicant cities 
in our sample that were familiar with the program noted signifi- 
cant problems in this area, although less in finding a developer 
than in finding adequate private sector financing. 

We asked these nonapplicant cities whether the lack of 
interested developers was a factor in their not applying for a 
UDAG, with these results: 

Table 10 

Nonapplicants: Problems With Insufficient 
Developer Interest 

Developers 
lack interest 

Cities with 
All POPS* under 

small cities 2,500 

--------(percent, rounded)-------- 

Probably 37 25 

Not sure 20 38 

Probably not 42 38 

In addition to indicating the overall extent of this problem, 
~these percentages address the issue of whether cities with 
;populations under 2,500 perceive themselves as having greater 
difficulties in finding developers than the larger communities. 
Our sample shows that the rate at which cities with populations 
under 2,500 cited developer interest as being a problem is actu- 
ally lower than the overall rate, though their degree of 
uncertainty on this issue is greater. 

Adequate private sector financing is the other critical 
element in a UDAG project. This process involves two closely 
related requirements. First, a project's financing must be 
structured so that the private sector investment exceeds the 
‘amount of UDAG funds requested. Currently, the UDAG regulations 
istipulate that a project must have at least $2.5 of private 
~investment for every $1 of UDAG funds (or, to use HUD's terminol- 
~09Y I a project must have a minimum "leveraging ratio" of 2.5 to 
!l ) . Historically, leveraging ratios for funded small city proj- 
ects are often higher than this, averaging about 6 to 1 between 
1979 and 1982, since a higher ratio makes a project more competi- 
tive and more likely to be funded. Second, a project application 
must include firm commitments by the private sector participants 
idemonstrating that they have the financial capacity to deliver 
'the resources necessary to carry out their part of the project. 
In agreeing to commit these resources, the private sector must 
specify the amounts, terms, conditions, uses, purposes, and 
timing of each part of its investment. 
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These private sector funding requirements were a common 
problem for the 150 nonapplicant cities in our sample. The 
following table shows the percentages of the cities citing them 
as being a significant factor in their decision not to apply for 
a UDAG: 

Table 11 

Nonapplicants: Problems With Private Sector Financing 

All 
Cities with 
POPS. under 

Problems small cities - -2,500 

(percent citing a "great" or 
"very great" problem) 

Obtaining the required 
amount of private sector 
funds 76 78 

Getting firm financial 
commitments of private 
sector funding 63 56 

As the table indicates, the perceptions of cities with popula- 
tions under 2,500 does not differ greatly from the overall rate 
for all small cities. 

The basic problems of finding interested developers, obtain- 
ing private sector funds, and getting firm financial commitments 
are interrelated in many instances. About two-thirds of the 
cities citing problems finding interested developers also said 
that they had probl,ems obtaining adequate private sector funds, 
and over three-quarters of the cities citing problems obtaining 
private sector funds also said that they had problems getting 
firm financial commitments. 

A few cities we interviewed stressed the need for HUD to 
publicize the UDAG program among private developers and inves- 
tors and to promote meetings on UDAG between HUD and the private 
sector. They believed that the average developer does not under- 
stand the application process, especially the requirements 
dealing with the firm financial commitment. 

The UDAG senior directors noted that the HUD field offices 
had at times sponsdred or participated in economic development 
workshops or seminars at which the UDAG program was promoted 
among state and city officials, along with various private sector 
parties, such as developers, bankers, members of retail merchants 
associations, and chambers of commerce. However, most senior 
directors were not able to offer many specifics on these efforts, 
. 
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such as the frequency of these individual efforts. According to 
one senior director, these meetings do not represent a consis- 
tent, organized HUD effort. 

UNSUCCESSFUL APPLICATIONS WERE USUALLY 
LINKED TO FINANCING PROBLEMS 

Between 1978 and October 1982, about 770 UDAG applications 
from small cities were not funded, usually because HUD officials 
determined that these cities did not adequately satisfy UDAG 
program requirements or because the cities themselves withdrew 
their applications. The UDAG funds requested in these small city 
applications amounted to over $800 million. 

According to HUD records in October 1982, 33 of the most 
distressed cities with impaction percentiles of 25 or less (as 
measured by the age of the city's housing stock, degree of 
poverty, and the lag in its population growth) had applied for 
UDAG funding without any success. Altogether, these 33 cities 
had submitted 43 applications: 25 cities applied once; 7 applied 
twice; and 1 applied 4 times. We interviewed representatives 
from all of these cities to determine what problems they had 
encountered in obtaining UDAG funds. 

We found that over 75 percent (32) of the 43 applications 
were unsuccessful because of various problems in obtaining the 
non-UDAG financing needed to complement the requested UDAG 
funds. The cities described their particular financing problems 
as follows: 

Table 12 

Unsuccessful Applicants: Problems With Financing 

Reasons cited by cities for Number of 
their applications' failure applications 

Failure to secure private 
sector financing 21 

Withdrawal by the developer due 
to financial difficulties 3 

Unwillingness of the developer to provide 
required written financial commitment 5 

Unwillingness of the developer to meet 
the leveraging ratio HUD requested 2 

Inability of the city to get a written 
financial commitment from a 
participating federal agency 1 - 

Total 32 
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The remaining 11 applications were unsuccessful for a variety of 
reasons which do not fall into any significant patterns. 

Some projects are .proceedinq 

Eight of the 43 projects which were turned down for a UDAG 
managed to get built anyway. One of these was able to proceed by 
reducing its scope and using state funds. Four other projects 
used funds from other HUD programs, such as community development 
block grant funds; however, two of these projects were reduced in 
scope. In the remaining three cases, the projects proceeded with 
developers' own funds-- although two were reduced in scope. 

Fifteen of these 43 unsuccessful applicant cities planned to 
reapply for a UDAG during 1983. The projects that these cities 
are considering are split between new projects and modified ver- 
sions of previously rejected ones. These cities, along with the 
nonapplicant cities we interviewed, indicated needs regarding any 
future UDAG applications, which are discussed in the next 
section. 

NEEDS CITED BY SMALL CITIES 
TO IMPROVE PARTICIPATION IN UDAG 

As our survey results indicate, many nonapplicants and 
unsuccessful applicants had difficulty in locating the basic ele- 
ments of a fundable UDAG application-- especially private sector 
financing. To determine the types of assistance these cities 
might need to develop a successful application, we asked them to 
rate their needs for a more streamlined application process, 
additional program information, and technical assistance. We 
then asked the UDAG Senior Development Directors to comment on 
these three areas. 

As the table below indicates, both nonapplicants and unsuc- 
cessful applicants expressed a similar degree of need for program 
information and technical assistance, while the unsuccessful 
cities more frequently called for a streamlined application 
process. 
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Table 13 

Need 

Nonapplicants 
familiar with Unsuccessful 

program applicants 

----------(percent)---------- 

Streamlined application 
process 58 74 

More program information 29 30 

Technical assistance 37 42 

Streamlining the application process 

The UDAG application process prompted complaints from many 
of the 33 unsuccessful applicants. Eleven of them criticized the 
application form itself, characterizing it as being long, com- 
plex t duplicative, and needlessly detailed. Seven believed that 
the whole process took too long. A few of them stated that the 
complexity of the application created problems for the private 
sector and that the time involved in preparing the application 
and getting it reviewed could sometimes jeopardize a project. 

A revised UDAG application form was approved in early 1983. 
This application includes a glossary of terms that should help 
applicants to prepare the required information. In keeping with 
recent legislative changes, some UDAG application requirements 
'were simplified. For example , prior law required applications to 
include neighborhood and historic preservation impact analyses. 
Under the revised program, applicants must only certify that 
these analyses have been carried out. Also, the sections dealing 
with projected job and tax benefits have been revised in order to 
provide more specific and comparable information. Still, some of 
the information requested could present difficulties for small 
'cities with limited staff that do not have money to pay for out- 
side assistance. For instance, an applicant city must complete a 
three-page section (see app. VII) detailing the local tax revenue 
increases to be expected by the proposed project. 

UDAG senior development directors noted that both the past 
:and present practice has been to use the same application form 
~for all projects, even though the range of awards is very broad. 
As one HUD study noted, the smallest UDAG award was $35 thousand 
~(to a small city), while the largest award was $30 million (to a 
metropolitan city). The senior directors were divided on the 
question of whether a shorter applicaton could be developed to 
help streamline the application process for the small cities. 
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Information outreach 

A comprehensive UDAG information package that could be used 
effectively by small cities of various sizes and the private sec- 
tor is not available. Several senior directors noted that there 
was a gap between very brief UDAG information, such as the one- 
page flyer, and the detailed information found in the application 
materials. An extensive "user's guide" to the program has been 
in the draft stage for several years, but was still not in final 
form at the time of our audit. The current draft is a lengthy, 
procedures-oriented explanation of the program's regulations from 
the application stage to the final completion of a funded proj- 
ect. Another draft handbook, designed for use by small cities, 
may partially fill this information gap. It was scheduled to be 
ready in late 1983, but was not finalized at the end of the year. 

Technical assistance 

In general the UDAG senior directors did not *believe that 
HUD needed to develop a central technical assistance plan aimed 
at helping small cities participate in the program. Most of them 
maintained that UDAG technical assistance efforts need to be 
flexible so that they could be adapted to the particular problems 
of a locality. Most senior directors believed that the HUD area 
offices might be able to provide more assistance. 

We asked the senior directors about the advisability of tar- 
geting technical assistance to the most distressed small cities 
that have not applied for a UDAG or have applied without any suc- 
cess. Although some senior directors cautioned that the most 
distressed small cities would be harder to work with, nearly half 
believed that this approach might be feasible. Most of the 
senior directors did not have specifics on how small cities were 
currently selected for technical assistance by the HUD field 
staff or on how many had actually received such aid. Officials 
in the UDAG Director's office further noted that there were ro 
nationwide guidelines for selecting cities for UDAG technica; 
assistance. 

At the time of our audit, officials from the Office of UDAG 
cited four major ongoing technical assistance contracts aimed at 
increasing local economic development through UDAG and other 
federal programs. Only one of these provides direct technical 
assistance on UDAG to small cities selected by HUD. Two of the 
contracts emphasize broad economic development initiatives at the 
state government level. Among other things, the contracts are 
aimed at helping states to improve their own ability to promote 
and support local economic development. The UDAG program is 
presented as one of the resources that states can use in this 
regard. The other two contracts focus on assistance to particu- 
lar cities and projects. One deals exclusively with increasing 
minority business participation in UDAG in selected metropolitan 
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cities. The second provides UDAG technical assistance to 
selected metropolitan and small cities. The terms of this con- 
tract provide for a broad range of assistance activities, from 
helping cities develop projects to solving implementation 
problems encountered by cities receiving UDAG funds. Between 
April 1982 and July 1983, 47 small cities were helped under this 
contract. Most of this assistance was concentrated on working 
out problems with projects that had already been submitted for 
consideration or had been funded. In addition to these four 
ongoing contracts, HUD awarded a contract to McManis Associates 
in June 1983 to provide information workshops and direct techni- 
cal assistance to selected small cities. Since this new contract 
was in its initial stages at the time our review ended, we did 
not assess how well it would address the small city problems we 
identified. (See app. VI for details on these five contracts.) 

Another UDAG-related initiative is currently in its trial 
stages. In February 1983, HUD began a demonstration project 
aimed at developing the regional offices' ability to assist both 
the HUD area offices and the UDAG office in various aspects of 
the program. Five of HUD's 10 regional offices have been 
instructed to appoint a Senior Economic Development Specialist to 
act as "point person" for UDAG work in the region. Initially, 
this work will involve evaluating UDAG applications to identify 
and, with the area office's help, correct any observed deficien- 
cies. The specialists will also evaluate the skill level of the 
field staff and develop a training strategy to remedy weak- 
nesses. In later months, the specialists' responsibilities are 
supposed to be expanded to include coordinating UDAG public rela- 
tions, developing an information outreach plan, assisting in the 
development of a technical assistance strategy, maintaining an 
orderly information flow between the area offices and the UDAG 
office, and assuring that the area offices are properly managing, 
monitoring, and closing out UDAG projects. 

RECENT LEGISLATION PROVIDES FOR 
INCREASED UDAG TECHNICAL ASSISTANCE 

The Housing and Urban-Rural Recovery Act of 1983, signed 
into law on November 30, 1983, authorizes HUD to use up to 
$2.5 million of yearly UDAG funds to make technical assistance 
grants to States or their agencies, municipal technical advisory 
services operated by universities, or state associations of 
counties or municipalities to enable these entities to help small 
cities develop, apply for assistance, 
eligible for UDAG funding. 

and implement programs 
In addition, the act permits a con- 

sortia of nearby small cities (including county governments that 
are not urban counties) to apply for a UDAG on behalf of their 
members. 

CONCLUSIONS 

A high percentage of small cities potentially eligible to 
receive a UDAG have not applied for funding. These include 
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cities rated by HUD as being among the most severely distressed. 
We recognize that some of these communities may have inherent 
problems or a limited economic base that make them unappealing to 
developers and investors, even with UDAG funding. Nevertheless, 
we believe that HUD needs to make a concerted effort to meet the 
congressional objective to increase small city participation. 

Currently, HUD does not have a plan which guides its techni- 
cal assistance efforts to small cities. Officials in the UDAG 
office have stressed to us the need for flexibility in helping 
small cities to participate in the program, and we support their 
view. Nonetheless, we believe that this desired flexibility can 
be retained within a plan that would identify highly distressed, 
nonfunded small cities and establish goals and criteria for 
selecting them for technical assistance. We believe that such a 
plan is appropriate in view of (1) the large number of poten- 
tially eligible small cities, (2) the limits on HUD's staff 
resources, (3) the lack of criteria for selecting cities to 
receive technical assistance to help them participate in the 
Progr~ I and (4) the technical assistance funds made available 
for helping small cities in the recently enacted Housing and 
Urban-Rural Recovery Act of 1983. 

As our interviews with a sample of these highly distressed 
cities indicate, most of them have little or no knowledge of the 
UDAG program. To address this situation, a comprehensive package 
of information materials is needed to help promote the program 
among distressed small cities as well as the private sector. 
HUD, however, currently lacks such an information package. 

Both the UDAG officials and the small cities we interviewed 
recognize that another major participation problem stems from the 
limited capacity of many small city governments to plan a UDAG 
project and prepare an application. The application form remains 
complex despite recent revisions. We believe additional revi- 
sions, aimed at simplifying the application process for small 
cities, could help communities with limited staff resources apply 
for a UDAG. 

RECOMMENDATIONS TO THE SECRETARY. HUD 

We recommend that the Secretary of HUD take the following 
actions to help increase participation in the UDAG program of 
cities with populations below 50,000. 

--Develop a plan aimed at helping severely distressed small 
cities participate in the UDAG program by (1) identifying 
highly distressed , potentially eligible small cities that 
have not applied for, or received, funding; and (2) estab- 
lishing goals and criteria for selecting small cities to 
receive technical assistance to help them participate in 
the UDAG program. 
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--Develop comprehensive UDAG information materials to help 
educate small cities and the private sector about the 
program. 

--Develop and test a streamlined application form for use by 
small cities. 

AGENCY COMMENTS AND OUR EVALUATION 

In responding to our recommendations, HUD agreed on the need 
for additional UDAG information materials, but disagreed on the 
need to develop a plan for selecting small cities to receive 
technical assistance or a streamlined application form for small 
cities. 

In disagreeing with the need to develop such a plan, HUD 
mentioned its recent initiatives to further its information and 
technical assistance efforts for small cities (discussed in this 
chapter). HUD believes that the impact of these efforts has been 
significant. For example, the July 1983 funding round included 
the largest number of projects (84) ever announced for small 
cities and one of the greatest dollar amounts ($57.5 million). 
HUD also noted that for the first time in the history of the 
program, it announced funding of more than the 25 percent man- 
dated set-aside for small cities in the first three funding 
rounds of fiscal year 1983. During all of that year, a total of 
241 projects with $170.3 million was announced. HUD, therefore, 
does not believe that a plan, as such, is called for at this 
time. 

We recognize on page 20 that fiscal year 1983 saw increasing 
activity in regard to small city UDAG participation, but we also 
note that the amount of unused small city funds at the end of 
fiscal year 1983--$75 million--is still substantial. This amount 
represents almost 70 percent of the $110 million in new UDAG 
funds made available to small cities in fiscal year 1984. We 
continue to believe that a plan needs to be developed for guiding 
and coordinating the various small city efforts conducted by HUD 
headquarters, field offices, and technical assistance contrac- 
tors. This general guidance is particularly important in view of 
HUD's recent decision to establish regional UDAG coordinators 
responsible for UDAG outreach and technical assistance. A plan 
such as we have described would give these field coordinators a 
general framework within which to devise strategies suitable to 
the special needs of their regions. The wording of our recommen- 
dation was modified to clarify our intent. 

In our draft report, we recommended that HUD establish a 
list of the most economically distressed, nonfunded small cities 
for possible information outreach and technical assistance. We 
believe that this is an appropriate recommendation in view of the 
limits on HUD's staff resources and the large number of 
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potentially eligible small cities. HUD disagreed, however, and 
replied as follows: 

"This is not a proper role for HUD. The UDAG program is by 
law a national competition. We cannot favor one city over 
another. It is a local decision whether to apply for UDAG 
assistance. It is the obligation of this Office to promote 
the program and provide program information. As the data 
indicates, the largest number of small cities is under 2,500 
in population, including many severely distressed cities. 
It is likely that development opportunities may not be 
available in these cities. We cannot and should not try to 
create development opportunities where they do not exist. 
We only have a limited staff and limited technical resources 
available to assist cities with all phases of the UDAG pro- 
cess. We have made the decision to concentrate our scant 
resources on viable UDAG deals." 

Because we believe that HUD misinterpreted this recommendation, 
we modified it and combined it with our first recommendation in 
order to more clearly convey our intent. We are not advocating 
that HUD try to create development opportunities where they do 
not exist or to establish improper, preferential policies. Nor 
are we suggesting that HUD change the competitive structure of 
the selection process. We agree with HUD that it is appropriate 
for HUD to provide cities with program information so that they 
are in a position to apply for a grant. We also believe that it 
is consistent with the program's recent legislation for HUD to 
take action to inform small communities of the program's exist- 
ence and to provide technical assistance funds to help small 
cities develop competitive applications. We believe that to ef- 
fectively accomplish these objectives, HUD needs to establish 
criteria for selecting small cities for technical assistance. We 
believe that focusing these efforts on the most distressed small 
cities that have not received UDAG funds is appropriate in view 
of the large number of potentially eligible small cities and the 
limits on HUD's staff resources. HUD itself has, in the past, 
selected cities for special information outreach and technical 
assistance efforts. Most recently, HUD's contract with McManus 
Associates (see p. 77) involves the selection of several hundred 
small cities for UDAG information workshops. A few dozen of 
these workshop participants will be chosen for further technical 
assistance. Our recommendation uses HUD's nationwide distress 
criteria and is in harmony with the program's legislative re- 
quirement that the primary criterion for selecting a small city 
for a UDAG be its degree of economic distress. 

Finally, regarding our recommendation that HUD develop and 
test a streamlined application form for use by small cities, HUD 
responded that procedures have already been implemented to 

'streamline the entire UDAG application/award process and that a 
shorter application form is being used. HUD maintains that the 
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information called for is the minimum amount needed by HUD‘to 
make informed funding decisions and that further streamlining is 
not needed nor does streamlining address the problem that faces 
small cities in the UDAG program. Our survey results presented 
in this chapter indicate, however, that the application process 
was a significant problem for small cities. As we state in the 
report, the revised application form remains complex despite 
recent revisions. This form is used for both modest funding 
requests and multi,million dollar requests. About half of the 
UDAG senior development directors agreed with us that a shorter 
application form could be developed to help streamline the 
application process for small cities. 
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CHAPTER 4 

CLEAR POLICY NEEDED ON 

UDAG REPAYMENTS 

A city receiving a UDAG to help finance a project may choose 
to convey these funds to a developer in the form of a grant or a 
loan. Increasingly, cities have chosen to loan the UDAG funds and 
use the repayment' to support other community and economic devel- 
opment activities. Many of these loans will result in millions of 
dollars being repaid to cities. HUD has not, however, resolved an 
important question regarding the timing of these repayments: if a 
city receives repayments while UDAG funds are still being spent on 
a project, should these early repayments be applied to the project 
in place of additional UDAG funds or is the city free to use the 
repayments for other community and economic development activi- 
ties? The standard UDAG grant agreement ordinarily requires that 
these repayments be applied to the project, but the UDAG offi- 
cials' intent, as expressed in negotiations with'cities, was that 
cities keep the repayments for additional development activities. 
Some cities have been given exemptions to the standard grant 
agreement'provision. There is confusion, however, over whether 
cities without such exemptions will be allowed to use early 
repayments for other projects. 

HUD officials are aware of this problem, and one solution 
they proposed provides for grant agreement amendments. These 
amendments would mean that UDAG repayments would not have to be 
used in place of additional UDAG funds already approved for a 
project. Rather, the repayments would be held in an interest- 
bearing account until the project was complete or used for re- 
lated, unfunded project activities. The proposed change would 
conform the agreements to the understanding of the parties that 
UDAG repayments would be available for other community and 
economic development activities. 

UDAGS ARE INCREASINGLY 
STRUCTURED TO BE REPAID AND 
MILLIONS OF DOLLARS MAY BE REALIZED 

Depending on the project, a city could provide the UDAG funds 
as a grant or a loan to a private developer. Increasingly, loans 
have been used, which has meant that developers often have to 
repay the UDAG funds along with interest. 

1Throughout this report, repayments refer to both principal and 
interest payments received on a loan, unless specifically noted 
otherwise. 
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From fiscal year 1978 through September 9, 1982, HUD approved 
about 1,400 UDAGs. Almost 60 percent of these projects resulted 
in loans to private developers. This percentage largely reflects 
a steady increase in the use of UDAG funds as loans rather than 
grants to private developers. In the program's early years, HUD 
reported that only about one-quarter of all UDAG funds was loaned 
by cities to private developers. By the end of fiscal year 1982, 
86 percent of all UDAG dollars were used for loans. 

The use of UDAG loans is common for New York and Michigan 
projects. In September 1982, cities in these two states accounted 
for 25 percent of all UDAG loan dollars to be repaid. Michigan 
had 32 and New York had 137 approved applications with a specified 
amount of UDAG dollars to be repaid. Our review included 41 
projects-- 12 in Michigan and 29 in New York. 

For the projects reviewed, city officials attributed the 
structuring of UDAG funds as loans to reasons such as these: 

--Local governments prefer to recapture funds from private 
developers for reuse on other economic development 
activities. 

--HUD officials encourage or require cities to recapture 
funds from private developers. 

--Local government policy dictates the recapture of funds 
provided to private developers. 

--Analysis of the company's projected sales indicated that a 
loan could be repaid by the company. 

Uniqueness characterizes UDAG loans 

There are no standard UDAG loan amounts, terms, or condi- 
tions. UDAG repayments could come from a loan carrying an inter- 
est rate of anywhere from 0 to market rates and terms of anywhere 
from 1 to 50 years. This is because each project's repayment is 
tailored to the individual project. Some reasons cited by city 
officials for the various loan terms were the following: 

--The terms of loan repayments were the result of negotiation 
between the city and the developer. 

--HUD negotiated the repayment terms based on the project 
developer's expected cash flow. 

--In the early years, the project was believed to be risky; 
accordingly, the interest rate was lower and was to 
increase once the project became profitable. 
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For the 29 New York projects we reviewed, the interest rates 
ranged from 0 to 15 percent. Nine of these projects had variable 
interest rates. For instance, one loan was to be repaid over 25 
years, with an interest rate that ballooned from 6 percent in the 
first 2 years, to 10 percent in years 3 through 5, to 14 percent 
in years 6 through 25. In addition to loan repayments, five proj- 
ects provided for city participation in future business profits. 

Similarly, there were substantial differences in the 12 
Michigan loans we reviewed. For instance, the interest rates 
ranged from 0 to 12.25 percent. Four of the loans were to be 
repaid in less than 10 years; three were to be repaid in 10 to 20 
years; the remaining five loans were to be repaid over more than 
20 years. 

In contrast, our recent report on rental rehabilitation 
funded under the Community Development Block Grant Program (GAO/ 
RCED-83-148, July 11, 1983) noted that under this program few com- 
munities were providing flexible financing based on the individual 
project. Further, we reported that low interest loans provide a 
continuing source of funding for future rehabilitation work--as 
loans are repaid, the recaptured funds are loaned out again. 
Nevertheless, recaptured funds have several disadvantages. For 
instance, repaid funds are worth less because of inflation. 

Loan repayments can 
sometimes be substantial 

The 41 UDAG projects we reviewed had a total loan face value 
of $106 million and a present value of $68 million.2 Loan face 
values ranged from less than $100,000 to $21.5 million. 

Specifically, the 29 New York projects had a total loan face 
value of $73 million and a present value of $51 million. The 
largest loan was for $21.5 million, which is to be repaid over 30 
years, with 6 percent annual interest. The present value of this 
loan is $12.7 million. Another large loan was for $6.5 million, 
with 5 percent annual interest over 20 years. The present value 
is $4.4 million. Some of the New York projects, however, repre- 
sented relatively small loans. For instance, a loan of $131,000 
was to be repaid over 20 years, with annual interest of 5 per- 
cent. The present value of this loan is $87,000. 

The 12 Michigan projects we reviewed had a total loan face 
value of $33 million and a present value of $17 million. One 

2To calculate the present value of UDAG repayments, a discount 
rate of 10 percent per annum was used. This was the current 
approximate average yield for outstanding marketable U.S. 
Treasury obligations at the time of our audit work. 
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project significantly affected these totals, as its face value was 
$17.3 million. However, it had a present value of only $4.2 mil- 
lion due to interest-free terms and a 40-year repayment period. 
In contrast, another Michigan project had a loan face value of 
$1.3 million and a present value of $1.4 million. The higher 
relative present value results from five equal annual loan princi- 
pal payments, with 12.25 percent interest. 

Projects have already started 
recapturing UDAG funds 

UDAG loan repayments are usually deferred for the first 
several years of a project, but some projects are now beginning to 
realize repayments. Through the end of fiscal year 1982, HUD 
reported that repayments totaled $19 million--$12 million in large 
cities and $7 million in small cities. This figure is likely to 
increase substantially as more projects approved in later program 
years beg in repayments. 

For the New York and Michigan projects we reviewed, about 40 
percent of the projects had started to realize loan repayments by 
the end of calendar year 1982. These repayments totaled about 
$1.7 million. Ten of the 29 New York projects we reviewed had 
realized almost $500,000 in UDAG repayments. The repayments 
ranged from $2,000 to $113,000. Of the 12 Michigan projects we 
reviewed, 7 had already begun recapturing UDAG funds. Over $1.2 
!million had been repaid, representing over $494,000 in principal 
and over $754,000 in interest. 

Some of these repayments were received while additional fed- 
eral UDAG funds were being requested for the projects. For exam- 
ple I three Michigan projects realized repayments while the cities 
continued to request additional UDAG project funds for these proj- 
ects. For one of the projects, the city received $354,849 from 
UDAG repayments by June 17, 1982, but later in the month used 
$266,640 in additional UDAG funds. The repaid UDAG funds were 
used to acquire and clear a 21-acre site for an industrial park. 
Another city received $13,000 in repayments before using the last 
$20,000 in UDAG funds. This city has already contributed a part 
of the repaid UDAG funds to a nonprofit charitable corporation 
responsible for building and operating a primary care medical 
clinic. The city council also plans to use repayments for eco- 
nomic development and job creation activities. 

Other cities generally indicated that they also planned on 
#using the repayments for community and economic development activi- 
ties. For example, one city deposited a portion of the repaid 
funds into a revolving loan fund to make loans to businesses and 
industry in the city and a portion into a downtown development fund 
for public improvements. A second city deposited its repayments 
into a community development fund but committed a portion of the 
:repayments to pave a road leading to an Indian reservation. Two 
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other cities deposited the entire repayment into a revolving loan 
fund to make loans for economic development projects. 

These plans parallel the various benefits that city officials 
stated could be derived from their receipt of UDAG repayments. 
Among the benefits mentioned were the following: 

--The city can haire the flexibility to create a revolving 
loan fund for local economic development. 

--The city can use recaptured funds to encourage private 
investment and create new jobs and tax revenue. 

--The city can foster further development through industrial 
park projects and downtown improvements, in addition to 
creating jobs and increasing the tax base. 

--The city can help failing businesses and attract new ones. 

HUD NEEDS TO DEVELOP A 
POLICY ON REPAYMENTS 

The UDAG program's standard requirements provide that if the 
developer starts making repayments to the city before UDAG funds 
have been fully spent, then the repayments should be used to 
reduce the amount of UDAG funds authorized for the project by 
HUD. Various exemptions, however, have been made to the standard 
requirements, which have enabled some cities to use early repay- 
ments for other community and economic development activities. 
For those cities without such exemptions, there is confusion over 
whether they should also be able to use early repayments. 

According to the Director of the Office of UDAG, it has 
always been the UDAG staff's intent that cities keep and use UDAG 
repayments for additional economic development activities. The 
Director stated that this intent has been expressed at meetings 
with mayors and other government officials and in negotiations 
with cities and participating parties. 

HUD is now realizing, however, that its intentions and under- 
standings with cities cannot always be fulfilled in cases where 
UDAG funds are still being spent on a project. This is due to the 
UDAG regulation and standard grant agreement, which provide that 
such early repayments should be used to reduce the UDAG funds 
needed for the project. After UDAG project activities are com- 
pleted, repayments are considered city money available for 
community and economic development activities. 

While HUD's standard requirements recognize the possibility 
of early project repayments, HUD officials did not expect such 
repayments to be common. A draft memorandum from HUD's Assistant 
Secretary, Community Planning and Development, states that recap- 
tured UDAG funds received prior to completion of UDAG activities 
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were not anticipated for most projects. However, construction 
delays have resulted in some loan repayments being received before 
UDAG activities are complete. 

HUD program officials have modified these requirements on a 
case-by-case basis to bring grant agreements in line with HUD's 
intent. This was done by means of riders added to the grant 
agreement, which ensured that repayments do not reduce the UDAG 
funds granted for a project. 

These riders are common, although they are not uniform among 
projects. For instance, of the 41 projects we reviewed, 19 con- 
tained various riders. Among them were the following: 

--One project's rider stated that any repayments received by 
the city should not cause a reduction in the grant amount. 

--Another project's rider stated that loan repayments should 
be used to provide venture capital to minority businesses 
in the city. 

--A third project's rider stated that loan repayments should 
be spent on community development activities. 

;These riders have made it possible for some cities to use early 
~project repayments for other community and economic development 
lactivities. Not all cities, however, have been granted riders. 
One reason for this, according to a HUD attorney, is that there is 
no policy on when such riders should be given. 

For those projects without riders, there is confusion as to 
whether the standard repayment requirements should apply. HUD 
regional and area office representatives in New York stated that 
it was not clear what cities without riders should do with recap- 
tured UDAG funds. The Buffalo Area Office Director of Community 
Development stated that over a year ago he requested HUD headquar- 
ters to clarify the repayment issue. He added that while there 
has been no final clarification, headquarters did state that until 

,a policy is issued, cities without riders should deposit UDAG 
'repayments in an interest-bearing account. HUD field offices are 
,advising some cities to do this. For instance, one city in New 
York had received $280,000 in repayments as of May 31, 1982. This 
city had reprogrammed some of the money for eligible community 

~development activities. However, HUD field officials advised the 
icity to put the repayments in an interest-bearing account until 
:headquarters clarified the repayment issue. 

HUD program officials would like to resolve the issue of HUD 
requirements. that treat cities differently. One solution HUD is 
considering would provide amendments to the standard grant agree- 
ment requirements for those projects which HUD deterll,ines on a 
case-by-case basis are in need of riders. Such projects would be 
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those that (1) may receive repayments before UDAG project activi- 
ties are complete and (2) are required by the standard grant 
agreement to use these repayments prior to, and in place of, addi- 
tional UDAG funds. The solution was proposed by a HUD assistant 
secretary in a draft memorandum, which noted that in order to 
correct oversights in existing projects, all UDAG projects would 
need to be reviewed to determine if grant agreement amendments are 
necessary. The memorandum states that such amendments will be 
made to require that repayments (received or anticipated to be 
received before UDAG activities are complete) be placed in an 
interest-bearing account to assure completion of project activi- 
ties. Or, if there is assurance of adequate funds to complete the 
project, the city can request an amendment to undertake related, 
unfunded project activities. These proposed amendments would not 
change the scope or purpose of the grant or require an additional 
obligation of appropriated funds. 

According to the UDAG director, one reason why the amendments 
have not been made is that amending grant agreements, may be con- 
troversial and legally questionable, especially retroactively 
amending a,grant agreement after the city has received repay- 
ments. The director went on to note, however, that where the 
intent of the parties to the grant agreement was for the city to 
keep all of the repayments, the grant agreement must be amended to 
conform to that intent and understanding. Another reason, cited 
by a HUD attorney, is that there is a question as to whether both 
principal and interest repayments should be applied to a project 
if HUD decides that repayments should be used for a project. 
Moreover, no final HUD decision has yet been reached on when 
cities should be able to use loan repayments. 

PREVIOUS DECISIONS BY THE COMPTROLLER GENERAL 
HAVE ALLOWED GRANTEES TO RETAIN REPAYMENTS 

Federal grants differ in several important respects from 
other appropriated funds. As a general rule, "income" generated 
from federal funds from whatever source should be returned to the 
Treasury. However, with regard to grant funds, the Comptroller 
General has held that the 

. . . benefits resulting from the use of the grant 
technique extend to making the funds, while under 
the control of the grantee, free from the statutory 
restrictions generally applicable to the expendi- 
tures of appropriated moneys by the departments and 
establishments of the government." 44 Comp. Gen. 
87, 00 (1964). 

In other words, grant funds in the hands of a grantee largely lose 
their character and identity as federal funds. Generally, all 
that is required is that the grant be for a valid purpose and that 
the expenditures not be prohibited by the terms of the grant 
agreement. 
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The standard UDAG grant agreement currently restricts the 
disposition of repayments that are referred to as "program 
income," because it provides that these funds should be used prior 
to I and in place of, additional UDAG funds. The standard grant 
agreement defines program income as including principal and inter- 
est repayments received by grant recipients during a UDAG proj- 
ect. Attachment "E" to Office of Management and Budget (OMB) Cir- 
cular A-102 defines program income as "gross income earned by the 
grantee from grant supported activities." In our opinion, loan 
principal repayments represent the preordained return to the com- 
munity of the funds which the community already has been granted, 
and therefore would not generally fall within OMB's definition of 
program income. 

Interest payments present a different problem since OMB's 
definition considers the payments to be program income. Neverthe- 
less, the special nature of grant funds has led the Comptroller 
General to hold that, once grant funds are applied for grant pur- 
poses, program income received through grant activities may be 
retained by the grantee. For example, in 44 Comp. Gen. 87 (1964), 
we authorized a grantee to finance other grant-related activities 
through the retention of program income derived from the sale of 
publications which had been originally financed by federal grant 
funds. In another instance, the grant agreement required the 
return of program income to the united States "unless otherwise 
authorized" by the grantor agency. Because the grantor agency 
could, in its discretion, allow grantees to retain program income, 
we had no objection to the grantor agency permitting grantees to 
retain program income. 

Although HUD program regulations and the standard UDAG grant 
agreement require program income received prior to the completion 
of construction on all grant funded activities to be used prior to 
any draw on grant funds, both the program regulations and the 
grant agreements give HUD the authority to direct a different use 
of program income. This could be achieved through retroactive 
grant agreement amendments. 

We are not aware of any legal prohibition to such retroactive 
amendments, especially since it is extraordinarily unlikely that 

~ any of the parties to the grant would object. In several previous 
cases, we have held that retroactive amendments to grant agree- 
ments are permissible provided they do not affect the scope or 

I purpose of a grant, thereby requiring the obligation of additional 
funds after the appropriation under which the grant was made has 

~ ceased to be available for obligation. 
I (1981) and 58 Comp. Gen. 676 (1979).) 

(See 60 Comp. Gen. 540 
For the case at hand, HUD 

does not propose to change the scope or purpose of the UDAG grants 
and no further obligation of appropriated funds is contemplated 
because the initial grant amount would remain the same. The pro- 
posed change would conform the agreements to the understanding of 
the parties that program income would be available for other 
community and economic development activities. 
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CONCLUSIONS 

Cities have and will receive UDAG loan repayments, which 
arise when UDAG funds granted to a city are loaned to a private 
developer. At present, HUD requirements provide that loan princi- 
pal and interest repayments should be used to reduce the UDAG 
funds needed for a project, if they are received before UDAG or 
city activities are complete. HUD's standard grant agreement 
states that such principal and interest repayments are program 
income. We observe that principal repayments typically are not 
considered program income as these funds are not "earned" by the 
grantee. Rather, principal repayments merely represent the preor- 
dained return to the community of the funds which HUD has already 
granted to the community. 

Interest repayments, on the other hand, are also classified 
as program income by the grant agreement. These repayments would 
come under OMB's definition of program income, since attachment 
"E" to OMB Circular A-102 defines program income as "gross income 
earned by the grantee from grant supported activities." According 
to HUD's standard requirements, these interest payments should be 
used in place of additional UDAG funds until UDAG or cities' 
activities are complete. However, these HUD requirements are fre- 
quently changed through riders to the standard grant agreement. 
Not all projects, though, have received riders, and there is no 
policy on when they should be given. HUD has been aware of this 
problem for over a year, and senior program officials would like 
to correct it through amendments to existing grant agreements. 

We believe that HUD has the authority to retroactively amend 
grant agreements, if it decides to do so, provided that the amend- 
ments do not affect the scope or purpose of the grants or require 
the obligation of additional funds beyond those provided by the 
federal grant. The retroactive grant agreement amendment proposed 
in a draft memorandum by the HUD assistant secretary would not 
change the scope or purpose of the grants or require an additional 
obligation of appropriated funds. 

RECOMMENDATION TO THE SECRETARY, HUD 

We recommend that the Secretary of HUD develop and issue 
policy guidance defining the circumstances under which cities 
should be able to use early UDAG repayments. 

AGENCY COMMENTS AND OUR EVALUATION 

In commenting on a draft of this report, HUD noted that the 
use to which UDAG repayments are to be put varies depending on the 
terms of the grant agreement involved. HUD further stated that 
complete consistency for all UDAG projects in regard to the use of 
repayments is not to be expected nor necessarily desirable. 
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We are not saying or implying that the cities' use of UDAG 
repayments should be standardized. Our report notes that there 
are no standard UDAG loan amounts, terms, or conditions, and it 
comments on the various community and economic activities that 
cities are planning or undertaking with their UDAG repayments. 
Our point is that there should be a clear policy to resolve the 
existing confusion over whether early UDAG repayments should be 
considered city money. Our recommendation has been rephrased to 
clarify our intent. 

HUD stated that some actions have been taken which, along 
with anticipated amendments to the program regulations, will fur- 
ther clarify the repayment requirements. HUD stated that pending 
their issuance, policy guidance will be transmitted to UDAG 
recipients through HUD field offices. 

HUD's proposed actions appear to be responsive to our 
recommendation. 
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APPENDIX I 

ADDITIONAL DETAILS CONCERNING 

APPENDIX I 

OBJECTIVES, SCOPE, AND METHODOLOGY 

UDAG PROJECTS SURVEYED TO DETERMINE 
EXPECTATIONS AND RESULTS 

The universe of completed UDAG projects is not representa- 
tive of the overall UDAG universe for several reasons. For 
example, completed projects primarily approved in 1978 and 1979 
are frequently less than the overall average UDAG grant. As a 
result, 
viewed. 

our findings do not extend further than the projects re- 

We did not determine whether UDAG funds were being 
substituted for private sector or state or local government 
funds. This is because the 1978 and 1979 projects we reviewed 
were approved prior to a December 1979 legislative amendment that 
requires HUD to assess whether UDAG funds are substituting for 
other available funds. In other words, the possible instances of 
substitution of funds in 1978 and 1979 projects would not be of 
value in assessing the effectiveness of the legislative amendment 
or resulting agency actions. 

When we made our selection on September 9, 1982, only 66 
UDAG projects had been classified by HUD as complete. Since we 
had already selected Michigan and New York for review of UDAG 
loan repayments (see p. Sl), we decided to select completed proj- 
ects within these states or in close proximity to them. For New 
York, there were 10 completed projects of which we randomly 
selected 6 for review. There were no completed UDAG projects in 
Michigan, but Illinois had four such projects and Ohio had two, 
which we selected. In total, we reviewed 12 of the 66 completed 
UDAG projects, or 18 percent. 

SMALL CITIES PARTICIPATION 
IN THE UDAG PROGRAM 

To obtain information on why some potentially eligible small 
cities (under 50,000 population) have not received UDAG funds, we 
selected a statistical sample of small cities that (1) had never 
applied for a UDAG or (2) had applied without success. We 
limited our sample to those cities that are shown to be most dis- 
tressed by a UDAG standard referred to as the impaction score. 
The score represents the sum of the weighed standardized scores 
for population growth, poverty, and pre-1940 housing. The score 
ranges from less than 1 (the most distressed) to 100 (the least 
distressed). We considered the most distressed to be cities with 
a score of 25 or less. Townships (and towns) meeting the dis- 
tress standard were not included in our review because their 
UDAG eligibility depends, among other things, on their perform- 
ing functions comparable to those associated with cities. Also, 
we did not attempt to assess the attractiveness of the 
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eligible small cities' investment climate. Distressed small 
cities could have disadvantages, such as poor roads and low 
levels of public service, that would not adequately be 
compensated for through UDAG assistance. 

Based on information provided by HUD's Office of Management, 
we developed statistical information on small city eligibility 
and application, patterns. From this information, we determined 
that 628 small cities had impaction scores of 25 or less and had 
never applied for UDAG funds. We randomly selected 106 small 
cities to be interviewed by telephone using a structured ques- 
tionnaire (see app. II). We were able to complete 92 of the 
interviews, usually with mayors or community development offi- 
cials. This response rate enabled us to project our findings to 
88 percent, or 553, of the 628 most distressed small cities that 
have never applied for UDAG funds. In addition, we determined 
that a total of 33 small cities with impaction scores of 25 or 
less had applied without success. All of these were interviewed 
by telephone using another structured questionnaire (see app. 
III). We conducted our interviews during December 1982 and 
January 1983. 

Of the 8,077 cities with populations under 2,500, only 67 
received UDAGs, and of these only 3 had impaction scores of 25 or 
less. We did not include a sample of successful applicants in 
our survey because the data obtained from such a small number 
would not be useful in characterizing success factors for cities 
with populations under 2,500. 

REPAYMENT CT UDAG LOANS 

To obtain UDAG repayment information, we used a September 9, 
1982, HUD listing of all approved UDAG projects, identified proj- 
ects where a specified amount' of UDAG funds were scheduled to 
be repaid, and totaled the repayment amounts according to state 
and cumulatively. We selected New York and Michigan for review 
because 25 percent of all specified UDAG repayments were located 
in these states. Michigan had 32 approved UDAG projects with 
qpecific repayment amounts, but at the time of our review only 13 
of the projects were active or completed, with repayment provi- 

x 
ions finalized. Since the file information for one of these 
rejects was unavailable, 12 Michigan projects were reviewed. 

New York had 137 projects with a specified amount of UDAG dollars 
to be repaid. Five of these projects accounted for about 60 
percent of specified UDAG repayments for all New York projects. 
These 5 and 30 randomly selected projects represented our initial 
selection. Six projects were eliminated from the sample because 
they were not completed or active with repayment provisions 

'UDAG project repayments based on profits to be generated were 
excluded since repayments are contingent on a future unknown 
profit level. 
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finalized. In summary, we reviewed a total of 12 Michigan and 29 
New York projects to obtain UDAG repayment information. 

To calculate the present value of UDAG repayments, a dis- 
count rate of 10 percent per annum was used. That figure was the 
current approximate average yield rate for outstanding marketable 
U.S. Treasury obligations. Because we considered only active 
UDAG projects, each of which has unique loan terms, we believe 
that the value of these projects' repayments cannot be extended 
to other projects in a statistically meaningful way. Our intent 
was to show an order of magnitude rather than precise estimates. 
We believed this method was preferable due to the imprecise 
nature of an assumed discount rate as well as the use of incom- 
plete data which required certain assumptions. For instance, we 
assumed that repayments would be in compliance with stated loan 
terms. We believe that the net impact of the assumptions will 
not materially affect the results obtained if they are considered 
as order-of-magnitude estimates, rather than precise estimates. 
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U.S. GEYERAL ACCOUNTING OFFICE 

Tolophono Survey of UnAG Won-Applicant8 

cl 

.city B---m &I 

Municipal phone no. _ 

ht Roforralr 

Titlor 
q 

Phones q 
2nd Referral I -- 

Title: w-m- m 

Phonor -- - 

3rd Referral I -- 

Title; 

III 

Card Munber 

Caeo Number 

Community 
Ca togory 

Population 
Category 

Impaction 

HUD Region 

Phoner Telephone/ -- 
HOD Regioti 

Call back for information on questioner 

GA0 Cellor _ 

Intervicuce 

Hello, my name ie and I'm with the 

U.S. Ganoral Accounting Office in Washington, D-C. We are an 
agency of Congrema roepon8iblo for l valilsting Fodoral program.. 

We're currently evaluating a YUD program called the IJrban 
Developmont Action Grant program --almo known am the UDAG program. 
We're gathering information on why citiao l uch aa your8 have not 
applied for UDAG fund*. 

I would like to broadly dimcumm your community’m economic 

dovolopmont needs, an ~011 am l pecifica regarding the IIDAG program. 
Are you the right pareon in your city to talk about thin? My 
quoetionm should t8ke about 15 minutw. Ie thim a convenient time? 

. 
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Non-Applicant Questionnaire - 

APPENDI% II 

1. I'd like to begin by'asking you to what extent, if any, do you 
have economic development naeda for commercial, industrial, and 
housing projects. 

(1) Commercial 

(2) Industrial 

(3) Housing 

2. I'm going to read you a list of government programs, and I 
would like you to tell me if your community has received 
funding from any of them during the last three years. 

(1) Dept. of Commerce'6 Economic 
Development Administration 
programa 

(2) USDA'B Farmer'm Home Adminis- 
tration program 

(3) HUD's Cormnunity Block Grant 
dntitlement Program 

(4) HUD'r Connnunity Block Grant 
Small Cities Program (which 
may be State administered) 

(5) Other Federal program8 (please 
specify) 

. 

(6) State programs (Please 
specify 
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3. To vlut extent are you aware of the UDAG program? 

(1) __ To l grut extant 

(2) __ To a moderate extent 

(3) __ To little or no extent 

(If 3, thank respondent and terminate interview) 

4. How did you learn about the UDAG program? 

(1) Newq%aper/magaxine articles 

(2) UDAQ pamphlets and brochure8 

(3) UDAG application inatruction#/regulationa 

(4) Dimcu~riona with HUD officials 

(5) Discumaiona with State officials 

(6) Discur#iono with local officials 

(7) Other (Pleame specify) 

5. nave you ever applied for UDAG funding? 

(1) - Yom (Go to "Unaucce~sful Applicant Oueationnaire") 

(2) - NO 

6. Did you or anyone else representing your community have any 
contact with HUD to discusa applying for this program? 

(1) __ Yes 

(2) __ No (Go to 0 B) 

(3) __ DK (Go to 0 8) 

. 
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7. How adequate or inadequate mm HUD'e explanation of hov the 
program workm? 

(1) - Very adequate 

(2) _ Adequate 

(3) _ Not l ure 

(4) _ Ifjadequate 

(5) _ Very inadequate 

8. I'm going to reed a li8t of program requirements. Would 
you tell me if any of theoe requirement8 WIIB a factor in 
your conununity'# not applying for UDAG funds? 

(1) obtaining the required 
private sector fLnda 

(2) getting a firm financial 
commitment of private 
rector fund6 

(3) meeting the requirement 
that UDAG funds should 
not bo umed in place 
of other private or 
public actor funds 

(4) meeting the equal oppor- 
tunity regulationa 

(5) other requirementr or 
procedures (PIeaxe 
apecity) 
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9, I’d like to read you #everal other poeeible ronmom for your 

comnunity’a not applying for a UDAQ. Could you tell me 
whether they apply to your community? 

(1) IO th,* :e an adequate number 
of staff in your convnunity 
to plan and carry through 
a UDAG pro. ct? 

(2) Lm the necewary expertlee 
available to put together 
a project7 

(3) Do you have the money to pxy 
for planning a UDAG? 

(4) I@ there sufficient developer 
intereat? 

(5) Are there other reasons? (If 
so, please specify) 
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10. In your opinion, what in needed to help your cormnunity in 

applyin for UDArO fund.1 

(1) Additionel program informtion? 

(2) Tochnicsl aamirtance? 

(3) A etroamlined application procere? 

(4) Other - Pleare l pecify 

I’ i 
2 

- 

- 

- 

- 

1 4 = 

- 

i 

I 

: 

- 

- 
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11. Wow likely or unlikely are you to apply to the UDAO program 
within the next 12 months? 

(1) _ will definitely epply 

(2) __ will probably apply 

(3) _ Uncertain 

(4) _ Probably will not apply 

(5) __ Deffnitely will not apply 

1lA. Would you please explain your reaeon? 

(1) ye0 

(2) no 

(RECORD CXPLAWATION) 

12. I would like to know if you have any other observations or 
commente about the UDAC3 program. 

(1) yee 

(2) no 

. 
~RtCORD OBSERVATION) 

Well, that concludee my queationm. mnk you very much for your 
time and aaaistance. 
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U.S. QENERAL ACCOUNTINQ OPPICC 

Telephone Survey of 

APPENDIX 111 

city 

Uneucceemful UDAG Applicente 

cl 
Car4 Numbor 

II 11 Case Number 

Uunicipal phone no. 

let Referral: 

Title1 

cl Community 
a tegory 

Phones 

2nd Roferralr 

cl Population 
Q tegory 

Title: II Impaction 

Phone, 

3rd Referral: In H'ID Region 

Titlor 

Phones Telephone/ 
HUD Region 

Call beck for information on quemtionmr 

QAO. Caller 

Intcrvicucc 

Hello, my nama is , an4 I'm with the 
U.S. General Accounting Office in Wemhington, D.C. We are an 
agency of Congromm responsible for evaluating redera programe. 

We’re currently evaluating a HUD program called the Urban 
Development Action Grant program--also known ar the UDAG program. 
We’re gathering information on why cities much as yours have not 
beon ruccemrful in obtaining UDAG funds. 

1 ~0~14 like to broadly 4imcuoa your conununity'r economic 
development need8, am well l e l pecifice regarding the UDAQ program. 
Are you the right pereon in your city to talk about this? Uy 

quemtionm should take about 15 m$nUtOm. ID thie a convenient time? 
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‘hruccearful UDAC Applicante 9estionnaire 

1. I'd like to begin by aeking you to what extent, if any. do you 
hve economic developmant noedm for commercial, lnduotrial, an4 
houeing projecte. 

(1) Commercial 

(2) Induetrial 

(3) Houeing 

2. I'm going to reed you a liet of government programa, an4 I 
~0~114 like you to tell me if your connnunity hi received 
funding from any of them during the lemt three year8. 

(1) Dept. of Conunerce’m tconomic 
Development Abnini8tration 
program8 

(2) UBDA’e hrmer’m Home Adminie- 
tration propramm 

(3) HUD'. Community Block Qrant 

Entitlement Progrmn 

(4) HUD’r Camnunity Block Grant 
-11 Citiee Program (which 

'ry be State odminietored) 

(5) Other Federal programs (pleeee 
specify) 

(6) Steto prograam (Pluee 
l pecify 
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3. Wo understand that in pot years your community ham applied 
for funding under UUD'm Urben Dovalopmont Action Want 
Program (UDAQ) . 18 thi8 correct? 

rmm......................1 
No (Wwitch to 'Won-Applicant Quo~tionnaira). . 2 

4. Did your community raceivo UDAQ fund@7 

YOS. . (GotoOS)............. .l 
NO . l (00 to 0 6) . . . . . . . . . . . . . . 2 

5. Could you provide ua with the project number, date, an4 
amount of uch UDAG award that you received? 

Pro jsct No. 

Date of Award 

Amount of Award 

(Thank respondent and end interview) 

6. How did you become anrre of the UDAG program7 

(1) Nowepaper/magazine articlea 

(2) UDAG pamphlet6 and brochursa 

(3) UDAQ epplication form8/regulationa 

(4) Dimcus8ion# with FI'IJD officiala 

(5) Dincuasions with Stata officials 

(6) Dimcunrion# with local officials 

(7) Other (Ploaoe specify! 



APPENDIX III 

7. Did you discuor your community's application(8) 

officials 02 RUD's 

APPENDIX III 

with 

-rmqiona1 offic.7 

-8rea offico7 

(If “no”, go to 0 9) 

a. How l rhquato or inadequeto was HUD.8 explanation 02 how the 
program works? 

(1) _ Vary adequate 

(2) _ Adequate 

(3) _ Not.sure 

(4) _ Inadequate 

(5) _ Very inadequate 

9. HUD records indicate that you applied for a UDAG times. 

(Entor HUD number.) - 
Is this correct? (Enter vorifiod/correctod number) - 

We would now like to ask you 8omo specific questions about 
(sech of) your application(s). 
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APPLICATION fi 
(project neme) (Nk date) 

NOTE : 
- ._ _ _ 

RESPONSES TO THE FOLLOWING 5 QUESTIONS WERE OBTAINEU FOR EACH APPLICATION 

I 
FROM A CITY. SINCE A CITY MAY HAi% SURMITTEU UP TO 6 APPLICATIONS, QUES- 
TIONS IO THROUGH I4 WERE REPEATED IN QUESTIONS 15 THROUGH 39, 

10. HUD record8 indicate tlwt your d aoplicntion wxc not funded 
for thm following reamon (r-d chacked roamon). Would you tell 
ma whothor you aqrre or diaaqrao with HIJD'o -aBoning. 

- HUD raamon 

__ (1) fnmufficient financial 
commitment 

- (2) “But for” test was not 

met 

__ (3) Adverse environmental 
impact 

__ (4) Incomplete application 

_ (5) Application withdrawn 
by the community 

__ (6) Other reason 

11. Would you explain in more detail why your application was not 
funded. 

(1) yes 

(0) no commsnts 
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13. Did tha rcopm of thi8 project incroame, decrrm or ramin 
unchnpad whbn you rombmitted it? 

(1) __ scope incru8.d 

(2) _ mcopa dacrumed 

(3) _ acope unctinped 

Get application number (e.g. l mcond, third, etc.) from 
roopondont and go to that part of the questionnaire. 

(If *no” 1 

14. Would you toll ma if thi8 project wmm dropped, is l till being 
promoted or proceeded without UDAG funding? 

(1) - ham boon dropped by your community or 

private l octor. 

(2) _ 18 still promoted by your connnunity or 
private l octor. 

(3) _ procoedmd without UDAO funding. 
(Specify l ourcom of fundr l nd changom in 
the projoct’m original acopo or l calo.) 

(4) _ don’t know. 
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40. In your opinion, wlmt 18 needed to help your community in 
rupplying for UDAO fund.1 

(1) MQitiorml program inforfmtion? 

(2) Technical l omiotanco? 

(3) A l trumlinad l pplimtion procoam? 

(4) Other - PloABO l pocify 
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41. How likely or unlikaly are you to apply to the UDAQ program 
within the next 12 month87 

(1) - will definitely apply 

(21 __ will probably apply 

(3) __ Uncortrfn 

(4) _ Probably will not 8pply 

(5) __ D8finitoly will not 8pply 

42. Would you ploa80 oxplain your rm8on7 

(1) yo. 

(2) no 

(RECORD VERBATIM) 

43. I would like to know if you have 8ny other ob8orvation8 or 
commonta about the UDAO program. 

(1) ya8 

(2) no 

(RECORD VERBATIM) . 

Wall, that concludo8 ray quo8tion8. Thnk you vary much for your 

time and 888i~t~nco. 
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State 

Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

aCovers the 
1978 until 

SMALL CITIES' UDAG APPLICATION/FUNDING 

STATISTICS BY STATE: ALL ELIGIBLESa 

Table l-l 

Eligible cities Applicant cities Funded cities 

254 33 20 

78 0 0 

28 4 0 

344 14 10 

63 19 13 

130 11 5 

10 2 1 

29 2 1 

127 5 2 

387 31 15 

0 0 0 

87 4 0 

537 33 19 

264 15 10 

550 25 24 

401 9 9 

period from initial UDAG applications and awards in 
October 1982 and applies to small cities listed by 

HUD'S Office of Management in September 1982 as meeting minimum 
standards for physical and economic distress. Small cities that 
meet these distress standards are considered to be potentially 
eligible for UDAG. These cities must also demonstrate results 
in achieving certain equal opportunity goals before submitting 
their first application. 

68 



APPENDIX IV APPENDIX IV 

State Eligible cities 

Kentucky 225 

Louisiana 218 

,Maine 17 

Maryland 77 

Massachusetts 12 

Michigan 241 

Minnesota 434 

Mississippi 224 

Missouri 639 

Montana 77 

Nebraska 357 

Nevada 3 

New Hampshire 1 

New Jersey 52 

New Mexico 55 

New York 336 

North Carolina 298 

North Dakota 233 

Ohio 434 

Oklahoma 405 

Oregon 74 

Applicant cities Funded cities 

12 11 

17 9 

7 6 

6 2 

10 8 

29 13 

21 13 

18 7 

30 16 

3 0 

4 1 

0 0 

1 0 

17 8 

4 3 

75 49 

31 9 

11 4 

26 15 

29 14 

5 0 
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State Eligible cities 

Pennsylvania 574 

Rhode Island 3 

South Carolina 178 

South Dakota 236 

Tennessee 199 

Texas 526 

Utah 68 

Vermont 37 

Virginia 118 

Washington 97 

West Virginia 164 

Wisconsin 243 

Wyoming 17 

Applicant cities 

54 

2 

12 

11 

31 

55 

4 

4 

11 

5 

17 

15 

0 

Funded cities 

28 

2 

10 

3 

15 

18 

1 

2 

5 

2 

11 

8 

0 
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SMALL CITIES' UDAG APPLICATION/FUNDING STATISTICS 

BY STATE: ELIGIBLES WITH POPULATIONS UNDER 2,500a 

Table l-2 

State 

Alabama 

Alaska 

Arizona 

Eligible cities 
with pops. under 

2,500 Applicant cities Funded cities 

192 8 4 

78 0 0 

11 1 0 

Arkansas 290 6 3 

California 22 3 1 

Colorado 106 1 1 

Connecticut 2 0 0 

Delaware 24 0 0 

Florida 83 0 0 

Georgia 295 5 1 

Ilawa i i 0 0 0 

Idaho 74 3 0 

Illinois 445 6 3 

Indiana 204 1 1 

Iowa 505 5 4 

,' Kansas 359 0 0 

~ "Covers the period from initial UDAG applications and awards in 
1978 until October 1982 and applies to small cities listed by 
HUD's Office of Management in September 1982 as meeting minimum 
standards for physical and economic distress. Small cities that 
mrzct these distress standards are considered to be potentially 
f* 1 ig ikJlf? for CJI)RC;. These cities must also demonstrate results 
in achievinq certain equal opportunity goals before submitting 
thtzir first application. 
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State 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New Hampshire 

New Jersey 

New Mexico 

New York 

North Carolina 

North Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode Island 

Eligible cities 
with pops. under 

-2;500 

167 

159 

1 

62 

0 

171 

398 

169 

552 

63 

339 

3 

0 

13 

41 

211 

218 

227 

339 

339 

61 

356 

0 

Applicant cities 

2 

2 

0 

2 

0 

9 

12 

5 

4 

2 

0 

0 

0 

1 

0 

12 

11 

10 

3 

5 

1 

5 

0 

Funded cities 

2 

1 

0 

1 

0 

4 

8 

1 

1 

0 

0 

0 

0 

0 

0 

6 

3 

3 

0 

2 

0 

2 

0 
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State 

South Carolina 

S'outh Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West Virginia 

Wisconsin 

Wyoming 

Eligible cities 
with pops. under 

2,500 

126 

222 

144 

381 

61 

29 

94 

86 

132 

206 

17 

Applicant cities Funded cities 

5 4 

7 1 

9 1 

14 2 

2 1 

0 0 

2 0 

2 1 

5 0 

8 5 

0 0 
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UDAG INFORMATION FYLER TO SMALL CITIES 

APPENDIX'V 

UDAG WILL AWARD $100 MILLION TO 
SMALL C/T/ES FOR ECONOMIC 

DEVELOPMENT THIS YEAR. 
The Urben Development Action Grent progrem her grented $516 million to 470 rm8ll cities. 

UDAG mede these projects possible. 

A new motor Inn and health spa opened in Earf Liverpool. Ohio, in New York Air Brake. the I8rgarl employer in Warertown. New York, 
AULIUS~ 1992 with 70 rooms and 0v.r 90 new jobs. The developer and needed lo rehabilitate and expand its obsolete plant. The company 
Ionder inwstad $2.9 million, and the city is dividing its $780.000 worked with stats and cily staff to prepare the application. and UDAG 
Action Oran, between new waler and *ewe, lines and l second granted fhs city $6.5 million to reduce the financing cost, saving 
mortgage loan for construction of the project. 1400 jobs and creating 400 new positions. 

DOWNTOWN FIX-UPS SHOPPING CENTERS 
When 28 merchant8 and I local bank agreed to invest in upgrading 
their properties. UDAC l uJrded $800.000 lo Gulhris. Oklahoma. to 
replace sldrwrlks. install new lighting. build a park and provide 
parking. The UDAG project triggered a ncond gun1 for Guthrie’s 
historic dlslrict. Combined. the grants will increase annual tax 
rw.“uw by over $146.000. 

Its retail core had been deteriorating for severrl years when Bell 
Gardens. California. received a $2.7 million Action Grant Both the 
city and a local bank will lend funds to I downtown shopping center 
which will Jdd over 200 jobs in a Hispanic neighborhood. 

The Federal Government is helping tm~ll cities sfimulate investment. mete jobs and improve the local economic environment. 
Find auf how you can epply . 
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UDAG can provide various kinds of financing: 

l Loans 
l Intomst Subsidies 
l lease Financing 
l Equity Invastmonts 

How the knds flow: 

:~~~~~~i~~~ 

0 
0 0 

0 u 0 
()o()oooooooooooooooooooooooooooooo 

Action Grant funds have (I ran#s oi uses: 

l Sltr Improvamon~ 
l Now ConstructIon 
l tndutirlrl L Commorckl ftohabilltatlon 
l Water Mains I Sorrs 

l Machlnory L Flrod Equlpmont 

The Action Grant Program Is ftexlble: it cm be tailored What do you need to pet an Action Grant? 
to f/t your needs: 

l A projoct which creates jobs. 
l UDAO flnancos krgo I small projects. 
l Terms am no~otkblo. 

l Rosponw is qukk. 
l Tech&al l sslstinco Is rvallrbk from HUD. 

l At lust $2.50 of private funds for each $1.00 of UDAG. 
l Evidence that the pro)ect needs the grant. 
l Firm, prlvrtr financing commitments. 
l A project that increases tax mvenurs. 
l A project ready to proceed. 

for more information: 
A l 

1r 
H.U.D. Office of Action Grrntr 
451 7lh Street. SW. 
Warhin,gton. D.C. 20410 
(202) 755.6290 
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HUD'S TECHNICAL ASSISTANCE CONTRACTS 

As noted in our report, officials from the Office of UDAG 
cited four major ongoing technical assistance contracts and one 
new contract aimed at increasing local economic development 
through the UDAG and other federal programs. Two of these con- 
tracts emphasize general economic development initiatives at the 
state government level, while the other three focus on assistance 
to particular cities and projects. Overall, two of these five 
contracts put explicit emphasis on increasing the participation 
of small cities in the UDAG program. 

The first of the state-oriented contracts was awarded in 
July 1982 to the National Development Council for the HUD- 
sponsored Small Business Economic Revitalization Program. This 
program is designed to create new permanent private sector jobs 
and increase local private investment in existing industrial and 
commercial small businesses by helping the Governors' offices of 
20 selected states establish their own self-sustaining economic 
development capacity.1 One of the council's specific tasks is 
to train and assist state economic development professionals in 
how to use federal economic development programs, such as the 
UDAG program, to leverage private sector dollars or support the 
financing of a suitable commercial/industrial project. 

The second technical assistance effort oriented to the state 
government level is HUD's contract with the National Association 
of State Development Agencies, awarded in September 1982. The 
18-month contract aims to improve the ability of five selected 
state governments2 to support local economic development, pro- 
mote outreach to small cities, and coordinate available federal, 
state, local, and private resources. This effort emphasizes the 
use of UDAG and Community Development Block Grant funds in ways 
that maximize the complementary use of state and private sector 
resources. As part of its contract, the association is to 
establish an ongoing information exchange to provide all state 
development agency directors with regular information on the 
programs and approaches developed within the project. 

HUD's contract with the Mexican-American Research Center, 
Inc., is aimed at providing UDAG technical assistance directly to 
city governments. This 18-month contract, awarded in September 
1982, is designed to stimulate employment and economic develop- 
ment among the Mexican-American population in 12 metropolitan 

'The states selected were: Arizona, Arkansas, Florida, Illinois, 
Maine, Maryland, Massachusetts, Minnesota, Mississippi, Mis- 
souri, Nebraska, Nevada, New Jersey, New Mexico, Ohio, Oregon, 
Pennsylvania, South Dakota, Utah, Washington. 

2The states selected were: Kentucky, Louisiana, Michigan, 
North Dakota, and Oklahoma. 
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cities located in Arizona, California, New Mexico, and Texas. 
The research center and the participating cities have identified 
specific minority business ventures which will make use of the 
UDAG or Community Development Block Grant Program as partial 
funding sources. Since all of the selected cities are classified 
as "metropolitan," this effort will have no direct effect on 
small city UDAG participation. 

HUD'S fourth technical assistance effort deals, in part, 
specifically with small cities. The contract with Halcyon, Ltd., 
began in July 1980, has encompassed four principal tasks: (1) to 
revise the sections of the UDAG application dealing with pro- 

' jected jobs and tax benefits so that cities could provide more 
realistic, specific, and comparable information, (2) to develop 
and implement a strategy to increase small city participation in 
the UDAG program, (3) to provide assistance to selected eligible 
metropolitan and small cities that do not have the technical 
capacity to plan , package, and submit a competitive UDAG applica- 
tion, and (4) to assist selected projects that have received UDAG 
funding but have had implementation difficulties. With regard to 
small cities, Halcyon prepared a report to the UDAG office on the 
problem of small city participation, developed an information 
flyer for small cities (see app. V), and provided technical as- 
sistance to 47 small cities from April 1982 through July 1983. 
This assistance focused on resolving problems with projects that 
had already been submitted for consideration or had been funded. 

In June 1983, HUD began a 12-month contract with McManis 
1 Associates designed to provide training and technical assistance 
~ to distressed communities which are eligible to participate in 

the UDAG program but have not done so. McManis Associates will 
( conduct eleven 2-day workshops across the country. About 100 

participants--primarily from small cities--will be invited to 
each session.3 These regional workshops will provide partici- 
pants with techniques for identifying potential development proj- 
ects as well as information on UDAG policies and procedures. 
McManis Associates will also provide local followup workshops 
with about 70 of the cities that participated in the workshops 
and that have been identified as having potentially fundable 
projects. These workshops will be held in each of the selected 
cities and will include city officials, developers, and finan- 
ciers. Further, followup assistance for specialized technical 
assistance will be provided on demand to about 20 to 25 of the 

~ cities selected for the local workshops. 

3The regional workshop locations have been announced as: 
Birmingham, Ala.; Sacramento, Calif.; Ann Arbor, Mich.; Kansas 
City, MO.; St. Louis, MO.; Cincinnati, Ohio; Johnstown, Penn.; 
Dallas-Ft. Worth, Tex.; San Antonio, Tex.; Newport News, Va.; 
and Madison, Wis. 
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UDAG APPLICATION EXCEPT ON TAX INFORMATION 

b. Taxes 
Asseat 

- Using the following instructions work with your jurisdiction’s Tax 
(or Finance and Rvenue) Office to complete llDAG FOC(M 5. YOU will 

need to refer to the canpleted UWG FQFM 4 and information on tax abatement, 
tenancy, sguate footage by use and projected sales in the project. 

UCAC E’0Hl 5--lax Revenues--seeks an estimate of the net increase in tax 
revenues that the applicant jurisdiction will realize fran the proposed 
WAG project. Applicants may elect to use alternate methods for estimat- 
ing changes in real property tax revenues or other tax revenues, provided 
that the estimating method and calculations are shown and explained. 

Section 1 of ths form-Real Property Iaxes--determines the taxes that will 
the project when it is canpleted. If the UIIAG project only 

invgves capital equipment accuisition enter *N/A” in Items la b c c¶ 
and f and “0” in item le. Otherwise, danplete these items and &t&z ‘N/i” 
in Item lg. 

Item la is the market value of the project upon canpletion, estimated by 
sard tax appraisal procedure. Fbr multiphase projects, show the 
estimated value of tht! project upon cunpletion of the final @ass. State 
the estimate in current dollars. he reasonable estimate of market value 
is the sum of land value and estimated construction cost. 

Item lb is the fractional tax ssseswrent rate. 
fran tax assessor’s off ice. 

This rate can be cbtained 

Item lc is the product of Items la and lb. 

Item Id is the naninal tax rate for the UMG project use. Include only that 
]F.or of the rate for taxes that will accrue to the local jurisdiction and 
its school board. Exclude that portion of the rate that will 8ccrus to 
-ial districts or other levels of government. The tax as6es6or can supply 
information on naninal tax rates. In a multiple use project, sane jurisdic- 
tiars may have different tax rates or assessment rates for different uses. 
In these casest the calculations in Items la through le should be run 
separately for each group of uses that is at a different rate. 

Item le is the product of lc x Id. 

Item If is the average tax abatement that will be received by the project 
TGGFTFie next 20 years. If no tax abatement will be offered, enter “G”. 
Gtherwise sun the amount of tax reduction that the tax abatement schedule 
prescribes for each of the first 20 years after project ccsmencement. 
Divide the sum by 20, and enter the resulting quotient. Include the tax 
abatement schedule in the application narrative. 

%%*than 20 years. 
Explain method of calculation and duration of payment for PIWT 

Item lh is the amount of project-related special assessment and special 
diatrt tax revenue that is expected to be generated in the first full 
year after project canpletion. 
jurisdiction will receive. 

CYomt only revenue that the applicant 
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Item li is the amount of real property tax that the UCAG project parcels 
generate as presently developed. If the parcels currently generate no 
tax revenues, e.g. because tky are held by a goverrrnent or non-profit 
organization, enter (0). The amovlt of the current tax bill for each 
project parcel can be obtained fran the tax assessor. 

Item 11 is the total of Item6 le - If + lg + lh - li. 

Section 2 of the foronn-4ther Taxes--determines the likely changes in other 
tax revenues that will result from ths UDAG project. Include only taxes 
levied by the applicant jurisdiction and taxes returned to the applicant 
jurisdication (e.g., by the state) by a legally mandated formula. If the 
state legislature decides annually on the aK>unt of incane or sales tax 
to return to ths applicant jurisdiction, rather than using a legally 
fixed percentage, do not count these tax revenues. Exclude all Federal 
taxes. 

Items 2a through 2c seek the sales tax impacts of the project. Include 
%y the drink” taxes in sales tax. If no sales tax is levied by or 
returned by formula to the applicant jurisdiction, enter “N/A” in Item 
2c. If an alternate calculation method is used, do not include sales 
tax changes to new/increased expenditures by emplopTand businesses 
or fran sources other than businesses moving to or from or retained on 
the UDAG project site. 

Item 2a is the sales tax generated by new businesses located in the UDAG 
project. Exclude businesses moving to the site fran another site within 
the applicant jurisdiction. 

Item 2b is the change in sales tax generated by businesses moving to or 
franc project site. Be sure to precede the entry with a 9” sign if 
sales tax will increase or a “-” sign if it will decrease. If any busi- 
ness will relocate within the awlicant jurisdiction but off the project 
site and will not suffer a loss in sales due to its move, do not consider 
this business when cunputing sales tax changes. Similarly, do not consider 
any business moving to the project site frm elsewhere in the applicant 
jurisdiction and not experiencing an increase in sales tax revenues. 

Item 2c is the sum of Items 2a + 2b . 

Item 2d is the business inccme tax impact of the UDAG project. If no 
buss income tax is levied by or returned by formula to the appli- 
cant jurisdiction, enter ‘N/A” in Item 2d. Be sure to show the method 
and calculation6 used to estimate incane taxes. Include incane taxes 
of new businesses, plus the increase in incune taxes of business moving 
to or expnding at the site, less the loss in income taxes for businesses 
currently on the site that will discontinue or relocate outside the 
applicant jurisdiction. 

73 



APPENDIX VII’ * APPENDIX VII 

Item 2e is the average net change in personal property taxes that the 
~~~ejuri6diction will realize in the first 20 years of the proj- 

IncAtie personal property taxes on new businesses at the 
site, ant &I businesses locating at the site from outside the aFplic!ant 
jurisdiction, and the increase in taxes for businesses expanding currently 
on the site. Personal property tax is reduced each year as the property 
is depreciated. %he tax on I given type of property has a life cycle 
that start6 with purchase and continue6 beyond the enC of the deprecie- 
t ion per iod to obsolescence and replacement. Ideally, one should canpute 
the average annual personal property tax across the property'6 life cycle 
for each type of property, then sum across the different types. This 
method is burdensane, therefore many local revenue department6 and tax 
a66esmnent offices use rules of thunb to estimate likely personal E;rOperty 
tax receipts from a project. Please show and explain your estimating method6 
and CCXTIpUtatiOlU3. State estimates in current dollars, ignoring inflation 
ef fecte. 

ltem 2f is the net change in hotel inventory, business franchiee and mercan- 
zzs that the applicant jurisdiction will realize once tb WAG project 

Use current tax rates in making this estimate. Include taxes on 
newly cr;ated businesses and businesses moving into the applicant jurisdiction, 
plus increase in taxes due to business expansion, less taxes lost due to the 
discontinuance or departure fran the jurisdiction of businesses currently 
located on the WAG project cite. 

Item 2g is the place to show any other type of tax revenues that the UDAG 
project will generate for the awlicant jurisdiction. Show the nature and 
amount of each tax. Exclude fees for service such as license or permit 
fees that cover the costs of inspection. 

Item 2h is the sun of Items 2c, 2d, 2e, 2f, 29. 

Section 3 is the total of Item6 lj and 2h. 
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WAG l[;OFd 5 Tax Revenues 

APPENDIX VII 

Instructions: This form obtains the net increase in tax revenues that the applicant 

jurisdiction expect8 to receive due to the proposed WAG project. It counts only 

taxes levied by or returned by a set formula to tk applicant. In this form, ccm- 

plete all items that ye applicable to the proposed project. On a separate page, 

incluk a narrative description of the basic assumption6 and techniques used in 

calculating these figures. If an item is not applicable to the proposed project 

insert “N/P. Refer to the preceding Instruction Sheets if further guidance is 

needed. 

Section 1 Real Proper.ty Taxes 

a. 

:b. 

lc. 

d. 

e. 

f. 

9* 

Lstimated tax appraisal of project’s 
market value upon canpletion 

Itactional tax assessment rate 

Assessed value of project upon cunpletion 
(8 x b) 

Naninal tax rate of the local jurisdiction 
and its school board for the WAG project 
use, excluding portion of tax rate allocated 
to SWCiti district6 or jurisdictions other 
than applicant 

Estimated real property tax revenues to 
be paid to applicant before any tax 
abatement (c x d) 

knount* 

s 

% 

/$1000 
of assessed value 

$ 

If tax abatement6 are qzplied, estimate the 
average annual amount abated over 20 years 
according to abatement schedule (count for 
years with no abatement) 

$ 

payment in lieu of taxes [pilot] (average annual s 
mount over 20 year time period) 

*&u&e information on fiscal improvement on an estimate of circunstances in the 
first year after ccsqletion of the last phase of the UDAG project. 
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Amlmt 

h. Expected revenues fran special assesments 
ad special tax di6tricts that will result 
from this project 

i. ‘Iax bill in current year for project Farcel(s) 
as presently developed 

j. IaAL: Change in property tax revenues 
paid to local goverment (e - f + g + h - i) 

$ 

Section Z Other Taxes: Changes in other tax revenues levied by or returned by formula 
to applicat jurisdiction as a result of this UtAG project. Exclude all Federal taxes 

8. 

b. 

C. 

d. 

e. 

f. 

Sales tax generated by new businesses 
am5 levied by or return=by formula 
to applicant jur idiction 

Change in Eales tax generated by 
businesses moving to or from WAG 
project site or exp3nding at the 
site; indicate “t” or “-” 

hat Changes in sales tax levied 
by or returned by formula to 
applicant jurisdiction (atb) 

Net change due to UDAG project in 
business incane taxes levied by or 
returned t;y formula to a@ icant 
jurisdiction 

Average net change in personal 
property taxes (over a 20 year 
pr iod) levied by or returned by 
formula to applicant jurisdiction 

Net change in hotel inventory, 
business franchise and mercantile 
taxes levied by or returned by 
formula to a@icant jurisdiction 
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9. Change in other taxes, excludinq 
fees for service (e.g. permit fees) 

s 

Nature of Tax 
$ 

h. lotal other taxes (2c + 2d t 2e + 2f t 29) S 

Section 3 ?O!IAL: Net change in tax revenues of applicant jurisdiction due to UDRG 
Project (lj + 2h) 

SiTAL: $ 

Certification 

I hereby certify that this form accurately reflects the likely fiscal impact 

of the proposed prcject. 

Chief Tax Assessor or Chief F’iscal Officer 

. 
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U.S. DEPARTMENT OF I-KMJSlNG AN0 URBAN DEVELOPMENT 
WAsHINGToN.D.C.20)10 

or. J. Ikxter Peach 
Director, Fbmurces, Ckmnunity 

and Fccmomic Rwelqxntmt Division 
General Accountinq Office 
441 G St. N.W. born 4915 
Washfnqton, D. C. 20548 

Dear Mr. Peach: 

We have reviewed the draft report prepared by your Off ice entitled “First 
Cmpleted UlY4G Projects Meet Most Expectations, Rut Reamkeeping and Small 
Cities’ Participation Are Fmhlems” and transmitted to Secretary Pierce on 
Septenher 8, 1983. C)ur comnents and suqqestions reqardinq that report are 
included in the attached materials. 

If vou have anv questions or need any additional inform&km, please 
omtact me. 

Assistant Secretary 

Enclosure 
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INTROlWCTION 

APPENDIX VIII 

Our response to the GAO report entitled "First Completed UDAG 
Projects Meet Most Expectations, Rut Recordkeepinq and Small 
cities Participation Are Problems." includes two sections. In 
the first section we have responded to each of GAO's recommenda- 
tions on three proqram issues: the need for more accurate infor- 
mation on the outcome of completed IJDAG projects: the need for 
assistance to small cities; and the need for a clear policy to 
determine the status of UDAG repayments. Our purpose in this 
section is to indicate actions to be taken to respond to the con- 
cerns raised hv GAO. 

In the second section, we have commented on certain portions of the 
text of the report to provide additional information which will en- 
hance understandinq of the proqram by clarifyinq certain points. 
[See GAO note below.] 

HtJD RHSPONSE TO GAO RECOMMENDATIONS 

Information Svstem 

GAO Recommendation 

In Chapter 2 (entitled "More Accurate Information Needed On The 
Outcome of Completed IJDAG Proiects"), GAO recommends chanqes to 

~ UDAG'a information system. Specifically, the report states: 

We recommend that the Secretarv require HUD's UDAG 
information system to (1) record each UDAG project's 
expected qoa3.s accordinq to the qrant aqreement or 
its amendments and (2) use additional, available 
information provided hv grantees on qoals realized up 
to the time HUD considers a project complete. 

HUD Response 

The collection and reporting of accurate information on the qoals 
and Performance of funded IJDAG projects has been a concern of HUD's 

~ since the inception of the proqram. We are constantly refininq and 
~ modifvinq our information systems to assure that our project data 

is complete and timely. 

~ We have, in fact, already taken several steps to implement the 
) first part of GAO's recommendation. Within the last two years we 
~ beqan placinq certain basic information on a project's expected 

qoals on the cover sheet of Grant Aqreements and amendments. 

[GAO note: The second section of HUD's comments were of a minor 
technical or editorial nature. Consequently, they 
were not reproduced in this report, but the comments 
were recognized where appropriate.] 
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These fiqures are entered into the computer and can be retrieved to 
use in comparinq a project's final performance aqainst its stated 
soals. Consideration was qiven to aoinq back into the data base 
for projects funded prior to the implementation of this new 
procedure and extractinq the relevant data on expected qoals for 
those proiects as well. This was determined not to be cost 
effective especially in liqht of the proposed severe cuts in WAC's 
ADP hudqets for fiscal vears 1984 and 1985. 

We are also usinq this data as a manasement tool. In the summer of 
1982 we made chanqes to the Quarterlv Monitorinq Report (QMR), 
document which provides an analysis to HIJD staff in Central and 
field offices of the data provided bv srantees on their Quarterly 
Proaress Reports(OPR). The QMR now includes each project's qoals 
and current status per the QPR vis-a-vis those qoals. This 
enhances our monitorinq capabilities by providinq manaqers with a 
tool to quickly assess the proqress of each project and to take 
appropriate actions where projects are not proqressinq as they 
should. 

Tn April 1983 we implemented a number of chanaes in the application 
review process. One outcome of those chanqes is that we can now 
obtain more accurate and timelv projections on projects durinq and 
immediately after the selection round. 

In the second part of its recommendation on information systems, 
GAO urqes that HUT, "use additional available information provided 
bv qrantees on qoals realized up to the time HUD considers a 
proiect complete.” 

We are now in the process of expandina the automated information 
system to support the proqram's closeout and completion 
activities. This new system will re-inforce and inteqrate the 
existinq tools to collect final project data such as the final QPR. 
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Ml1 Cities 

In Chapter 3 (entitled “Manv Small Cities Mav Need Help to LSecure A UDG 
Award"), CM makes four recomne ndations intended to improve the rate of 
'participation of small cities in the IlPG p-am. The recommendations and 
HUD's responses follcrw. 

ir;AO Reccfsnendation 81 

Establish a central outreach plan that outlines small city 
participation aoals and objectives, and establishes criteria 
for selectina small cities for technical assistance. 

HUnResponse 

HUD is takinq a ntir of steps to further its outreach and technical assis- 
tance efforts for small cities, and we believe that they have alreadv bequn to 
produce results. Since GAO collected and analyzed the data for this report, 
HUD has: 

- sent flyers specificallv tameted to small cities to all such cities now 
eliqible for the proqram; 

- implemented a new application form; 

- continued with several existinq technical assistance contracts and 
sicmed additional ones; 

- established a reqional coordinator in the field structure with responsi- 
hilities for outreach and technical assistance: and 

- comleted additional trainina for field staff. 

While the text of the CA0 report makes mention of these thinqs it does not 
analyze the imct of HITITs action on the issues which concern the GAO. We 
believe that the inpact has been significant as illustrated hv the recent 
chanaes in the fundinu situation reqardinq small cities. We therefore do not 
klieve that a plan, per se, is called for at this tine. 

!kD announced the April small cities fundinq round containinq 76 projects with 
458.5 million of Action Grant funds. 
Bins $57.5 million. 

In Julv, HUD announced 84 proiccts total- 
'Ihe Julv round included the larqest nwher of proiects 

ever announced for small cities and one of the hiqhest dollar awards of any 
small city fundina round. For the first time in the history of the proqram we 
Have announced fundina of more than the 25% mandated set-aside for small cities 
in the first three fundinq rounds of this fiscal year. rXlrina FY 1983, a total 
of 241 pmjects with $170.3 million was announced. 
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Headauarters will also retain the follmina national contracts: 

(1) National Ilevelopnent Council (NlXY) administers for the l%artment the 
Small Rusiness Economic Revitalization (SRR) program. A siqnificant element of 
this proqram is the traininq of local economic develonnent professionals in 20 
states to enable the local officials to identifv and packaclc? UDAG projects; 
especially small citv pmiects. Over the next two years, the nu&er of States 
Darticipatincl will double. 

(2) Malcynn is the TJIYC master contractor. The obiective of the contract is 
to use the expertise of a multi-discipline? team to assist distressed cities 
plan and packaue fundahle 1JlIW Droiects, a nd to work with cities which have 
trouble ivlementinq a proiect after thev receive preliminarv approval of a 
Want. Since manv mnre small cities have a difficult time in all phases of the 
IJDAC: prcqram than larqe cities , a larqe percentaae of Halcyon's time is spent 
on assistinq these small cities. 

(3) National Association of State Wvelopmnt Aqencies 
(NASDA) 'T%e nuke of this contract is to assist five states to inprove their 
ahilitv to helblocal clovemments use CDRG and UlYG funds for economic 
developrw?nt, in wavs that compliment the use of other state resources and 
mximixe the leveraae of Drivate fiollars in a project. 

(4) WManus Associates was hired bv the Wxrtment. specificallv to familiarize 
small cltles with the UI'MG proqram. They will hold eleven 2 day conferences 
across the counter. On the first ilay, the rwicmal traininq workshops will 
address techniques for identifyina, prorcotina and nackaqina viable comrcial, 
industrial, and residential dcvelopnent pmiects (incluilinq market assessment, 
locational evaluation, financinq concerns, participant identification) and the 
ITW role in convertins marqinal projects into viable undertakinqs (U'MG 
participation requirements and their rationale). 'IBe second day will be 
+voted to individual consultations with representatives from communities which 
have potential projects under consideration. Attendance will be limited to one 
or twn persons from each of about sixtv to seventy carmunities. State 
comnitv Aeveloanent officials anii MJl7 Area Office economic development 
*cialists will be invited to attend. In sclme cases countv and/or reaional 
planninq aqencv officials who suprt small comnities in their areas may be 
ar3pronriat.e attendees. Follow up on site assistance can be uiven on recruest by 
small cities. 

'These national contracts qive HTJY, the flexihilitv to assist small cities on an 
as needed hasis. 

CM Recomnenilation #2 

Establish a list of the most economicallv distressed small 
cities that have never amlied for a 1mG or have applied 
without success in order to identify them for mssihle 
information and, if apr>ropriate, technical assistance. 
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lwn Resoonse 

T%is is not a proper role for HUD. The IllYG procram is by law a national 
-titian. We cannot famr one city over another. It is a local decision 
whether to applv for mG assistance. It is the obligation of this Office to 

~ prorote the prcxqram and provide program information. As the data indicates, 
the larqest nu&er of small cities is under 2,500 in elation, includinq manv 
severely distressed cities. It is likely that development opportunities may 
not be available in these cities. We cannot and should not try to create 
development opportunities where thev do not exist. We only have a limited 
staff and limited technical resources available to assist cities with all 
phases of the UQAG process. We have made the decision to concentrate cur scant 
resources on viable UMG deals. As noted in the description of the NlX 
contract we have also emhasized the State's role in assistinq small cities. 
Beyond the assistance HUIJ can provide, every small city can use UP to 3% of its 
qrant toward hirinq experts to help them nlan and packaqe UDAG deals. 

CM Fkcorrrnendatim t3 

Ikvelop a canprehensive set of UDAC, information outreach 
materials to help nmmote the proqram amlnq small cities 
and the private sector. 

There are alreadv a n&r of informational materials that promote the proqram 
to the private sector. We aqree with CM that additional materials are needed 
for small cities and we are takinq several steps to meet that reed. We are in 
the final staqes of publishinq a handbook for small cities. It will provide 
the cities with information in non-technical lanquaqe and has two major 
objectives: (1) to acquaint small cities with the develmnt process and (2) 
to tell them what the T’IIX\G prowam is and how to aoPly for a qrant. We are 
also in the initial stases of developinq carrprehensive case studies. These 
case studies will help cities of every size better understand the UIXG proqram. 

CA0 Mndation 114 

wvelop and test a streamlined application form for use 
bv small cities. 

HUD Response 

UDAG has inlolementeil leqislative and administrative procedures to streamline 
the entire IITY\G application/award process. These actions have met with 
widespread local approval. These sim>lifications includerl eliminatinq A-95 
State and areawide reviews, Mifvinq citizen participation requiremnts, 
remnvinq requirements for suhnittinq a separate cormunitv develorxnent plan and 
substitutinq certifications for full documentation of con@iance with historic 
preservation requirements. Additionally, a new shorter application form is 
twins used which contains exam>les, definitions and clearer instructions, while 
requestins that the aIx9ication be a -joint product of the private sector as 
well as the citv. 
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TDXIZ economic develoyxn?nt officials have welcomed these chwqes, seeinq them 
as acceleratins their development efforts, and citinq savinqs in time and 
paperwork. Bwelopnent officials estimate that the chanqes ITEN save a nrlnth’s 
time in qettinq an application to HUD. Iixal officials point out that the 
careful neclotiations with private developers and the close involvement of PUD 
proqram staff in reviewinq deals inproves the quality of the application. We 
do not believe that further streamlininq of the ~~BCXSS is needed or addresses 
the problem that faces small cities in the UMG proqram. What is called for in 
the new application form is the minimum amount of information needec7 by MJD to 
make informed fundinq decisions. 

UMG Repavments 

Chapter 4(entitled "Clear Solicv Needed to Btermine 
Pelonq to Cities") includes recomnendations a&d at 
reqardinq UJ%G repavments. 

CM Recamnenfiations 

Ve recomnend that the Secretary of Housinq and Urban lkveloplrent: 

When UIYG Repayments 
clarifyinq HUD's policies 

- Aevelon and issue policv quidance, as expeditiously as 
possible, on when TJMG repayments should be considered 
city money, and 

- establish consistent LJMG repayment requirements. 

HUD Pesnonse 

As projects are now reachina the closeout staqe, requirements for the treatment 
of TJJMG loan repavments as prcqram income, and the use to which the repayments 
are to be put, vary dependins on the terms of the qrant aqreement involved. 
7hose variations are in oart due to the flexibility of the UWG proqram in 
neqotiatinq aqreemnts on a case-bv-case basis, dependinq on the nature and 
financinq arranqemints of the particular pmiect, and to an amendment to the 
requlations aiMinq the present proqram inoame provision in liqht of leqislative 
amen&rents to the prmram in 1981. Cmlete consistency for all UWG projects 
in reqard to the use of repayments is not therefore to be expected nor 
necessarily desirable. 'To the extent apparent inequities are presented, HUD 
has in fact amended some outstandins aqreenents retroactivelv on the advice of 
CCC that this is permissible within certain limitations. Prospectively, grant 
aqreements have hail standard provisions added for the past year to promote 
further uniformity. In addition, anticipated amendments to the proqram 
rctaulations will further clarifv the requirements. wndinq their issuance, 
policv quidance on closeout problems of existinq cases in this reqard will he 
transmitted to rMG recipients throuqh HUD field offices. 
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