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gram is an experiment to see whether effec-
tive policy and plans can be made for the
econamic, social, and environmental growth
and development of Appalachia. The Com-
mission considers its program a model for the
Nation and recommends the concept be ex-
panded to a nationwide system of multistate
commissions,

However, problems with
--program planning and evaluation,
--fund allocation procedures,
--internal controls, and

—-monitoring State expenditures

need to be resolved before the experiment is
expanded to serve as an effective model.
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To the President of the Senate and the /ﬁu)b
Speaker of the House of Representatives _-

This report discusses the Appalachian Regional
Commission's administration of nonhighway programs from
program inception in 1965 to }978 and discusses problems
and issues that need to be resolved by the Congress, the
Office of Management and Budget, and the Commission before
the Appalachian experiment can be expanded to a nationwide
system of multistate regional commissions.

We are sending copies of the report to the Director,
Office of Management and Budget; the Secretary of Commerce;
the Federal and States' Cochairmen of the Commission; and the
heads of several State and local government agencies which
participate with the Commission in planning and carrying out

Comptroller General
of the United States



COMPTROLLER GENERAL'S SHOULD THE APPALACHIAN REGIONAL
REPORT TO THE CONGRESS COMMISSION BE USED AS A MODEL
FOR THE NATION?
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Ahe Appalachian Regional Commission believes
its efforts warrant expansion to a national
system of multistate regional commissions, It

.
P . -,

has been projected that such a program could
cost the Federal Governpgfnt an additional §1.5
to $2 billion annually. Aowever, GAG—soneludes
that such expansion would be premature until
the problems and unresolved issues discussed

in this report are thoroughly considered;,

Despite the Commission's contributions to
appalachia's progress, seven problems limit
accomplishment of national objectives:

--The ~ommission's planning policy allows
individual States to omit from their plans
common regional problems which originally
justified the program.

--Inadequate written guidelines for State
and district planners permit State plan
deficiencies to continue.

--Unquantified program goals and objectives at
all planning levels (multistate, State, and
substate) are not sufficient to measure
progress and determine successful achievement.

~--Allocation procedures may have underfunded
some States while overfunding others.

--Serious grant administration problems have
resulted from inadequate internal procedures
and lack of Federal agency cooperation.

--Commission policy does not adequately address
declining State financial share of the Com-
mission's nonhighway programs and increasing
use of supplemental funds to replace other
unavailable Federal funds.

Tear Sheet. Upon removal, the report
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ASSURANCE NEEDED THAT FEDERAL
FUNDS ARE DISTRIBUTED
EFFICIENTLY AND EQUITABLY

The Commission should use its regional develop-
ment planning process to establish specific

goals in terms of acceptable education, employ-
ment, health, housing, income, and other standard
of living levels. This will provide better as-
surance that the Commission's funds are being
allocated to the States effectively. For exam-
ple, efficient and equitable targeting of the
Commission's funds between 1965-75 may not

have occurred. Tennessee and West Virginia,
which continue to experience severe development
problems, received an inordinately low per capita
nonhighway allocation, while Maryland and South
Carolina received a high per capita allocation
when all 13 States are measured by a consistent
index of relative need. (See pp. 48-51.)

INTERNAL PROCEDURES AND (NTERAGENCY
COOPERATION NEEDED FOR EFFECTIVE
ADMINISTRATIVE CONTROL
OVER_FEDERAL FUNDS

Using Federal agencies to administer and spend
most of the Commission's funds appropriated to
the President requires a well-designed internal
control system, aggressive management attention,
and adherence to the terms and conditions of
interagency agreements. The Commission has ex-
perienced numerous problems in this regard and
has been only partially successful in resolving
them. GAO found, for example, that:

--As of March 1977, of over 5,000 projects
funded by the Commission between 1965-75,
only 454 had been officially closed out.

--Many projects approved early in the program
continued to be treated over a decade later
in an open status. The Commission was unable
to document adequately that funds approved for
some projects had been spent.

--No reasonable estimate existed as to the

extent that Federal agencies may have dis-
bursed Commission funds in excess of grantee
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PROGRAM EVALUATION EFFORTS NEED
EXPANSION AND HIGHER PRIORITY

The Commission does not yet have a complete
project and program evaluation system iden-
tifying project benefits, measuring program
effectiveness, and linking the results to
ongoing planning and project selection.
However, several important benefits have
been achieved.

The Commission should define more clearly

what each State's evaluation capability should
be, set target dates by which that capability
should be in place, establish a long-range
fiscal plan addressing future _Federal and State
commitment to the program, and make provisions
to evaluate program effectlveness within a
reasonable period of time.

The Congress should amend the Appalachian Act
to require the Commission to evaluate the
impacts of its projects and programs. (See
pp. 99 and 100.)

AN UNFINISHED AGENDA

The Commission's definition and concept of a
regional development plan, which the Senate Com-
mittee on Public Works encouraged it to prepare,
appears inadequate. For example, the Commis-
sion's first such plan does not contain specif-
ic enough projections -of unmet needs and the
quantified objectives, targets, and time frames
necessary to meet those needs. Until the Appa-
lachian Regional Commission addresses these

and other issues, its resolution calling for a
national system of multistate commissions
patterned after it will not be convincing. The
Appalachian Regional Commission is not yet a
model for the Nation. (See p. 102.)

AGENCY COMMENTS

The Commission disagreed with most of GAO's
report. The Office of Management and Budget
disagreed that it should intervene in problems
the Commission has experienced in closing out
projects and enforcing interagency agreements.
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CHAPTER 1

INTRODUCTION

"Regional economic development of Appalachia is
required not only to extend the benefits of American
prosperity to the citizens of this neglected region.
Such development will also be of direct and indirect
benefit to the rest of the Nation."l/

In 1965 the Appalachian Regional Development Act (40
App. U.S.C. 1-405) was passed which established the Appala-
chian Regional Commission (ARC). The act began an experiment
in Federal-State-local development planning aimed at correct-
ing economic and social imbalances between Appalachia and the
rest of the Nation. The Appalachian experiment tests whether
the Commission (13 Governors and a Presidential appointee,
the Federal Cochairman) can make effective policy and plan
for the growth and development of a multistate region. The
program since 1970 has provided about $300 million annually
in PFPederal grants to carry out ARC policies and plans affect-
ing 397 counties and 13 States. A map of Appalachia as
defined by the Appalachian Regional Development Act of 1965,
as amended (hereafter referred to as the Appalachian Act),
appears on page 4.

The Appalachian Act focused on the need to invest in the
total resources of a region--its people, natural resources,
physical facilities, and its institutions of government--in
order to promote overall growth and development. The act's
ultimate objective is to eliminate Appalachia's need for
special Federal assistance.

EVENTS LEADING TO THE
COMMISSION'S CREATION

Planning for the growth and development of large multi-
state regions originated in 1933 when the Federal Government
created the Nation's first multistate planning agency, the
Tennessee Valley Authority. At the same time, the Federal
Government began providing funds for States to undertake
long-range, comprehensive planning efforts, particularly
for public works projects. Thirty years later, these two new
concepts—-comprehensive State planning and multistate re-
gional planning--were combined to produce the Appalachian
Regional Commission.

1/5. Rept. 13 (89th Cong., lst sess.), p. 2 (1965).



President Kennedy to appoint a special task force, the
President's Appalachian Regional Commission, in 1963. The
Appalachian Act was passed within 1 year of the Presidential
Commission's 1964 report.

APPALACHIAN PROGRAM IS UNIQUE

Five factors distinguish the Appalachian program from
other Federal aid programs and regional commissions: (1)
comprehensiveness of approach, (2) role of State government,
{3) amount of funding, (4) method of grant administration,
and (5) broadness of mission. Although the Federal Govern-
ment has established other regional commissions and economic
development programs, none possess all five features.

A comprehensive approach to regional development
addresses both rural and urban problems; includes all three
levels of government; combines planning for human, natural,
physical, and institutional resources; and provides funds
to carry out plans and projects. The Appalachian program
does all of the above.

Unlike most Federal programs, in the Appalachian program
State governments share policymaking authority with the Fed-
eral Government. States prepare annual development plans,
determine geographic and program areas that need assistance,
and recommend projects to receive Appalachian program funds.

Federal appropriations for the Appalachian program since
1965 have averaged about $250 million annually. In contrast,
the seven other regional commissions established between 1965
and 1975 together averaged only $26 million annually, or less
than $4 million per commission per year. ARC is also the
only regional commission engaged in a major multistate public
works construction project--the 2,900-mile Appalachian Devel-
opment Highway System--currently authorized by the Congress
at a level of $2.9 billion through fiscal year 198l1. Even
excluding the Appalachian Highway, ARC nonhighway or "area
development" project approvals--totaling $1.1 billion in ARC
Federal funds between fiscal years 1965-75-~-contrast sharply
with $251 million in approvals by all other commissions
during the same period. ARC's $1.1 billion in Federal funds,
as shown in appendix III, was matched by an additional $2.1
billion in other Federal, State, and local funds in ARC
nonhighway projects.

ARC's method of grant administration is another
distinguishing program feature. Unlike other agencies which
maintain networks of grants management personnel at Federal



headquarters, regional, State, areawide, and even local
offices, ARC does not. Instead, ARC functions as a pass-
through mechanism, transferring most of its Federal appropri-
ations to Federal agencies to administer, and maintains no
offices outside of its Washington, D.C., headquarters. As
discussed in chapter 4, between 1965-75 ARC transferred about
95 percent of its Federal funds approved for area develop-
ment projects to Federal departments and agencies to be
administered through their normal grant-in-aid mechanisms.

Finally, the Appalachian program is unique because of
its broad mission. In carrying out the stated purposes of
the Appalachian Act-—-to promote economic development, assist
in meeting Appalachia's special problems, and establish a
Federal-State-local approach to regional development--ARC
serves as a national experiment, testing whether Governors
and the Federal Cochairman can effectively make policy, plan,
and influence other Federal, State, and local spending to
benefit the region. The Congress intends for Appalachia to
generate a diversified economy, eventually eliminating the
need for separate Federal assistance.

We reviewed these five features of the Appalachian
program~--comprehensiveness, State role, funding, grant admin-
istration, and mission--and discuss our findings throughout
this report.

COMPREHENSIVE REGIONAL DEVELOPMENT
PLANNING HAS NATIONAL SIGNIFICANCE

While comprehensive planning for economic, social, or
environmental problems is not limited to the Appalachian
program (see app. X), ARC's integrated approach is. By com-
bining these elements in a single program, scaling compre-
hensive planning to multicounty, State, and multistate
levels, and providing funds to carry out plans developed on
a regional basis, the Appalachian approach becomes an impor-
tant national demonstration of comprehensive regional de-
velopment planning. Appalachia is the only geographic region
in the United States with all its counties (397) included
in an established system of 69 substate planning districts
funded by a regional commission whose 13 member States have
been preparing and carrying out development plans for over
a decade.

ARC believes its efforts and the results from this
national experiment warrant both continuation and expansion
to a nationwide system. In 1977, ARC adopted resolutions
calling for extension of its nonhighway programs through



Previous GAO reports to the Congress have dealt with the
Appalachian Development Highway System. 1/

This report discusses selected aspects of Appalachian
program effectiveness (chs. 2-5) and how much longer Appala-
chia will need a separate assistance program. (See ch. 3.)
Chapter 6 lists four unresolved issues which will limit ARC's
influence on national development policies.

To answer our questions, we conducted a review between
September 1976 and December 1977, updating some information
as needed through April 1979. This review included work at
ARC's Washington, D.C., office, supplemented by field work
in one State from each of the three Appalachian subregions
(Pennsylvania in Northern Appalachia, Kentucky in Central
Appalachia, and South Carolina in Southern Appalachia) and
one local development district 2/ in each of those States.
These districts, shown on the map on page 4, are the Economic
Development Council of Northeastern Pennsylvania, headquar-
tered in Avoca, Pennsylvania; the Kentucky River Area Devel-
opment District, (KRADD) Inc., headquartered in Hazard,
Kentucky; and the South Carolina Appalachian Council of
Governments, headquartered in Greenville, South Carolina.
Chapter 8 details the scope of our review and our methodology.

l/"Highway Program Shows Limited Progress Toward Increasing

~ Accessibility To and Through Appalachia," (B-164497(3),
May 12, 1971); and "The Appalachian Development Highway
System in West Virginia: Too Little Funding Too Late?"
(PSAD-76-155, Nov. 3, 1976).

2/Local development district is the general term used to
describe substate planning organizations established by
State law and responsible for comprehensive areawide
planning within a multicounty area. Different Appalachian
States use various terms for their districts, such as Area
Development District (Kentucky), Area Planning and Develop-
ment Commission (Georgia), and so forth. For consistency,
this report uses the terms "local development district” or
"district"™ when referring to these organizations.



COMPREHENSIVE REGIONAL DEVELOPMENT
PLANNING: 1TS CONCEPT, REQUIREMENTS,
OBJECTIVES, AND CONSTRAINTS —

To understand why ARC should revise its planning policy
and issue detailed written guidelines for State planning
requires familiarity with four aspects of comprehensive
regional development planning: (1) what it is, (2) what the
law requires, (3) the objectives of such planning, and (4)
constraints against comprehensiveness. The following briefly
discuss these four aspects. The balance of the chapter dis-
cusses how ARC's planning policy and guidelines hamper
comprehensiveness.

Concept. Comprehensive regional development planning is
a systematic process, based on the concepts of regionalism,
comprehensive planning, and development. Regionalism focuses
on geographic areas sharing common characteristics. Compre-
hensive planning combines different categories of more spe-
clalized planning, such as health, housing, transportation,
and economic development, into an overall approach. Develop-
ment is a continuous process of adjustment to economic and
soclal change. The Appalachian program attempts to merge
comprehensive development planning at the local (substate)
and State levels into an overall, multistate approach. Page
11 illustrates this concept and lists six steps in a
systematic planning process.

Requirements. The Appalachian Act requires ARC to
develop comprehensive and coordinated plans and programs,
establish priorities, and develop a planning process linking
district areawide action programs 1/ and State plans into an
overall regional development plan. The Regional Development
Act of 1975 added the requirement for areawide action
programs and referred to a regiconal development plan.

Objectives. ARC planning serves three objectives:
(1) address the common problems identified when the region
was established; (2) influence other Federal, State, and
local plans and expenditures in the region; and (3)

1/An areawide action program is a concept introduced by ARC
in 1975 to describe a comprehensive, long-range district
planning process which produces a single planning document.
ARC intends the document to be used to satisfy the local
planning requirements of other Federal programs as well as
ARC, such as the community and economic development efforts
of the Economic Development Administration and the
Department of Housing and Urban Development (HUD),
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emphasis and which will receive less emphasis in and which
will be omitted from, the State's Development Plan and Program
and a discussion of the rationale for these choices * * *,
(Underscoring supplied.) By unanimous vote, Appalachian

State representatives chose not to adopt a requirement that
they all address the same problems in their State plans and
planning processes.

In terms of discretion and flexibility given to indi~
vidual States, ARC's 1977 planning policy is even less re-
strictive than the policy which governed Appalachian planning
during the program's first 12 years. In 1977, just as in
1966, ARC multistate planning was largely the accumulation of
individually prepared State (and to a lesser extent, dis-
trict) plans. As with State planning, ARC policy does not
require districts to address the same problems when preparing
areawide action programs; it only requires that State plans
describe the districts' role in the State's planning process.

Examples of incomplete
State and district planning

We found numerous situations in which Kentucky,
Pennsylvania, and South Carolina Appalachian planning pro-
cesses and documents were incomplete. Because these
documents—--annual State plans, annual State "investment pro-
grams," and district areawide action programs--represent one
of the most tangible products from the planning process, in-
complete plans reflect an incomplete process. Although most
district areawide action programs were in their early stages
in 1976 and 1977, our observations about incomplete State
planning parallel what we found at the district level.

Situation 1l: common problems not addressed

On the surface, the projects which Kentucky, Pennsyl-
vania, and South Carolina submitted to ARC for approval in
1977 (see app. IV) appear to represent a comprehensive
approach to regional development planning. These States, for
example, submitted a total of 299 projects, seeking $60 mil-
lion in ARC funds for 8 broad functional program categories,
with only 1 program area (environment and resources) not
addressed by all States.

A closer examination, however, of the process by which
these projects are generated reveals gaps between plan pre-
paration and project selection. Instead of the systematic
planning process (previously illustrated on p. 11), in which
projects are selected and resources allocated to implement

13



Situation 2: inadequate goals, needs assessment,
and priority setting

We found this situation to be so extensive throughout the
Appalachian program that we reserve most of our comments
dealing with these problems to chapter 3. (See p. 38.) The
following discussion is limited to an overview of these prob-
lems at the State level and a brief comparison of differences
in the extent to which districts set priorities for the
Appalachian program.

ARC written staff comments sent to each of the 13 States
concerning deficiencies in their 1977 State plans reveal the
extent of inadequate goal setting and needs assessment proce-
dures. Page 16 summarizes these comments in a table. It
shows that after 12 years of program operation, all 13 States
were criticized for either submitting plans containing inade-
guate gcal statements or failing to quantify or set priori-
ties among their various development gocals. All 13 were also
criticized for inadequately analyzing or assessing needs upon
which to base goals and objectives. These ARC staff comments
reinforce our finding that incomplete State planning leaves a
gap in the Federal-State-local approach which ARC should be
continuingly improving upon.

Setting priorities within each problem category (housing,
health, education, etc.) and then trying to merge the various
sets of priorities into a single document or integrated list
of priorities is one of the most difficult aspects of compre-
hensive planning. Because Appalachia's unmet needs so far
outstripped the Appalachian program's available funds to meet
those needs, ARC planning policy has from the beginning empha-
sized the need to set priorities. Its 1966 guideline document
"Policies for Appalachian Planning" stated that the distin-
guishing feature of Appalachian State plans must be an ability
to establish priorities among "alternative investments;" that
is, problem categories. ARC's 1978 guidance for preparing
areawide action programs also stresses the importance of
setting priorities.

At the district level, we found that procedures for
setting priorities resulted in project reviews ranging from
superficial to rigorous. The Kentucky River Area Development
District, for example, solicited project proposals from local
government and private sector individuals. During the board
meeting at which the district's project priorities for 1977
ARC funding were to be decided, each board member used the
list of previously solicited projects as a ballot to rank the
projects. Staff compiled the results to produce a final
project ranking.

15



No discussion of the merits of each project preceded the
balloting. According to district staff, no attempt is made
throughout the year to establish priorities of unmet needs
among the 12 problem categories in which the staff specialize.

Likewise, the district's first attempt at preparing
an areawide action program document was based largely on indi-
vidual project submissions from local governments. Priorities
were not established either within problem category or among
categories, only by anticipated year of funding.

On the other hand, both the Pennsylvania and South
Carolina districts used a more rigorous screening process to
select projects and set priorities. Both districts' board
meetings and those of their various advisory committees and
technical assistance panels appeared to give more thorough
attention to discussions of project merit and priority
setting than did KRADD.

The South Carolina Appalachian Council of Governments
(SCACOG) and its assocliated councils 1/ did establish priori-
ties by category of projects and submit them to the Governor
for his final ranking in the 1977 State plan, even though the
district was not yet participating in ARC's areawide action
program. SCACOG, however, did not attempt to merge the four
categories of need (education, health, child development, and
community facilities) into one integrated listing, as did our
sample district in Pennsylvania.

The Economic Development Council of Northeastern
Pennsylvania's (EDCNP's) first areawide action program con-
tained 75 projects with priorities also established within
program categories, as had SCACOG. In addition, EDCNP's plan
integrated these separate categories into a composite list
of all projects, ranked in order of priority from 1 to 75.
The district~-admittedly the only one of the three which at
the time of our visit had received ARC funds to develop an
areawide action program--came c¢losest to ARC's hope for a
single comprehensive district planning document. Based on
our observations of priority setting in the KRADD, prospects
for such a document there appeared unlikely. KRADD and
SCACOG received ARC areawide action program grants during
1978. .

1/5CACOG administers the nonhealth and nonchild development
portions of the Appalachian program, while two separate or-
ganizations (the Appalachian Health Council and the Child
Development Council) are responsible to the State for
health and child development planning, including that for
ARC programs.

17



Situation 3: Other financial resources
ignored or not mentioned

Except for the State's detailed annual list of proposed
projects, which specifies the amount of ARC, other Federal,
State, and local funds to be committed, State and district
plans we reviewed generally did not show how much other funds
are being applied to regional development problems. For ex-
ample, we found little summary data in Kentucky, Pennsylvania,
and South Caroclina ARC State or district plans, other than
specific project proposals, which systematically lays out how
much money Federal, State, and local governments are spending
or plan to spend on Appalachia's problems. Instead of a
comprehensive presentation, State Appalachian plans often
spoke only in generalities about coordination with and
funding commitments from other Federal and State programs.

We consider the situation a problem for the following
reasons:

--Long-range fiscal planning is one of five basic
elements contained in the Federal Government's
generally accepted definition of comprehensive
planning. 1/

~-The Appalachian Act, ARC planning policy (both in
1966 and 1977), and guidelines for district areawide
action programs emphasize that ARC planning is sup-
posed to influence, recognize, and be coordinated
with other Federal, State, and local planning in the
region.

~-The Appalachian State plan's usefulness to other
planners vecomes quite limited because it does not
systematically compare unmet needs with available
resources.

--Failure to document these other resources and how
ARC planning influences them indicates that ARC
planners plan largely for ARC funds only.

--Inadequate documentation gives insufficient credit
to those States and districts which succeed in using
ARC funds to influence the priorities and spending
patterns of other Federal, State, and local development
programs, as the Congress intends.

1/Public Law 90-~577, "Intergovernmental Cooperation Act of
1968," (40 U.5.C. 535(c) (2) (1976)).
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At the local project level, incomplete State long-range
fiscal planning, as noted on page 20, can ultimately lead to
financial dependency on the Federal dollar. For example, Ken-
tucky needed two ARC grants in 1975 and 1976, totaling over
$1.4 million, to reduce operating deficits incurred by a
nonprofit grantee as a result of initiating seven ARC-funded
projects between 1968 and 1971. The Senate Public Works Com-
mittee had expressed concern about the financial capability
of this ARC grantee in 1971 and received testimony from the
grantee stating that it could continue to provide free med-
ical care to a segment of the poverty population in Central
Appalachia without jeopardizing its already tenuous financial
situation. By 1975, however, the grantee needed ARC
assistance to avert a financial crisis.

Our review of ARC's project files and Kentucky project
plans and discussions with ARC staff disclosed that inade-
quate attention to the long-range financing needs of the
grantee, the prospects of financial self-sufficiency, and
possible operating deficits from the ARC-funded projects
eventually contributed to the grantee's need for additional
ARC assistance in 1975 and 1976. Although ARC, Kentucky
health planners, and the grantee were trying to reduce the
future need for such deficit funding, we believe earlier
State attention to long-term financial planning and grantee
financial needs could have averted the need for ARC's
$1.4 million operating deficit grants.

Situation 4: Unmet local needs not
systematically reflected
in State plans

Although district officials and grantees spoke favorably
of the Appalachian program's responsiveness to local needs,
our examination of State plans showed considerable inconsis-
tency and incompleteness in terms of States documenting
unmet local needs. This situation occurred in virtually
every program category.

Such inconsistency in the way different Appalachian
State plans address common regional problems can be seen in
the following example of inadeguate health care and the sev-
erity of unmet health needs. ARC revised its health planning
policy in 1976, requiring States to give greater emphasis to
increasing access to basic health care services in medically
underserved areas throughout Appalachia. ARC's flexible
approach to State planning produced the following results:

21



influence policies and plans for State-controlled programs.
District officials believe that although the process is a
step forward, it must be expanded to include Federal cate-
gorical programs as well. Without such integration, the
availability of these categorical funds will continue to
dictate project priorities and to limit the influence of
district planning efforts.

In addition to the problem of district inability to
influence Federal and State program priorities, problems
can arise at the local level if State and district planning
is not coordinated. Because State plans did not systema-
tically reflect unmet local priorities, the effectiveness
of some projects in ARC's comprehensive health and child
development 5-year demonstration program in Kentucky
between 1970-75 was reduced. 1/ For example:

~~In the early planning stages (1970-71) of an
extensive lé-county multimillion dollar regional
child development project (the Kentucky Infant and
Preschool Project), the State's plan gave low pri-
ority to some services which individual county
planners considered to be of high priority, leading
to State/local tension in initiating services.

--State and district planners encouraged an ARC
and locally funded $828,000 environmental health
multicounty solid waste disposal project (the Ken-
tucky River Garbage and Refuse Disposal District)
without insuring adequate local financial support.
KRADD staff told us that this project's problems
provided valuable lessons about the need to insure
that local governments are willing to support re-
gional projects. Although the project had survived,
at the time of our review three of the district’'s
eight counties were refusing to support the project
and four counties intended to construct individual
county landfills using primarily local funds. These
projects may undermine the fragile financial posi-
tion of what remains from the originally planned
multicounty refuse project.

As indicated earlier concerning incomplete State
planning for housing and education needs, our comments about
the Kentucky Infant and Preschool Project and the Kentucky
River Garbage and Refuse Disposal District are not meant to

1l/See our previous Report to the Senate Committee on Public
Works "Review of Selected Activities of Regional
Commissions," (B~177392, Mar. 26, 1974, pp. 22-28.)
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out problems with State planning efforts, ARC had not
considered issuing guidelines for State planning as of
November 1978.

Examples of recurring
problems in State plans

In numerous instances, States either inadequately
responded to or apparently did not respond to suggestions
made by the ARC staff during the previous year's plan review.
The table on page 16 shows, for example, that 6 of 13 States’
1977 plans were unresponsive to ARC staff suggestions. We
cite the following excerpts from comments to Pennsylvania and
North Carolina in 1977 to illustrate the problem:

"The FY 1976 Update review recommended that for FY
1977 a comprehensive assessment of past investments
in relation to unmet needs to be made prior to making
new public facility and operational program invest-
ments. The FY 1977 Update provides no assessment as
recommended and there is no indication that planning
underway for FY 1978 will provide such an assessment.
The Update provides no discussion of state intent
regarding the FY 1978 Development Plan.

"In addition to a revised assessment of needs, it was
recommended that more quantifiable criteria for selec-
tion of projects within program areas be developed.
This has not been done." (Pennsylvania)

"In summary, the FY 1977 Update * * * does not ade-
guately address the concerns expressed by the Com-
mission in the adoption of the FY 1976 Plan. Speci-
fically, there has not been an assessment of program
facility and service needs and problems supported by
recent data. The result being there is no way to
verify the goals, objectives and priorities
established in the Plan." (North Carolina)

In Pennsylvania's case, ARC staff had expressed the same or
similar criticisms about the adequacy of the State's plans
for 5 out ¢f 6 years between 1972 and 1977.

Pennsylvania's 1977 Appalachian State plan update was
so deficient that ARC sent a task force of its staff to help
State officials prepare an acceptable document. This situa-
tion occurred despite the fact that ARC had provided over
$250,000 in State management technical assistance and planning
grants to Pennsylvania between 1973-77 to increase that
State's planning capacity.
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"Thus far the preparation of the development plans and
project packages has been dominated by the practical
requirements of running a grant-in-aid program. To only
a limited extent has it produced a process and documents
emphasizing the basic objectives of bringing all of the
program components together * * *." 1/

"In many ARC States, the planning function at the State
level was either non-existent or quite primitive, a con-
dition which still exists to some degree." 2/

"Planning requirements have no more originated with the
states or grown out of their felt needs than in any
other grant program. They were proposed by the federal
cochairman and staff and more or less passively accepted
by the states as an inevitable burden of receiving
federal aid * * *." 3/

As late as 1976, a major assessment of Federal aid
programs for economically depressed areas made the following
observation:

"The emphasis on Appalachian multistate regionalism was
to be found mostly in the rhetoric of its proponents,

but little in the operations of the Appalachian Regional
Commission * * *, Although the commission claims to take
subregional goals into account in approving projects, it
is clear that the States prefer to maintain as much
discretion as they can in expending funds." 4/

Mixed reaction to our suggestion that
guldelines will help correct recurring
State plan deficlenciles

ARC staff and State and local district officials had
mixed feelings when we suggested that written planning guide-
lines would help improve planning effectiveness at all levels.
State and local officials generally opposed the idea, while

l/Appalachian Regional Commission, "The Appalachian Experiment
1965-1970," undated, p. B9.

2/Advisory Commission on Intergovernmental Relations, "Multi-
state Regionalism,”™ 1972, p. 213.

3/Martha Derthick (Brookings Institution), "Between State and
Nation," 1974, p. 104.

4/Sar Levitan and Joyce Zickler, "Too Little But Not Too
Late," 1976, p. 97.
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ARC needs to find a more effective means of eliminating
recurring State plan deficiencies.

Fiscal incentives or penalties (for example, additional
planning anéd program funds for States which make substantial
improvements or withholding funds from States which do not)
appear politically impractical as well as unenforceable under
ARC's somewhat guaranteed funding approach. Guidelines,
coupled with the ARC Code and continued ARC staff technical
assistance, is an alternative which could succeed where
previous ARC efforts have not.

CONCLUSIONS

ARC planning policy does not require States to address
the same categories of problems when preparing their
Appalachian development plans. Instead, its policy allows
States to omit problems and program areas from their plans.
Thus, the policy becomes a constraint against comprehensive
planning, unnecessarily adding to those external constraints
ARC has labored under since 1965.

In addition, ARC has not established adequate written
guidelines for State and district planning. Without more
detailed guidance than the ARC Code, no objective criteria
exists to systematically improve weak plans and planning
processes. As it now stands, inadequate guidelines contri-
bute to a weakening of the development planning process,
inefficient and ineffective measures to correct longstanding
State plan deficiencies, and an unsatisfactory situation in
which Appalachian planners compromise the legislative mandate
for comprehensive planning.

The Congress expects multistate regional planning
commissions like ARC to influence future national policy and
planning decisions. Unless ARC can achieve greater consis-~
tency and comprehensiveness in individual State planning
efforts, congressional expectations will be frustrated.
Furthermore, if ARC expects to improve the integrated
planning process which section 225 of the Act requires, or
to serve as the model for a nationwide system of regional
commissions, it needs to revise its planning policy and issue
more specific written guidelines to supplement the ARC Code
for State and district planning. These improvements will
help Federal, State, and local governments to (l) set more
specific goals and objectives for the region, (2) assess the
region's remaining needs more comprehensively and consis-
tently, and (3) allocate resources to meet those needs more
effectively. Chapter 3 discusses the need for better goal
setting and resource allocation.
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CHAPTER 3

ARC SHOULD QUANTIFY ITS GOALS AND OBJECTIVES

AND REEXAMINE ITS METHOD OF ALLOCATING

FUNDS TO THE STATES

"How long a period should be allotted to carry
through on a program and when should we be able to
determine that the Appalachian problem is no longer
self-generating? The answer suggested is one
generation." 1/

"The committee does not intend to create an Ap~-
palachian program in perpetuity. It anticipates
that the benefits of this program will justify
ending the Federal Government's special effort." 2/

ARC has not established quantified gocals and objectives
or specific time frames needed to determine when its efforts
to reduce disparity with the Nation and achieve regional
economic self-sufficiency are accomplished on either a pro-
gram or dgeographic basis. ARC nonhighway program fund allo-
cation procedures provide inadequate assurance that funds are
being distributed effectively and fairly. Without criteria
such as time frames and quantified targets for reducing the
region's remaining problems to acceptable levels, there is

--no objective method to determine when Appalachia,
or variocus portions of the region, no longer need
special assistance;

--no assurance that Federal funds appropriated to ARC
are being used most effectively;

~-=-no constraints to prevent the Appalachian States
from believing the program will go on indefinitely.

ARC should (1) establish quantified regional goals,
specific time frames, and regional standards to determine
when disparity has been reduced to an acceptable level and
self-sufficiency achieved, (2) adopt guidelines requiring
States and districts to quantify their goals and objectives,

1/Thomas A. Ford, ed., "The Southern Appalachian Region: A
Survey," 1962, p. 298.

2/S. Rept. 13, (89th Cong., lst sess.), p. 25 (1965).
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the ultimate goal of eliminating the need for separate
assistance, can thus be summarized in two more specific
goals:

(1) Reduce the region's disparity to acceptable levels.

(2) Reduce excessive social dependency on the need for
public assistance payments by increasing economic
diversification; that is, achieve economic
self-sufficiency. 1/

The Senate Public Works Committee report preceding the
Appalachian program's extension in 1975 commented on the
importance of retaining the concept cf ARC as an agency
of limited duration with a stated mission. 2/

If this program is not intended to run indefinitely,
then specific criteria need to be established to objec-
tively determine when this separate Federal aid program can
be phased out and eventually terminated. These criteria
should be explicit in terms of (1) specific variables such
as employment, education, health, housing, income and poverty
levels, (Z2) specific geographic locations, and (3) specific
points in time. Because Appalachia's economy, like that of
any other large geographic region, is made up of smaller sub-
regional and local economies with each area possessing a dif-
ferent mix of economic, social, and natural resources, rates
and degrees of regional development will vary from place to
place.

1/0ver time, international, national, regional, and local
economic conditions have become so interrelated that
"economic self-sufficiency" is a misnomer. We use the
term here in the same sense as that used by the Senate
Public Works Committee in 1965 and ARC in 1968; that is,
self-sufficiency to the extent that (1) regional unem-
ployment, underemployment, or general underdevelopment
does not require a disproportionate share of national
(Federal) public assistance and other cash transfer pay-
ments to support large segments of the region's population
and (2) enough economic diversity exists to prevent major
upheavals in a region's work force, such as the massive
outmigration from Central Appalachia between the 1930s
and 1960s because of inadequate employment opportunities.

2/8. Rept. 278, (94th Cong., lst. sess.), p. 15, (1975).
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The rest of this chapter discusses the problems caused
by lack of agreed upon criteria--standards for comparison,
guantified goals and objectives by location and by time
frame, and explicit policy provisions--for phasing out and
reallocating assistance from some geographic and program
areas into others.

ARC HAS NOT ESTABLISHED CRITERIA
ON A PROGRAM OR GEOGRAPHIC BASIS

ARC's Federal-State-local planning approach continues
to be incomplete because ARC has yet to

--adopt an explicit regional policy defining accept-
able levels of disparity and self-sufficiency in terms
of specific employment, education, health, income, and
poverty conditions;

--establish more specific goals and objectives for
reducing disparity and achieving self-sufficiency, and
require States and districts to do likewise;

~--clarify which geographic unit (county, district,
Appalachian State part, or subregion) should be used
when measuring progress toward program goals;

-~-specify whether reducing disparity should be measured
by comparing (1) Appalachian and non-Appalachian areas
on a State-by-State basis, (2) Appalachian subregions
and their non-Appalachian counterparts, or (3) the
entire region and national averages: or

~-develop procedures to systematically reallocate funds
by phasing out assistance to urban, metropolitan, and
rural portions of the region which are approaching
or may have reached a stage of development no worse
than that in comparable areas of the nation.

Material submitted as part of ARC's budget justification
hearings since 1974, as well as comments from a senior ARC
staff official, tend to confirm our findings. For example,
ARC's "subregional development strategy" statement for the
Southern Appalachian subregion, prepared in 1974, acknow-
ledged that ARC planned to continue approving projects in
metropolitan and urban areas which had already achieved a
self-sustaining rate of growth and where the impact of ARC's
limited resources would be marginal. ARC's Deputy Executive
Director commented that as many as 140 of Appalachia's 397
counties may no longer require ARC assistance.
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—-~Provide the basic infrastructure to enhance economic
development and to safeguard health.

--Strengthen the ability of local elected and appointed
officials in management techniques.

Such goals are so broad that they could easily apply to any,
if not all, 69 development districts throughout the region.
Consequently, their value for setting pricrities or making
resource allocation decisions becomes meaningless.

Equally ambiguous goals and statements of objectives
were typical of Kentucky, Pennsylvania, and South Carolina
Appalachian State plans which we reviewed. For example:

~~Improve level of community planning and coordination
as it relates to services for preschool children.

—--Improve the design of the systems and tools through
which the State Appalachian program is managed.

~--Reduce to an acceptable level the percentage of
Pennsylvania families living in substandard housing
and blighted neighborhoods.

--Encourage and promote recreational opportunities,
historic preservation, and tourism in the Appal-
achian region,

Comparable open-ended statements appeared in other State
plans which we examined.

As previously noted in chapter 2 with respect to State
plans in general, we found that ARC staff have repeatedly
attempted to get States to be more specific in terms of
quantifying their goals and objectives. The fcllowing com-
ments made to South Carclina in 1977 are typical of ARC
staff comments made to other States:

" * * in almost all health categories the stated
objectives are too broad and too all inclusive to
place special emphasis on one objective over another
one. Rarely were the objectives stated in measurable
terms. Further, the severity of problems or needs
were not differentiated, one from another, or from
one place to another * * * in some instances the ob-
jectives do not reflect the problems which are revealed
by the data. For example * * * the need for dental
services appears to be severe. Yet, access to dental
services does not show up even as an objective, much
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situation in 62 Central Appalachian counties may have
actually worsened, compared to the Naticn, between 1960-80.

If such ARC trend projections prove accurate, the impli-
cations are alarming because they raise a fundamental ques-
tion: Is the gocal of economic self-sufficiency feasible or
realistic for Central Appalachia? And if so, how soon?

In our opinion, the prospect of a worsening poverty
situation after 20 years in the Central Appalachia subre-
gion should have caused ARC to at least analyze why the
situation had not yet stabilized, particularly because Cen-
tral Appalachia's poverty plight was a major justification
for ARC's creation in 1965. Because we found no such ARC
analysis, we conducted our own, using ARC's stated indicators
of self-sufficiency--degrees of economic diversification
and extent of transfer payments. (See 1/, p. 33.)

Our analysis of Federal transfer payments, which include
most types of cash assistance to the poverty population,
clearly shows the lack of self-sufficiency in the Central
Appalachian Kentucky River Area Development District between
1966 and 1974. (See p. 42.) Despite substantial community,
economic, and social development investments by ARC and other
Federal programs over the decade, the level of transfer pay-
ments has remained relatively constant at around 25 percent
of total personal income each year in this district. Like-
wise, the extent of economic diversification has been mini-
mal: only five new plants, employing less than 700 people,
located in the district between 1965-73.

Our 1972 report on Johnson County, Kentucky, raised a
similar question. We noted then that despite $28 million in
Federal grants and loans between fiscal years 1965-69, very
little relative change in the county's income patterns had
occurred. An ARC internal memorandum prepared in response
to the report made the following observation:

"I don't know if one can honestly expect any kind of
major impact yet in Johnson County, even if the
assumptions which underlie the Appalachian program
are valid * * * $26 million is probably a drop in the
bucket for what that county needs and its problems are
not going to be eliminated overnight * * *_ Many of
the people in Johnson County who are most needy are not
going to be reached by the kind of economic development
strateqy underlying EDA [Economic Development Adminis-
tration] and the Commission. At least they are not
going to be reached very soon.”
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Using inadequate housing as an example, if ARC were to
use a more comprehensive regional approach to problem solving
than it currently does, it would need to do the following:

-=-Define specifically what acceptable levels of re-
duced disparity in terms of substandard housing
realistically means for geographic areas as diverse
as the 100-percent rural KRADD and the mixed
metropolitan-urban~rural districts such as in
northeast Pennsylvania and northwest South Caro-
lina, using existing Bureau of the Census, HUD,
and Department of Agriculture criteria for inade-
quate housing in metro, urban, and rural counties.

—-—Require all 13 States and 69 districts to (1)
identify as of the same point in time the extent
of substandard housing in their respective plan-
ning jurisdictions and (2) list all resources
(Federal, State, local, and private) historically,
currently, and projected to be applied to the
problem.

--Clarify as ARC policy whether district and State
planrers should be using for a basis of comparison
(that is, geographic criteria) the extent of sub-
standard housing in (1) the non-Appalachian part
of the State, (2) the subregion, (3) the entire
Appalachian region, or (4) the Nation {exclusive
of Appalachia).

--Require States and districts to develop quantified
targets and time frames for reducing the extent of
inadequate Appalachian housing, using geographic
criteria as established above.

--Allocate ARC's limited housing funds in accordance
with some specific regional policy and criteria,
such as relative need for funds or relative extent
of substandard housing when compared to a prede-
termined State, subregional, regional, or National
average.

--Establish procedures for periodically reallocating
its housing funds as individual districts, States,
and subregions begin approaching predetermined
goals and objectives.

If ARC had addressed regional problems and clarified
its regional policy in this way, particularly on the issue
of what geographic criteria State and district planners
should use as a basis for comparison, we might have found
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the United States. 1/ As the balance of this chapter dis-
cusses, ARC failure to (1) adequately define acceptable
levels of reduced disparity and economic self-sufficiency

on a geographic and program basis and (2) use a more system-
atic approach in allocating Federal funds to the States than
it did between 1965-75, may have underfunded some States
while overfunding others.

ALLOCATION PROCEDURES MAY HAVE UNDERFUNDED
SEVERAL STATES WITH SEVERE UNMET NEEDS

ARC's method of allocating nonhighway program funds to
the 13 States provides inadequate assurance that funds are
being most effectively and equitably distributed. Our
analysis (see pp. 48-51) indicates that between 1965-75,
two States--Maryland and South Carolina--received an inor-
dinate amount of ARC funds when measured by an index of
relative socioeconomic condition, while two other States-—-
Tennessee and West Virginia--received too little.

Because ARC may be allocating Federal funds to the States
to be spent within geographic areas of the region no worse
off economically or socizally than the rest of the Nation,
fewer funds are available to many needy Appalachian commun-
ities, counties, and districts which continue to lag far be-
hind regional or national averages. Such allocation appears
ineguitable and inefficient because it could prolong rather
than narrow the developmental gap for portions of the region.

Allocation formulas desigped

to consider concepts of "equity"
and "fair snare" while guaranteeing
stable annual State funding

ARC attempted to balance the conflicting objectives of
strict economic efficiency (greatest return on investment)
and social equity {greatest need) by designing allocation
formulas in 1965 to meet two practical requirements:

--Provide a fiscal incentive for Governors and
States to support the program by guaranteeing a
relatively fixed amount of ARC funding to each
State each year.

1/0.5. average: 7.7%; Appalachia: 7.7%; Alabama: 7.1%;
Kentucky: 6.4%; Mississippi: 6.5%; North Carolina: 6.0%;
South Carolina: 6.2%; Tennessee: 6.2%; Virginia: 7.1%;
West Virginia: 7.5%.
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Percent

Stability variables:

Proportionate population 28
Proportionate land area 14
Equally to each State 14

Subtotal 56

Relative need variable:
Per capita income
weighted inversely 44

Total 1

o

0

ARC abandoned an individual section-by-section alloca-
tion in 1975 by combining its four major nonhighway programs
into a single category called "area development programs." 1/
This change had two primary objectives: (1) to give greater
flexibility to each State in selecting those functional areas
in which to concentrate its Appalachian funds and (2) to give
additional funds to those areas in the region, primarily
Central Appalachia, that continue to experience the most
severe problems.

In order that no State be confronted with sudden
decreases in funding, ARC designed its 1975 single allocation
formula with a provision that each State would receive at
least 80 percent of the amount it had received in 1974, ARC
allocated the remaining nonhighway funds based on a revised
section 214 formula designed to give slightly more funds to
Central Appalachia and slightly less to the northern and
southern subregions. This 80-20 provision, which also ap-
plied to fiscal year 1976 and 1977 appropriations, was merged
into a single formula in 1978.

Kentucky State planning officials told us that this
single allocation process, the net effect of which was a modi-
fied type of ARC block grant, was an improvement. It allowed
them to move away from the rigidities of function-by-function
planning and devote more funds to those priority areas in which
they felt ARC funds should be concentrated.

l/Section 202, health and child development; section 205,
mine area restoration; section 211, vocational education;
and section 214, supplemental grants.
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1965-75 per kank ina by Ranking by 1976-78 per Ranking by
capita ARC amount of relative capita ARC amount of

nonhighway ARC per capita need nonhighway ARC per capita
State allocation allocation index allocation allocation
Alabama $ 50 1¢ 7 $ 13 12
Georgia g8 6 6 23 [
Kentucky 101 5 1 31 4
Maryland 178 1 11 66 1
Mississippi 117 4 3 42 2
New York 49 11 13 20 8
North Carolina 638 7 ] 22 7
Chio 65 8 1y 19 9
Pennsylvania 29 13 12 7 13
South Carolina 124 2 9 30 5
Tennessee 45 12 5 17 11
virginia 120 3 P 37 3
West Virginia 62 E] 4 17 10

Using ARC actual project approvals from 1965-75 for all
nonhighway programs, except district planning and other sec-
tion 302 (research) funds, our comparison shows a close re-
lationship between ARC per capita allocation and ranking by
relative need in seven States--Georgia, Mississippi, New
York, North Carolina, Ohio, Pennsylvania, and Virginia.

There is a moderate relationship for two other States--Alabama
and Kentucky. However, two States with relatively less ser-
ious problems~-South Carclina and Maryland--~actually received
the highest average ARC per capita investments during the
1965-75 period. At the other extreme, two States with rela-
tively severe developmental lags when compared either to the
region or the Nation--West Virginia and the Appalachian
portion of Tennessee--received some of the least ARC
assistance.

We also found that this disparity in ranking by relative
ARC per capita allocation (Maryland, South Carolina, West
virgina, and Tennessee, in that order) not only continued
between fiscal years 1976-78 but had also been pointed out
in a 1971 study of ARC allocation results to have existed a
decade earlier during 1965-68. (See app. VIII.) To illus-
trate the extent of this disparity, the following chart shows
what would have happened if ARC's actual 1976-78 area devel-
opment program allocations to Maryland, South Carolina, Ten-
nessee, and West Virginia had been distributed equally within
each State on either a district, county, or per capita basis.
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However, our analysis shows that what may appear to be
fair or equitable in principle has produced a highly unequal
distribution of funds over time. ARC's use of an B0-percent
"hold harmless" factor in 1975 without comprehensively
analyzing each State's relative needs or the results of prior
allocations insured that the discrepancies shown on pages
47~48 will continue indefinitely until ARC assures itself
that what it claims is a fair and equitable allocation each
year is also equitable on a cumulative basis over time.

CONCLUSIONS

We were unable to answer one of the three major
questions which our review addressed--how much longer will
Appalachia need a separate Federal assistance program--be-
cause ARC has not established the necessary criteria to
define the Appalachian Act's goals of reducing disparity to
acceptable levels and achieving regional economic self-~
sufficiency on either a program or geographic basis. Despite
progress throughout the region between 1965-75, acceptable
levels of disparity may not be achieved in some geographic
areas for years or decades. Central Appalachia in particular
lags behind both regional and national averages in terms of
education, income and poverty levels, deficient housing, and
other standards of living.

Appalachian goal statements reflected in district,
State, and regional plans are too broad to measure progress
toward stated objectives, to make informed decisions on re-
source allocations, or to know when stated cbjectives have
been accomplished. Furthermore, ARC nonhighway program
fund allocation procedures may have underfunded some States
while overfunding others. ARC's ability to influence either
national policy issues or the flow of other Federal funds
within the region may be limited unless it demonstrates that
it allocates Federal funds to all States efficiently and
fairly.

We believe the use of a relative need index which gives
more explict recognition to the relative severity of each
State's unmet needs, coupled with regional standards better
defining self-sufficiency and acceptable levels of disparity,
would neither restrict any State's selection of growth areas
nor be inconsistent with ARC's strategy of concentrating in-
vestments in areas of future growth where the expected return
on public dollars will be the greatest.



CHAPTER 4

ARC AND THE OFFICE OF MANAGEMENT AND BUDGET

NEED TO RESOLVE PROGRAM AND PROJECT

MONITORING RESPONSIBILITIES

"There is no means of determining the accountability
of many investments once approval of grant is
awarded * * * no easily identifiable and consistent
resource data available to maintain and update the
status of projects * * * inconsistency is found to
exist when comparing the allocation of funds, actual
expenditure of funds by projects, disbursement of
funds, and close out reports."™ 1/

ARC lacks effective administrative control needed to
adequately document and report on the disposition of Federal
funds appropriated to the President. 1In addition, ARC was not
effectively using available reports on the status of Appala-
chian program funds transferred to and disbursed by Federal
agencies so that excess project funds could be promptly iden-
tified, returned to ARC, and reprogramed for other projects.
Furthermore, ARC interagency agreements governing transferred
funds did not specify the responsibilities of each agency for
promptly identifying such excess funds. Federal and ARC staff
operate with inadequate internal control and operating proce-
dures. Finally, because ARC has yet to clarify the roles and
responsibilities of either its internal staff or Appalachian
State and district staff for program and project monitoring,
corrective actions have been uncoordinated, poorly planned,
and incompletely implemented.

External constraints contribute to ARC's internal
problems. Federal departments and agencies administering the
majority of Appalachian program funds often do not comply
with interagency agreements and memorandums of understanding
or respond to ARC requests for project expenditure informa-
tion. Federal agencies disbursing ARC funds transferred to
them have either not promptly returned unneeded or unspent
ARC funds or have disbursed ARC funds in excess of grantees'
apparent need.

Executive Order 11386, intended to resolve such coordin-
ation problems between regional commissions and Federal agen-
cies, has proven to be an inadequate mechanism for solving

1/Excerpt from a 1975 Pennsylvania grant application request-
ing a $24,000 ARC State evaluaticn and monitoring grant.
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had closed out 1/ less than 14 percent of the $1.1 billion in
grants it had approved. Because ARC lacks internal controls,
serious problems have occurred, such as unspent funds
remaining idle for long periods of time. (See pp. 61-63.)

Three external problems contribute to ARC's
unsatisfactory internal project closeout situation:

~--The complexity of maintaining accountability on a
project-by-project basis for ARC funds transferred
to other agencies. (See app. XII.)

-~Federal agency lack of cooperation and noncompli-
ance with the terms of interagency agreements and
memor andums of understanding between ARC's Federal
Cochairman and those departments and agencies,
particularly terms and conditions governing Fed-
eral agency reporting to ARC on the expenditure
of ARC funds transferred to them.

--Absence of suitable mechanisms to resolve inter-
agency grant administration problems, including a
Presidential Executive Order 2/ which delegates to
the Secretary of Commerce responsibility for carrying
out the President's responsibilities contained in
title I, section 104 of the Appalachian Act. This
Executive order requires the Secretary to resolve
policy questions arising between a Federal Cochairman
and Federal departments and agencies.

Because ARC relies extensively on other Federal agencies
to disburse funds, we reviewed ARC procedures for monitoring

1/As used in attachment L (Grant Closeout Procedures) to OMB
Circular A-102, "project closeout" is a general term used
to describe those agency procedures and conditions needed
to determine that (1) grant conditions have been complied
with and (2) all Federal funds have been fully accounted
for. Despite Circular A-102's stated objective of achiev-
ing consistency in Federal regulations pertaining to Fed-
eral grants to State and local governments, OMB officials
told us A-102 had not taken into account situations such
as ARC's, in which funds transferred from one agency are
disbursed by the receiving agency.

2/Executive Order No. 11386, 33 Federal Register (1968).
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-~ARC (not required to return funds annually to the
Treasury because funds are appropriated on a "no-
year" basis) may not be promptly reallocating
unneeded funds to the States for use on other
projects.

The following table and chart show our analysis of ARC's
project closeout situation as of March 1977. This analysis
compares projects approved with project files considered
closed by ARC's Office of Program Coordination and Project
Control Officer. (See app. XI.)

Approvals Percent
Fiscal Project closed out as of of approvals
year approvals March 1977 (note a) closed out

(millions)
1966 $ 49.8 $ 16.2 32.5
1967 78.5 18.2 23.2
1968 84.0 24.4 29.0
1969 69.7 15.6 22.4
1970 125.1 26.8 21.4
1971 108.9 16.6 15.2
1972 153.5 12.6 B.2
1973 137.4 8.2 5.9
1974 124.3 2.1 1.7
1975 141.9 0.0 0.0
Total $1,073.1 $140.7 13.0

(Average)

a/Net of adjustments.
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following up on these reports was undefined. New projects
continuously flow in, are reviewed, and are approved;
however, older projects are not closed out.

We found that although two separate ARC-funded manage-
ment studies in 1965 and again in 1972 pointed out ARC's
need for project closeout procedures, ARC had yet to estab-
lish such procedures. 1/ The 1972 study even pointed out
that often ARC could only make assumptions about how much of
its appropriated funds transferred to and obligated by other
agencies had actually been disbursed, because not all pertin-
ent information was forwarded to Project Control for
insertion in the official project file.

By 1972, substantial backlogs in projects approved but
not closed out had begun to accumulate. Meanwhile, at least
one State had begun to suspect the possibility of substan-
tial amounts of unspent funds from completed ARC projects.
The Office of Finance and Administration developed a method
to identify unspent ARC funds from certain types of projects
and to notify Appalachian States that those funds had been
reallocated to them (step 13). In 1974, the Office of Pro-
gram Coordination and the Project Control Officer began to
systematically identify previously approved projects which
had probably been completed and should have had ARC funds
completely disbursed (step 7), expenditure reports received
(step 10), and documentation placed in project files so that
projects could be considered closed out (step 14).

Although the Budget Officer, Director of Finance and
Administration, and the Program Coordination Office perform
separate but related fiscal and program management func-
tions, each had different perceptions of what constituted a
closed out project. The Budget Officer considered projects
"financially complete" either when Federal agency monthly
fiscal reports showed that ARC project funds obligated had
been 100 percent disbursed, or when agencies sent accompany-
ing information showing undisbursed funds had been deobli-
gated and returned to ARC. The Director of Finance and
Administration would reallocate to the States unspent funds
from projects and so notify the States--in effect, treating
projects as completed--regardless of whether or not Program

1/"A Report on System Development in Support of Early Opera-
tions for the Appalachian Regional Commission,”"™ System
Development Corporation, Sept. 1965, p. 123; and "Report
on Paperwork Management Practices of the Appalachian
Regional Commission," Office of Recocrds Management,
National Archives and Records Service, Geheral Services
Administration, Aug. 1972, pp. 35-36.
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States after approval, or underruns between estimated costs
approved and actual costs incurred. The remaining 65 percent
of closed out projects consisted of either (1) projects in
which no difference existed between amount approved and amount
disbursed or (2) projects which had overruns. We did not
examine project overruns because ARC's Alternate Federal Co-
chairman was already studying those problems and because we
were more interested in procedures used to detect unspent
funds from project underruns.

We also analyzed Federal agency construction and equip-
ment grant fiscal reports submitted to ARC to determine
whether project disbursement data routinely received by the
Budget Officer (step 11) could be used as an "early warning"
monitoring procedure to identify projects for potential
closeout, particularly projects with unspent funds. We iden-
tified the amount of funds by project reported as undisbursed
as of those dates and examined previous months' agency re-
ports to determine how long there had been no change in dis-
bursements for particular projects. The following examples
are typical of our findings:

-~Five hospital or public health construction projects
in West Virginia and Virginia, approved between July
1968 and June 1971, showed no change for $655,518 in
ARC funds undisbursed for periods ranging from 2 to
5 years as of March 1977.

--Thirteen water, sewer, or sewage treatment or dis-
posal projects in nine States, approved between
1966-72, showed a total of $965,292 undisbursed for
over 3 years as of June 1976.

--Three recreation facility projects in Maryland and
West Virginia reported $213,497 in undisbursed funds
for 2 or 3 years as of September 1976. One project
had been approved in June 1969, the others in 1973.

--One water system project in Tennessee showed $54,000
undisbursed for over 3 years as of January 1977.

-~-Four airport construction projects in New York,
Pennsylvania, and Tennessee approved in 1972 and 1973
showed $174,227 undisbursed as of February 1977 with
no change in disbursements in over 2 years. An Ohio
project approved in 1968 showed $74,238 undisbursed
for over 2 years. One West Virginia project had
$66,441 undisbursed for nearly 8 years.

--Twenty-three housing site development loans in six
States and two technical assistance grants showed
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Consequently, we noted that in November 1977, HUD
submitted a monthly report to ARC with 181 construction pro-
jects showing ARC funds fully disbursed. Some projects had
been reported monthly as having been fully disbursed for over
5 consecutive years. Apparently neither the ARC Budget Of-
ficer nor Finance and Administration staff had (1) questioned
the continued reporting of these HUD projects, (2) made
arrangements to forward such information to Program Opera-
tions staff, (3) inquired whether Program Coordination and
the Project Control Officer had received final expenditure
reports for these projects, or (4) taken action to initiate
project closeocut. For 4 consecutive years, HUD had also
reported 22 site development loans fully disbursed, 25 other
loans and grants with $563,131 undisbursed, and 12 loans and
grant projects with $225,813 undisbursed for 2 or 3 years
before ARC's Budget Officer finally took action in February
1977 to recover $600,000 from HUD. Both HEW and Interior
also continued to report fully disbursed projects to ARC for
long periods of time.

Interagency agreements are not working

ARC relies on formal written agreements and negotiated
verbal arrangements to obtain the Federal agency's project
expenditure infermation. Although written agreements have
been negotiated, the orderly closeout of projects has not
occurred because the agreements

--were usually negotiated at the department level
but often not complied with by those agencies
which administer ARC projects and

--contained a general provision that expenditure
reports be in sufficient detail to permit a
reasonable review of (program and project) ex-
penditures but did not describe the specific
details needed for a proper review.

ARC needs detailed final expenditure reports for each
approved project to determine if funds are spent according to
the terms and conditions of project approval. Because inter-
agency agreements were not specific and ARC did not period-
ically review Federal agencies' compliance with those agree-
ments, agencies sent ARC either fiscal reports (step 11)
which could not be reconciled with project expenditure
reports (step 10) or expenditure reports with insufficient
detail for ARC review. Instead of the final expenditure
report required by the interagency agreement, some agencies
sent final audit reports, computer listings of project costs,
or even ad hoc listings of completed projects.
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ARC has yet to define State and district
project monitoring responsibilities

A fourth factor contributing to the backlog of ARC pro-
jects is the unspecified role of Appalachian State offices
and local development districts in monitoring a project
after ARC approval. As shown in appendix XII, fiscal and
program reporting of Federal disbursements and grantee ex-
penditures (steps 7-12) generally bypasses State and district
offices. We found that the Appalachian Code does not address
the topic of State and local administration after project
approval. Also, ARC does not have procedure manuals or other
written guidelines to describe the system to State or
district staff.

Changes in State Governors and accompanying turnovers
in administrative personnel leave each new administration
with the accumulated inheritance of hundreds of ARC projects
submitted in prior years, all in various stages of comple-
tion. Although ARC staff provides assistance to State staff
on preparing plans, submitting projects, and meeting ARC
program requirements, the Appalachian Code does not address
State and local postapproval grant administration or
project closeout responsibilities.

Local development district staff are continuously
involved in helping grant applicants cope with Federal pro-
gram requirements, soliciting local proposals and projects
which would qualify for Appalachian program assistance, and
submitting grantee applications to the Appalachian program
State office. None of the districts we reviewed, however,
became involved in monitoring Federal disbursements to local
grant recipients, submission of grantee expenditure reports,
or ARC project closeout activities.

When we discussed the need for more systematic monitor-
ing with Appalachian program officials, Pennsylvania and
South Carolina had a different opinion about what a district's
project monitoring responsibility could or should be. For
example, South Carolina district officials thought a formal
ARC system was unnecessary because either Federal officials
made site visits to ARC grantees or because State agencies
monitored those projects and programs administered through
the State. Pennsylvania officials thought the Appalachian
program could be improved if funds were provided for project
monitoring.

Pennsylvania's 1975 application for an ARC State evalu-
ation and monitoring assistance grant (see p. 53) detailed
numerous problems with the State's ability to reconcile ARC
fund allcocations with project expenditure and Federal fund
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even though it had approved over $520,000 in grants
to 12 States.

--Prior to providing funds to the States, ARC did
not adequately define what each State's monitoring
capacity should consist of nor set a time limit for
having that capacity in place.

--Planning and Evaluation Office staff, not previously
involved in obtaining final expenditure reports from
Federal agencies, apparently had not advised any of
the States that the absence of guch information was
a critical factor preventing Program Coordination and
Project Control from closing out projects.

Furthermore, ARC had not instituted any reporting system
to provide each State with a comprehensive listing of prior
year projects which had been closed out and all ARC funds
either spent or recovered. ARC relied instead on a piecemeal,
single project by single project notification system.

We were unable to determine the effect these grants may
have had in reducing the backlog of ARC projects not closed
out in Kentucky, Pennsylvania, or South Carolina, because at
the completion of cur fieldwork in March 1977, none of the
States had implemented a monitoring system or hired staff.

We followed up our fieldwork by reviewing incoming
correspondence and State monitoring grant progress reports
submitted by various States. The reports did not indicate
whether State staff were actively seeking final expenditure
reports for projects not yet closed out, or had requested a
listing of closed out projects from Program Coordination or
Project Control. States were using project information
obtained from ARC's Office of Finance and Administration.

The following example from Tennessee illustrates two
deficiencies which will limit ARC's ability to implement
an effective State project monitoring system: (1) incomplete
ARC planning by not adequately involving Program Coordination
in the system and (2) lack of internal ARC coordination by
sending States only disbursement information.

Tennessee's monitoring and evaluation coordinator sent
inquiries to ARC's Director of Finance and Administration in
November 1976 listing 46 construction projects which the
State claimed were either "closed,” "in the process of term-
ination,"” or "should be closed since all were approved prior
to FY 1974." Using disbursement data from HUD, Environmental
Protection Agency, FAA, and ARC grantees for 13 projects and
ARC disbursement data from Finance and Administration for the
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Status a¢ of March 1978, of Tennassee's 1976 Requeat to ARC

for Confirmation of Recoverable Funds for Reallocation

Number of Undisbursed Funde Results of ARC Followup or Funds Resllocated to State

Projects Claimed by State Federal Agency Action as of March 1978
2 § 69,919 Previously closed out by § 0

ARC based on final expendi-
ture reports showing funde
fully disbursed.

5 47,692 Already notified of recov- 40,743
ery by Federal agencies.

1 79,750 Withdrawn by State. Funda 79,750
subsequently reallocated,

1 12,000 Federal agency later con- 0
firme recoverable funda.

1 34,970 State previously notified 2,176
of reallocated funds.

11 330,114 Subsequent Federal agency 0
fiscal reports indicate
funds fully disbursed.

7 211,298 No Federal agency reaponse 0
to AC request for final
expenditure reports.

1 330,607 Conflicting or incomplete o
intormation from Federal
agency indicates over
$251,000 may not have been
obligated. Awaiting final
expenditure report.

7 170,094 Federal agencies have ceased 4]
reporting status of funds to
ARC. No final expenditure
reports to confirm recoverable
funda, if any.

3 112,842 Federal agencies later report 0
changes in accrued expenditures
and disbursements. One project
indicates recovery of $762
rather than $17,880 cited by

State.

1 12,346 State not entitled to recover 0
funds under applicable ARC
policy.

3 146,320 Projects still being reported 0

with undisbursed funds identical
to those identified by State.
One project shows no disburse-
ment for nearly 6 years.

2 15,947 Incomplete followup by Program 0
Operationg ataff. $13,125 could
have been reallocated if State
had been notified to request
reallocation.

1 1,906 Federal agency notified ARC of 0
recovery in 1970. ARC did not
notify State.

46 $1,375,805 $122,663
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which the Federal Government by law or regulation was
not permitted to pay.

--Various Federal agency final expenditure reports were
either confusing or said nothing about the specific
information ARC staff needed to apply its underrun
policy.

--Some projects were closed out without recovering
excess funds while others were held open for years
after receipt of final expenditure reports because
excess funds were so substantial that staff could not
recommend closeout without some attempt to recover
these funds.

We identifed at least 14 health construction projects
in 7 States in which ARC closed out the project file without
recovering any excess section 214 funds, although our compu-
tations showed that over $2 million should have been recov-
ered if the underrun recovery policy had been strictly
applied. Of these 14 projects, 5 in Pennsylvania totaled
over $1.1 million,.

We identified two other Pennsylvania health construction
projects awaiting closeout (one completed in 1971, another
in 1974) in which over $452,000 in excess section 214 funds
should have been recovered. Both projects involved situa-
tions in which the Federal agency administering the projects
had increased its funds in the project, permitted the grantee
to pay less than agreed to at time of ARC approval, and
disbursed 100 percent of ARC's funds.

In discussing this situation with ARC staff, we were
advised that the Pennsylvania State agency administering
ARC-funded health construction projects had often increased
other Federal (HEW) funds in the project after ARC approval,
while allowing grantees to pay less thanh originally agreed
to. The agency submitted final expenditure reports showing
ARC funds fully disbursed, even though some or all ARC funds
should have been considered excess and returned under the
terms of ARC project approval. Because of the proportion-
ately fewer final expenditure reports received from other
States and other HEW regional offices, ARC staff were unable
to determine how extensive this situation may be in other
States. For example, ARC received no response to a request
for information from the HEW Atlanta office for final
expenditure reports for 57 construction projects in Tennessee.

The following example from West Virginia illustrates a

questionable application of ARC's underrun policy and failure
to recover excess funds, particularly since the grantee's
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Strict application of the recovery policy would have
required the Federal agency to return the entire $500,000 be-
cause the grantee, originally committed to paying $13.5 mil-
lion in eligible costs, actually paid $2.5 million less.
Although the project file contained no explanation or docu-
mentation of "special circumstances," ARC apparently reasoned
that since the grantee paid an additional $2.5 million in in-
eligible costs, some undue financial hardship would befall
the grantee if the $500,000 in ARC funds already disbursed was
recovered. No such explanation appeared in the project file.
We noted that while the grantee's total costs, both ineligible
and eligible, were $7,416 less than originally agreed upon,
no attempt was made to recover even this amount.

The flow of final expenditure reports from completed
section 214 projects into ARC (app. XII, step 10) appeared to
be completely random, varying from State to State, agency to
agency, program to program, and even from one regional office
to another within the same program. Consequently, the uni-
verse of completed and closed out section 214 projects as of
March 1977-~less than 200 projects~-was not necessarily
representative of the over 1,600 section 214 projects funded
by ARC as of June 1975. As a result, we were unable to obtain
an adequate statistical sample to make valid projections about
how often or how much excess ARC funds may have gone or will
likely go unrecovered from projects approved between 1965-75.

We concluded that ARC could not begin to accurately
estimate how much section 214 money over a decade may have
been disbursed by Federal agencies in excess of project needs
because (1) ARC had no internal auditor or other independent
audit function to perform this type of monitoring and (2) Pro-
gram Coordination and Project Control staff were already .
devoting substantial effort just to obtain final expenditure
reports.

In October 1977, the Director of Program Coordination
noted the following in a memorandum to ARC's Executive
Director:

"There is mounting evidence that in any underrun, or

in any situation where other federal funds have been
increased, the DHEW action has allowed reduction of

the local share in violation of terms of ARC approvals."

The Director of Program Coordination also summarized this
problem in a January 1978 staff paper which stated:

"If the basic agencies * * * would be consistent in
alerting ARC of impending closeout actions and could
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STATE MAINTENANCE OF EFFORT
AND LOCAL LEVERAGING OF OTHER
FEDERAL FUNDS: UNRESOLVED ISSUES

Up to this point, we have discussed problems with ARC
procedures for following up on the disposition of Federal
funds appropriated to the President. 1In addition to those
problems, ARC also has not adequately monitored State fin-~
ancial support for the Appalachian program. The balance of
this chapter discusses our findings regarding (1) ARC moni-
toring of State expenditures, a function mandated by the Con~-
gress in 1965 and reemphasized in 1975, and (2) increased use
by the States between 1971-76 of section 214, supplemental
grant funds, not to supplement other Federal funds but more
often as a full 100 percent of the authorized Federal share
of project costs. In both situations, we have made specific
recommendations to ARC. 1In addition, the Congress should
amend section 221 of the Appalachian Act pertaining to State
maintenance of effort requirements.

Decline in State share
of ARC project costs

The Congress amended the Appalachian Act in 1975 to
reemphasize its original intent that ARC should monitor State
expenditures. 1/ Section 221 of the act contains a main-
tainance of effort provision to ensure that the States not
view the act as an opportunity to divert from Appalachia
those State funds which would have been spent had the Appa-
lachian Act not been enacted. The introductory portion
of this section reads as follows:

"No State and no peclitical subdivision of such State
shall be eligible to receive benefits under this

Act unless the aggregate expenditures of State funds
* * * are mailntalned at a level which does not fall
below the average level of such expenditures for its
last two full fiscal years preceding the date of
enactment of this Act * * *_ "

(Underscoring supplied.)

Section 221 of the act thus requires States to maintain
the same level of expenditures in the Appalachian portion of
the State as the State averaged in 1963 and 1964. 1In 1966,
the ARC Code required States to submit an annual list of
their expenditures in the Appalachian region. We examined
ARC's procedures for monitoring State compliance with the
requirements of section 221 of the act and the ARC Code. Our

1/40 U.s.C. 224(c) (1975).

75



ARC Project Approvals by Source of Funding
as a Percentage of Total Eligible Costs

Fiscal Other
year ARC Federal State Local Total
(percent)

1966 35.8 23.9 19.7 20.6 100
1967 29.0 26.7 16.1 28.2 100
1968 25.5 25.5 17.1 31.9 100
1969 26.4 22.4 20.3 30.9 100
1970 38.5 l6.4 12.4 32.7 100
1971 34.0 21.7 12.6 31.7 100
1972 36.4 31.0 5.9 26.7 100
1973 5.8 20.7 11.6 31.9 100
1974 36.3 26.4 8.2 29.1 100
1975 31.9 26.7 10.7 30.7 100
Average 33.1 24.4 12.5 30.0 100

When the Appalachian Act was extended in 1975, the
Congress added a new section 225 calling for the States to
link their Appalachian planning to the State budgetary pro-
cess. We found that the ARC Code does not contain explicit
instructions for States to follow in describing in their an-
nual Appalachian plans just how Appalachian programs or
projects are incorporated into State fund allocation
decisions,

Except for an overall provision governing State spending
at 1963~64 levels, ARC's Code neither (1) addresses what
share of nonhighway program costs the States should be con-
tributing annually ncor (2) requires each State to contribute
annually a specific minimum share toward projects it sub-
mits for Appalachian program funding. As indicated by the
preceding table and the graph on page 78, the States' share
of eligible proiject costs declined from an average of 16.6
percent between 1966-70 to an average of less than 10 percent
between 1971~-75, while local financial support remained con-
stant at 30 percent during the decade. The States' share de-
clined further to an average of less than 7 percent between
1976-78. We gquestion whether this trend in declining State
support is in xeeping with congressional concern.

ARC reviews the hundreds of projects submitted by
Appalachian States each year for compliance with the Appala-
chian Act and Code. These proiect-~by-project reviews, how-
ever, do not examine whether individual States are making
an adequate financial contribution to the overall program.
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In our opinion, State financial participation in ARC projects
and programs is inadequately monitored and not sufficiently
addressed in the ARC Code.

Is State financial
support adeguate?

Lack of State financial support can contribute to the
need for additional Federal funds to continue services initi-
ated with ARC and other Federal funds and supported almost
exclusively through local financial efforts. For example,
special legislation was enacted in 1977 to prevent many ARC
child development projects from terminating. These projects,
which had operated for 5 years, had been funded almost
exclusively by the Federal Government and local communities.
The following table illustrates that the Appalachian States
contributed less than 2 percent between 1971~-75 to child
development programs whose total cost was $208 million.

Source of Funds For ARC Section 202
Child Development Programs, Fiscal Years 1971-75

ARC Other Federal  State Local Total
1971 7,048,929 10,257,943 70,008 574,879 17,951,759
1972 18,946,001 33,484,859 148,850 2,053,564 54,633,274
1973 17,467,184 10,269,712 49,000 3,607,319 31,193,215
1974 25,675,804 20,907,106 613,016 6,269,158 53,465,084
1975 25,134,627 11,657,538 2,409,816 11,781,101 50,983,082
$94,072,545 $86,577,158 $3,290,690 $24,286,021 $208,226,414

45.2 41.6 l.6 11.6 100.0

The 1977 legislation authorized ARC to continue its support
of child development projects for an additional 2 years,
bringing the total to 7 years instead of the previously
authorized 5 years.

(ARC,

other Federal, State,

Our analysis of funding patterns by source of funds
and local) for all ARC section

202 health and child development project approvals through
fiscal year 1975 1/ also disclosed the following:

~-Nearly 57 percent of ARC section 202 funds were

not matched with any State or other Federal funds;

1/Total ARC section 202 funds were $314.3 million.
appendix V.
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Section 214 funds provide a mechanism to realistically influ-
ence the decisionmaking process of other Federal programs

by directly or indirectly influencing the direction and lo-
cation of Federal expenditures on particular projects. Fed-
eral funds which may otherwise bypass communities unable to
provide matching funds can be influenced by, and ultimately
directed to, those communities through the use of section

214 funds.

An amendment to the act in 1971 allowed ARC to use
section 214 funds as 100 percent of the Federal funds in a
project where Federal agencies certified that no funds were
available. The amendment placed no quantitative limitation
on the extent to which section 214 funds could be s0 used.
This amendment was needed because of the advent of revenue
sharing, consolidation of categorical programs accompanied
by reduced Federal appropriations to these programs, and
difficulties in getting Federal agencies to reorder prior-
ities even when ARC could provide matching funds to partici-
pate in a program. ARC's section 214 policy clearly indi-
cates that this authority to use supplemental funds as "first
dollar" money (that is, in lieu of unavailable other Federal
funds) be used only in extenuating circumstances. Since the
1971 amendment, ARC has allowed a substantial increase in
section 214 first dollar grants, as the table following
indicates.

Amount of Section 214 Supplemental
"First Dollar" Grants as a Percent of Total Section 214
Approvals and as a Percent of Total ARC Approvals {note a)
Fiscal Years 1971-76

214 first dellar
as_a_percent of

Fiscal Amount of Amount of total Amount of 214 Total  Total 214
year total approvals 214 approvals first dollar approvals approvals  appreovals
------------------------- {(milliong)-———---=--mememm e m——— e {percent)
1971 $110.2 $ 37.6 $ 0 - -
1972 153.8 50.8 1.4 .9 2.8
1873 137.3 38.9 6.7 4.9 17.2
1974 121.5 36.6 16.1 13.3 44.0
1975 144.0 52.7 19.4 13.5 36.8
Subtotal
1971-75 $666.8 $216.6 $43.6 6.5 20.1
1976 128.1 56.6 23.6 18.4 41.7
Total
1971-76 $794.9 $273.2 $67.2 B.5 24.6

|
I
|

a/Excluding section 302.
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and an evolution toward a program which may be regarded by
the States simply as an additional source of Federal funds.

CONCLUSIONS

ARC lacks adegquate internal procedures and arrangements
with Federal agencies to ensure that excess project funds
are systematically identified and promptly recovered for cur-
rent and future use, Many projects approved early in the
program—--1966, 1967, and 1968--continued to be carried over
a decade later in 1977 in an open status.

The ARC and Federal staffs have no internal auditor.
Prior to our review, neither the former Federal Cochairman
nor the newly appointed Federal Cochairman appeared to have
been adequately briefed on the extent or severity of the
project closeout problems. ARC's former Executive Director
and Deputy Executive Director appeared to be unaware of the
extent of backlogged projects not closed out.

Prior to March 1979, responsibility for fiscal and
individual project followup was fragmented at ARC headquar-
ters among three administrative units. Moreover, ARC had no
written operating procedures for closing out its projects.
The former Executive Director had failed to adequately clar-
ify responsibility among ARC staff for project monitoring and
project closeout for over 4,000 open projects.

Had it not been for the individual efforts of the
Project Control Officer and Program Coordination staff in
cooperation with the Director of Finance and Administration
and a few Program Operations division staff, ARC's project
closeout situation would have been even more serious.

Prior to 1978, these individuals were attempting to resolve
the backlog of open projects without any overall plan or
guidance from ARC senior management.

ARC had not instituted adeguate internal control to
ensure that its special circumstances provision pertaining
to project underrun recoveries was being applied fairly,
reasonably, and consistently. We could not estimate how
much ARC money over a decade may have been disbursed by
Federal agencies in excess of grantee needs for such funds.

Corrective actions being undertaken prior to 1978
were not coordinated to produce a comprehensive or complete
system. ARC efforts to identify unspent funds were not dili-
gently pursued for construction and equipment projects. State
monitoring grants begun in 1975-76 as a partial solution to
the problem were not adequately integrated with ongoing project
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aware of inadequacies in the extent of cooperation or cap-

abilities of agencies to adequately administer and account

for ARC program funds, the Federal Cochairman had no effec-
tive means to bring OMB or other executive branch leverage

to bear on interagency problems,

In addition to its program and project monitoring
problems involving Federal funds, ARC had not adequately
monitored State financial participation in the Appalachian
program. Furthermore, ARC had not adopted specific policies
with quantified criteria which would (1) require States to
provide some fixed level of minimum State financial contri-
bution for nonhighway programs and (2) limit each State's
nonsupplemental use of supplemental funds.

As evidenced by the decline in States' share of ARC
nonhighway project costs between 1971-75, the ARC program,
designed as a Federal-State-local partnership, may be
evolving into a program in which an increasing share of the
financial burden is borne by the Federal and local partners.

We believe the problems and unresolved issues which
relate to accountability and responsibility for administer-
ing ARC grant funds are serious enough to warrant the atten-
tion of the Executive Office of the President, the Office of
Management and Budget, and appropriate congressional
oversight and appropriations committees.

We also believe that ARC's previously fragmented,
piecemeal approach to resolving its internal and external
grant administration problems should be replaced with a com-
prehensive approach implemented consistently and systemati-
cally at all levels in the ARC system. In some cases,
additional rescurces may be required to implement these cor-
rective actions. Yet, unless such a comprehensive approach
is taken, future actions will continue to be ineffective for
solving these interrelated problems.

RECOMMENDATIONS TO THE FEDERAL COCHAIRMAN

The Federal Cochairman should comprehensively examine
all existing interagency agreements and memorandums of under-
standing between ARC and those departments and agencies ad-
ministering and spending ARC grant and lcan funds. Such
examination should consider, at a minimum, the need to:

--Revise all existing provisions of agreements which
call for Federal agencies to submit "a final report
of the costs of the project in sufficient detail to
permit a reasonable review and audit of expenditures."
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and (3} a mechanism for bringing unresolved inter-
agency problems to the attention of the Office of
Management and Budget, the Executive Office of the
President, or other appropriate officials or offices
as the President may designate.

The Federal Cochairman should establish within his
office the position of internal auditor, a Federal employee
who shall remain independent of Federal, State, and ARC staff
and be responsible for investigating and reporting to the
Federal Cochairman on ARC activities and programs, including
those matters involving adequate reporting of the disposition
of Federal funds appropriated to the President. Duties and
responsibilities of the internal auditor should include, but
not be limited to:

--Monitoring ARC staff application of, and Federal
agency adherence to, ARC underrun recovery policy.

-=-Periodic reviews of ARC project closeout procedures
and completed project files to ensure that adequate,
complete, and reliable information exists to (1)
fully document ARC funds disbursed, (2) reflect
whether undisbursed funds were retained by the admin-
istering agency or returned to ARC, (3) indicate
timely notice to the State of reallocation of unspent
funds where applicable, and (4) document whether suf-
ficient justification was submitted when the "special
circumstances" provision of ARC underrun recovery
policy was invoked.

The Federal Cochairman should direct ARC's Executive
Director to:

--Establish written project closeout procedures which
define a closed out project and describe in detail the
duties, functions, and responsibilities for which each
ARC organizational component and staff member engaged
in grant and loan administration is responsible.

--Clarify in writing, as part of grant closeout proce-
dures, the specific authority to be exercised and ac-
tions to be followed by the Office of Finance and
Administration, the Office of Program Coordination,
the Project Control Officer, and each Program Opera-
tions Division from time of project review and
approval through time of project closeout.

—-Examine the need to provide the Project Control
Officer with additional professional staff experienced
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At the same time, ARC should adopt a policy which clarifies
the specific responsibilities of Appalachian States and
districts for program and project monitoring. (See ch. 5.)

ARC should require States to submit detailed plans
explaining how State project monitoring activities will be
coordinated with ARC efforts in order to reduce the backlog
of projects not closed out. These plans should include at
least 2~year estimates of the amount of State matching funds
which will be committed each year to maintain State monitor-
ing activities. ARC's Planning and Evaluation Division
should prepare a consclidated long-term regional project
monitoring plan based on these 13 State plans.

ARC should also study the need, feasibility, and costs
to systematically incorporate local development districts
into a comprehensive local-State-Commission project
monitoring system.

ARC should establish a specific policy statement in the
BRC Code addressing the issue of State financial support for
ARC nonhighway projects and programs, including a gquantified
minimum percentage, or dollar "floor," which each State shall
be required to maintain as a financial commitment to the
Appalachian program. In addition, ARC should establish ARC
Code provisions with specific gquantitative criteria limiting
the extent to which States may use section 214 funds as first
dollar project money.

RECOMMENDATIONS TO THE DIRECTOR, OMB
AND TO THE CHAIRMAN, INTERAGENCY
COORDINATING COUNCIL

OMB should clarify for the Federal Cochairman the Appala-
chian Regional Commission's responsibility for establishing
grant closeout procedures. In addition, OMB should provide
written gquidance and technical assistance to ARC and apptro-
priate Federal agencies as needed to reduce the accumulated
backlog of open ARC projects, giving particular emphasis to
those projects approved during the program's early years.

To determine whether an effective mechanism exists to
resolve interagency conflicts between ARC and Federal depart-
ments and agencies administering Appalachian program funds
appropriated to the President, the Interagency Coordinating
Council should examine the adequacy of Executive Order 11386
as it relates to the role of the Secretary of Commerce and
ARC.

The Director, OMB, should ask the President that he
delegate to OMB the responsibility for resolving interagency
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CHAPTER 5

ARC SHOULD EXPAND ITS PROGRAM EVALUATION EFFORTS

"I also am concerned that we are not building
into this and other Federal programs procedures
for evaluation* * *, The Appalachian program is
testing new concepts. We need to know its
successes and its failures." 1/

"At present, the Commonwealth's evaluation efforts
are largely remedial. There is no formal system
for data collection nor any mechanism or feedback
loop in the project funding process. That is to
say, there is no system of objective information
retrieval to use in assessing success or failure
of a particular program component. In the past,
the general approach has been to "fund'em and
forget'em." 2/

ARC does not yet have for each of its program areas a
complete project and program evaluation system which system-
atically identifies project benefits, measures program ef-
fectiveness, and links the results to ongoing planning and
project selection. Since 1974, however, completed and on-
going efforts to evaluate selected program areas and improve
project and program evaluation capability at the ARC and
State levels have produced several important benefits. Such
efforts represent a major improvement over the scant atten-
tion given to project and program evaluation during the early
years of the program.

ARC's State Evaluation and Monitoring Assistance
Program, initiated in 1976, came too late to fully apply the
results of previous projects to current planning decisions.
Limited in its effectiveness by incomplete planning during
the 1976-78 startup period, this program nevertheless
represents a positive step by recognizing the States' role
in performing project and program evaluation. ARC may not
realize all the potential benefits from this program, how-
ever, unless it more clearly defines what each State's
evaluation capability should eventually consist of, sets
target dates by which that capability should be in place,
establishes a long-range fiscal plan addressing future

l/ 5. Rep. No. 159, 90th Cong., lst Sess., p.55 (1967).

2/ Excerpt from Kentucky's 1978 revised scope of work
proposed to implement a permanent project control
and evaluation program.

91



--Assessing the impact and quality of investments.
--Conducting studies.

--Planning for evaluation of a State's health program.
--Developing the capability for evaluation.
--Supporting evaluation.

--Developing substate evaluation.

--Insuring cost-efficiency, quality, and compliance
with grant requirements.

--Assessing success or failures.

—-Developing instruments to document impact and
effectiveness and eliminate unsuccessful ventures,

--Indicating accomplishments and/or failure with regard
to stated objectives.

--assuring objective analysis of effectiveness.

We examined other references to evaluation in the code
and had difficulty determining from ARC policy statements who
was responsible for evaluating what projects or programs, and
for what purposes. For example, section 200A-3A.6, dealing
with ARC's Areawide Action Program {(AAP), reads as follows:

"The States and the Commission working together
shall develop and implement a monitoring and
evaluation system for assessing the Areawide
Action Program and planning process pursuant to
Section 200A-3A. Such system shall monitor and
evaluate the efficiency of the AAP process:
(1) for improving methods for establishing
goals and priorities;
(2) selecting projects to achieve those
goals and priorities; and
(3) for expediting the actual implementation
of selected projects to further local
development district (LDD) economic
development.”

Although it adopted this policy in August 1976, and

approved over $1.8 million for areawide action program
grants to 53 districts as of April 1978, ARC's "monitoring
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of ARC's State evaluation and monitoring grants made in
1976 and 1977.

In 1976, ARC systematically began making funds available
to the Appalachian States to develop a State-level program
evaluation capacity. After discussing this assistance with
Appalachian program officials in Kentucky, Pennsylvania,
and South Carolina and reviewing progress reports from var-
ious States, we found that ARC had made these grants without
clearly defining "evaluation capacity" in terms of specific
goals, specific time frames, end products to be produced
by the States, or future resources--Federal and State--which
would need to be committed. In short, ARC was attempting to
improve State capacity to perform program evaluations with-
out adequately defining what that capacity should consist of,
how soon it was to be accomplished, what it should cost, and
which partner should pay for it,

We believe this grant program, although a notable
positive step, could have been better planned if ARC applied
lessons which it should have learned from a prior evaluation
of its health and child development programs in 1975. That
evaluation concluded that despite over $1% million in ARC
planning grants between 1968-74 that were intended to in-
crease State or substate capacity, it was not possible to
assess how successful these grants were because ARC had not
clarified what each State's capacity should be.

An ARC Planning and Evaluation Division staff member
told us in April 1978 that some States were experiencing
substantial difficulties in implementing a program evaluation
system and that ARC was considering calling a conference in
order to clarify the entire effort. Based on later informa-
tion provided by ARC, it appears that subsequent meetings
between ARC and State staff produced needed clarification.
However, despite ARC approval of over $738,000 in evaluation
and monitoring grants to all 13 States in fiscal years 1976
through 1978, the potential benefits from this effort may
not be fully realized unless ARC establishes explicit policy
statements defining State evaluation and monitoring capa-
city; sets target dates by which such capacity should be in
place in each State; develops a long-term fiscal plan
addressing future Federal and State financial commitment;
and formally evaluates the program's results within a
reasonable period of time.

Resource allocation. With the exception of certain
major health, child development, and education studies and
assessments ARC did not have complete data on either (1) how
much money has been spent since the beginning of the program
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health and child development service programs, ARC also took
extensive surveys of benefits from those programs.

These assessments indicated ARC's need to undertake
formal evaluations to determine (1) whether it was effec-~
tively identifying and duplicating successful health and
child development demonstration projects, rather than merely
providing services and (2) whether its vocational education
investments after a decade were adequate to meet the region's
needs.

The assessment of ARC's health and child development
program concluded, among other things, that (1) the type of
information ARC needed from its demonstration program to make
informed policy decisions and ultimately influence Federal
and State policy was either not centrally available, not
readily retrievable, or not comparable with natiocnal data
(2) the major goal of State and local capacity-building was
never adequately defined in advance, thereby preventing ARC
from knowing "after the fact" to what extent it had been suc-
cessful and (3) ARC was not systematically transferring
lessons learned about benefits derived from its demonstration
programs because it was unable to fully demonstrate those
benefits.

In vocational education, although ARC had not quantified
its objectives in specific enough terms early in the program
to know how many facilities could or should be constructed,
evaluators sampled three different States and found that
consistent criteria could be applied to determine the adequacy
of existing facilities to meet projected needs, regardless of
geographic location in the region. The study provided a
systematic method for ARC to shift its spending priorities
from construction to better use of existing facilities.

Following these formal evaluations, ARC undertook
several notable actions, such as:

--Amending section 202 of the code to more clearly
state the specific objectives of the health and
child development program and require that evalu-
ation components be built into each type of ARC
grant (planning, demonstration, multiyear
operations) before approval.

--Establishing and implementing throughout the region
a consistent method and procedures for identifying
innovative demonstrations in advance and building
in formal evaluation mechanisms from the beginning
in order to increase its ability to influence
Federal policy and programs.
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RECOMMENDATIONS TO THE FEDERAL
AND STATES' COCHAIRMEN

The Appalachian Regional Commission should amend chapter
302B of the Appalachian Code to establish an overall policy
on program and project evaluation, which should at a minimum
contain the following elements:

--A definition of the term "evaluation" as it relates
to measuring the impact and effectiveness of ARC
funded projects and programs.

--A statement of the specific evaluation roles,
responsibilities, duties, and functions which the
Federal Cochairman, ARC staff, Appalachian Governors
and State program offices, local development dis-
tricts, recipients of ARC grant funds, and admin-
istering Federal and State agencies shall perform.

--A requirement for preparation of an annual ARC
evaluation plan to include evaluations to be per-
formed during the current and succeeding years
and anticipated expenditures for such evaluations.

--A requirement for an annual report by the ARC of
specific actions taken during the preceding year or
to be taken as a result of evaluations performed in
accordance with the annual evaluation plan.

--Specific criteria to ensure that each functional
program area and major components of each area
(as defined by the ARC Code and actual ARC expendi-
tures for such components) are pericdically evaluated
within such predetermined period of time.

ARC should comprehensively assess the results of its
State Evaluation and Monitoring Assistance Program within a
reasonable period of time to document the status and evalu-
ate the progress in each State toward a permanent project and
program evaluation capacity.

RECOMMENDATIONS TO THE CONGRESS

In 1975, the Congress recognized the impertance of
systematic program evaluation when it enacted Public Law
93-644, the Headstart, Economic Opportunity, and Community
Partnership Act of 1974. This legislation required the
Secretary of HEW and the Director of the Community Services
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CHAPTER 6

UNRESOLVED ISSUES LIMIT ARC'S INFLUENCE

ON NATIONAL AND REGIONAL BALANCED GROWTH

AND ECONOMIC DEVELOPMENT POLICIES

"Over the years, different views and approaches
to the responsibilities and operation of Commis-
sions have evolved. They represent ideas which
must be carefully balanced against the objectives
originally sought to be achieved through national
legislation. For example, the goal of enhanced
State involvement in regional development, ané the
need for improved coordination and administration
in meeting areawide problems, should not be sup-
planted by an emphasis on the Commission as a
conduit for additional Federal aid." 1/

In 1979, the Congress and the President will have to
decide the future of the Appalachian program and the role of
multistate reqgional commissions in the Federal system. ARC
adopted resolutions in December 1977 calling for continuation
of its nonhighway programs through fiscal year 1983 as well
as a national system of regional commissions coordinated
through the Executive Office of the President. An evaluation
study of the title V regional commissions, conducted for the
Department of Commerce in 1977-78, also recommended a na-
tional system of multistate commissions. Similar proposals
for a national system have been made for at least the last
decade.

We reviewed over 20 evaluations, program assessments,
policy analyses, research studies, and reports of various
Presidential task forces since the late 1960s which included
in their scope a discussion of the actual performance or
potential role of ARC and other federally sponsored regional
planning organizations. We found that the original focus
around which support for the concept of multistate commis-
sions centered--special assistance for economically depressed
areas—-has gradually shifted during the last 15 years. The
current focus now centers on the topics of balanced growth,
urban and rural balance, and the role cf regional commis-
sions in defining or implementing a national growth and
development policy.

1/ S. Rept. 278 (94th Cong., 1lst. sess.), p.3 (1975).
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those adopted by ARC after its Conference on Balanced Growth
and Economic Development, (4) a statement of regional goals
and objectives, (5) 13 State plans and accompanying project
requests, and substate areawide action programs representing
individual State and district policies, objectives, needs,

and priorities, and (6) 2 volumes of econcmic and demographic
data showing various changes and trends since the early 1960s.

We summarize below our observations on each of these
components of the process:

-~Chapters 2-~5 of this report discuss inadequacies
and gaps in the ARC Code pertaining to planning
policy, quantified goals and targets, State finan-
cial support, and program monitoring and evaluation.

--ARC's fiscal year 1979 appropriation request and
accompanying testimony made only limited reference
to preparation of a regional development plan, yet
ARC's resolution calling for a national set of re-~
gional commissions states that multiyear regional
plans would be submitted to the President and the
Congress to evaluate the performance of these
commissions.

—--Chapter 3 and appendix VII illustrate the absence
of meaningful quantitative goals or objectives at
each planning level.

--The comprehensiveness of ARC's approach--defining
its array of policy statements, goals, 13 individual
State plans, budget, and socioeconcomic data as
constituting a regional development plan to which
section 225 of the act refers--is debatable.

As discussed in chapter 2, evidence of a comprehensive
planning process, or lack thereof, can be found in the
extent to which that process is reflected in clear and com-
plete planning documents. ARC's definition of its regional
development plan appears inadequate in terms of providing
a comprehensive response to the issues discussed in the
balance of this chapter.

For example, section 225 of the act requires linking
Appalachian State plans with State budgetary processes. As
previously discussed in chapter 2, we found little evidence
of explicit references in State plans to any formal linkages
between Appalachian program planning and State budgets.

We question whether Appalachian State plans are adequately
linked to State budgets, particularly in light of the trend
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additional costs of implementing such policies, as well as
projections of likely unmet needs 5 years hence, should such
poclicies be either adopted or rejected. Without such sup-
porting analyses, ARC's arguments before Federal agencies

or appropriate congressional legislative and oversight
committees may not be convincing.

A 1978 evaluation of the title V regional commissions
made the following observation about the multistate plans
prepared by those organizations:

"No plan for affecting the existing flow of public
funds into the region is evident in any of the
documents.”

The extent to which ARC's regional develcpment plan, as
currently defined, will affect the flow of other Federal and
State funds in the region remains to be seen.

Projections of unmet needs through 1983

One of the six components of ARC's regional development
plan consists of documents titled "Appalachia - A Reference
Book" and "Appalachia -~ An Economic Report." The publications
contain an extensive amount of information on population,
unemployment, income, poverty, infant mortality, and physi-
cian availability trends in the region for wvarious points in
time between 1960-76. The book also contains information on
educational attainment, school enrollment, and extent of
deficient housing in the region in 1970. These trends are
shown in relation to either U.S. averages, averages for non-
Appalachian States, or averages for the non-Appalachian
portion of 12 States. (See app. IX.)

We found that despite the availability of such informa-
tion, ARC's regional development plan does not project what
such trends, if continued, are likely to show in 1980 or
1985.

Nevertheless, ARC has adopted a resolution calling for
continuation of its nonhighway programs through 1983. We
believe ARC should support its resolution with accompanying
analyses and projections through 1983 of specific geographic
(State and district) references to quantifiable gaps which
are likely to exist between the Appalachian and non-
Appalachian part of each State in income, employment, pov-
erty, education, housing, and health care availability. Such
projections should make use, where appropriate, of available
data from Federal and State agencies.
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A major premise of the 1965 Appalachian Regional
Development Act was that concentrated investment in both
physical facilities (roads, schools, industrial parks, etc.)
and human resources (health, education, and social services)
would eventually have two effects: increased economic diver-
sification and reduced soc¢ial dependency on direct cash
transfers from the Government (welfare, unemployment) needed
to support large segments of the population.

Our analysis of the extent of transfer payments and
degree of economic diversification in the Kentucky River Area
Development District between 1966-74 (see ch. 3, pp. 41-42)
raises a fundamental question as to whether the goal of eco-
nomic self-sufficiency is feasible or realistic in this and
perhaps other parts of Central Appalachia. Central Appala-
chia experienced the fastest rate of income growth between
1965~74 when compared to the other subregions--partially
because per capita incomes were so low to begin with. The
fellowing table shows subregional per capita total personal
income as a percent of U.S. average income in 1965 and
1974.

Subregional Per Capita Income

Subregion 1965 1974
Percent Percent
Income of U.S. Income of U.S.
Northern $2,412 87 $4,809 88
Central 1,447 52 3,544 65
Southern 2,032 73 4,317 79
U.S. Average 2,785 100 5,448 100

Although per capita income relative to the Nation
increased the fastest in Central Appalachia, the incidence
of poverty actually worsened for the subregion during the
1960-70 decade when compared to the U.S. average, as shown
below. Percent figures are shown as an index relative to
the U.S. average, which remains constant (a base of 100 per-
cent). (See ch. 3, p. 48, for a discussion of the use of
relative condition/relative need index.)

Index of Appalachian Poverty by Subregion
Relative to U.S. Average (U.S. = 100)

Subregion 1960 1970
Northern 99 97
Central 245 254
Southern 175 151
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projects in metropolitan and urban growth areas in
Southern Appalachia that have already achieved a
self-sustaining growth rate and where the relative
impact of any ARC investment is minor. Yet the Senate
Committee on Public Works stipulated in 1975 that ARC
develop policy addressing problems such as low income
and high poverty which originally justified its spe~
cial Federal assistance in 1965.

We guestion why ARC is (1) making or contemplating
investments in self-sustaining metropolitan and urban growth
areas where its relative impact is minor, (2) projecting that
Central Appalachia's poverty situation will have worsened
between 1960-80, yet (3) not commenting more specifically in
its regional development plan on the adequacy of existing
national welfare and income maintenance policies in terms of
alleviating Central Appalachia's continued poverty problems.

This paradox illustrates one of the criticisms which the
Advisory Commission on Intergovernmental Relations' 1972 re-
port "Multistate Regionalism" noted has been leveled against
federally sponsored multistate commissions--they do not or
cannot consider a variety of scolutions to problems which in-
volve broad national policy issues such as welfare.

ARC made substantial investments in the human resources
of Central Appalachia during the program's first decade. We
found few indications, however, that ARC's regional develop-
ment plan adequately addressed (1) whether the overwhelming
competitive disadvantages against economic diversification,
or self-sufficiency, of rural Central Appalachia are liable
to continue indefinitely, (2) the adequacy of existing non-
ARC Federal and State efforts in reducing severe and continu-
ing imbalances, or (3) the need to consider phasing down the
amount or extent of its assistance from other geographic
areas in the region and redirecting additional funds into the
Central Appalachia subregion.

In 1963, before ARC was created an extensive study and
analysis of human, physical, and natural resources in east-
ern Kentucky inferred that traditional patterns of industrial
development and economic growth were not likely to occur in
the coal-dominated economy characteristic of rural Central
Appalachia. A 1962 study suggested that 30 years may be re-
quired before the self-perpetuating nature of Appalachia's
developmental problems could be corrected. The Department of
the Army's Office of Appalachian Studies, Corps of Engineers,
made the assumption in its 1969 report that regional economic
development efforts would be able to raise the Appalachian
economy nearly to a par with the Nation over the next 50
years {around the year 2020) with "exceptional effort.”
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projections also indicate that under assumptions of substan-
tially increased congressional appropriations, the balance
of the highway system as originally planned could not be
completed until at least 1986. Actual completion may not
occur until the 1990s if historical levels of Federal and
State funding between 1965-80 are maintained. The Congress
will likely examine the availability and degree of State
financial commitment for completing Appalachian highway
construction during its deliberation before 1981.

Our analysis of declining State financial support for
ARC nonhighway programs (see ch. 4, pp. 75-80) indicates
that a closer inspection of State matching funds and finan-
cial commitment in those areas is also warranted. Senate Re-
port 94-278 in 1975 was quite specific in stating that ARC
not become merely a conduit for Federal funds. Because we
found little indication in Appalachian State plans of link-
ages to State budgetary processes, as required by section 225
of the act, there is inadequate assurance that the trend we
noted between 1971-78 will not continue.

Before presenting its fiscal year 1981 request for
further nonhighway program appropriations, ARC should prepare
to inform the Congress how much State money will be committed
to matching ARC Federal funds each year for each of the 13
States between 1980-83.
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have the authority and responsibility to arbitrate and
adjudicate interagency grant administration problems between
administering and funding agencies. Whether the Interagency
Coordinating Council will effectively perform this function
remains to be seen.

Since OMB is responsible for establishing grant
administration requirements for Federal agencies, we continue
to believe that OMB should be the appropriate focal point for
addressing and resolving the kind of grant administration
problems discussed in this report.

ARC COMMENTS AND OUR EVALUATION

In commenting on the report (see app. II), ARC did not
generally respond to all of our recommendations to the Fed-
eral and States' Cochairmen. Rather, ARC maintained that the
report was based on assertions contradicted by facts and on
misconstructions of law and published policies. Further, it
believes the report was a simplistic and highly theoretical
view of regional development planning and failed to fully
comprehend the joint decisionmaking process of the Federal/
State partnership.

We disagree. As discussed in the scope section of this
report, we extensively covered all facets of ARC's approach
to multistate regional development as well as policies and
legislative history. Our review, which covered nine sections
of the act, consisted of detailed work at the Federal, State,
and local levels of government. At the local level, we in-
terviewed the executive directors and staff of three local
development districts and spoke with local government offi-
cials, ARC grantees, and private citizens familiar with the
ARC program. We also attended board meetings and planning
sessions conducted by the local development districts.
Chapter B8 describes in greater detail the scope of our work.

ARC's comments dealt with the following issues.

Planning

ARC disagqreed with the need and means for improving
its regional planning process. ARC said that it has "a
comprehensive regional plan that evolved out of a comprehen-
sive regional planning process that is sophisticated, work-
able, and realistic."” ARC's response however, does not
clarify the meaning that it attaches to the word
"comprehensive."

Our report defines comprehensive regional development
planning as a systematic process which combines different
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Goals and objectives

ARC said it has utilized quantified goals where it has
determined they would be useful and rejected them where it de-
termined they would not. It decided early on that its plann-
ing approach for the regional program should produce increas-
ingly specific goals and objectives as one moves from the
multistate regional level to the State level. As a result,
goals and objectives at the regional level are generally
less specific, providing the basis for objectives at the
State and local levels. However, quantified goals at the
regional level have been established when deemed useful and
timely for program and decisionmaking purposes. At the State
level, ARC said that program objectives take several different
forms, including specific levels of services or effort, stand-
ards of performance, locational priorities, economies of
scale, cost effectiveness, and so forth.

Our review, however, found that Appalachian nonhighway
program goals and objectives at each planning level are so
broadly worded and so indefinite in terms of specific time-
frames that objectively measuring progress toward accomplish-
ing them, or determining when or if they have been met, is
difficult if not impossible. ARC's regional development
plan, for example, contains 38 statements of program objec-
tives in 7 program areas {see app. VII.) These statements
cite no target dates; describe ongoing activities rather than
prescribe eventual conditions hoped to be achieved; and con-
tain no specific criteria against which to measure how much
or how soon Appalachia's remaining deficits in income, edu-
cation, health, housing, and poverty will be reduced as a
result of ARC and other Federal, State, and local efforts.

ARC cited three examples to support its position and
said that its vocational education goal was to have capacity
for enrolling 50 percent of the 1lth and 12th graders in the
region. In the health area, a specific goal was set of 3.5
beds per 1,000 population or less. Another health goal calls
for reducing infant mortality rates in the region to less
than the average rate for the Nation within 4 years,

Regarding the vocational education gecal, we found no
evidence to indicate that ARC officially adopted a timebound,
quantified goal of 50-percent enrollment for the Region's
11th and 12th graders before making most of its vocational
education investments. An ARC 1970-71 internal evaluation
of the program's first 6 years refers to a staff estimate of
50 percent as "an appropriate target," and ARC 1974 testimony
stated only that "a reasonable goal would be the construction
by the 1970s of enough facilities so that 50 percent of the
11th and 12th grade students can enroll in job-relevant
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invested, and (3) the act does not require ARC to seek parity
or self-sufficiency of any single area of the region.

We continue to believe, as the report vividly demon-
strates, that the relative severity of certain States' unmet
needs when viewed from a regional perspective may not warrant
the amount of assistance ARC was intended to provide under
the act. Also, we take exception to ARC's position that its
program direction should not be one of reducing disparity
within its boundaries with the rest of the Nation and
achieving regional economic self-sufficiency.

As noted on page 32, the Congress stipulated in both
1965 and 1975 that reducing Appalachia's economic and social
development problems to levels closer to those in the rest
of the Nation's urban, metropolitan, and rural areas would
accomplish the Appalachian Act's ultimate national goal--
eliminating the need for separate Federal assistance. The
act adopted a national policy of short-term Federal aid to
promote the continuous process of regional development. This
policy, and the ultimate gcal of eliminating the need for
separate assistance, can thus be summarized in two more
specific goals:

--Reduce the region's disparity to acceptable levels,

-~Reduce excessive social dependency on the need for
public assistance payments by increasing economic
diversification; that is, achieve economic
self-sufficiency.

If this is not the goal ARC is seeking to achieve, then
serious questions arise about the real purpose of its
program.

ARC also said that the House Committee on Public Works
in 1965 rejected a proposal that would have restricted ARC
expenditures to counties of greatest need. As indicated on
page 51 of the report, we believe that the use of an index
giving recognition to the relative severity of each State's
unmet needs would neither restrict any State's selection of
growth areas nor be inconsistent with ARC's strategy of con-
centrating investments in areas of future growth where the
expected return on public dollars will be the greatest. It
would, however, provide a potentially larger share of ARC
funds to those selected growth areas in States which have
the furthest to go to achieve program goals.
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has been an ongoing aspect of ARC's day-to-day activities
from the outset."

ARC did recognize the need to be aware of the grant
administration activities of the Federal agencies and to
follow up on approved projects. It indicated that new inter-
agency agreements have been worked out with several Federal
agencies and negotiations with others were underway.

ARC believes its project closeout problem will be
eliminated by the end of fiscal year 1980.

"Changed circumstances" procedures

ARC said that the report's criticism of its procedures
for determining "changed circumstances" in underrun cases
reveals a fundamental misconception of the ARC process.

This misconception, according to ARC, is the report's criti-
cism that changed circumstances are being handled through
negotiations between ARC and the State, which ARC points out
is precisely how projects are originally processed. ARC said
that its criteria for determining changed circumstances are
detailed and are set forth in the ARC Code.

Qur report, in fact, does not guestion the use of nego-
tiation in determining changed circumstances in underrun
cases. We do, however, take exception to ARC's position
that criteria for determining such circumstances are ade-
quately detailed in the ARC Code. The entire citation con-
cerning underruns as stated in the code consists of a single
paragraph describing in general terms those changes in final
project costs which require section 214 funds to be recovered.

That paragraph, in our opinion, does not provide
sufficient guidance to ARC staff to ensure that the underrun
policy is applied fairly and consistently or ensure that
closed out project files sufficiently document why changed
circumstances permitted apparently recoverable funds to not
be recovered. We continue to believe that ARC needs to
develop written procedures to reduce or eliminate the types
of problems we document on pages 68 to 74 of our report.

Use of section 214 authority

Our review identified a significant increase since 1971
in ARC's use of section 214 funds to substitute for unavail-
able Federal funds rather than to supplement available funds.
We recommended that ARC establish a policy limiting the ex-
tent to which States use section 214 funds in this manner in
order to (1) encourage State and local planners to continue
trying to influence Federal program priorities at the local
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CHAPTER 8

SCOPE OF REVIEW

Qur review of ARC's nonhighway programs examined
selected aspects of ARC's approach to multistate regional
development. We attempted to anticipate those program areas
which, based on prior congressional interest and ARC's own
description of its operations, would be highlighted during
forthcoming debate to continue the program and perhaps
extend the approach nationwide.

We concentrated on 9 sections of the Appalachian
Regional Development Act of 1965, as amended, summarized
briefly as follows: (1) section 2, statement of purpose,

(2) section 102(a}{l), comprehensive and coordinated plan-
ning, (3) secticn 103, regicnal policy development and influ-
encing Federal, State, and local legislation and spending,
(4) section 104, Federal interagency coordination, (5) sec-
tion 106, role of the Executive Director and ARC staff,

(6) section 214, supplemental grants, (7) section 221, State
financial support, (8) section 225, an integrated planning
process, and (9) section 302, program evaluation authority.

We interviewed and held extensive discussions with
Federal, State, and ARC officials and staff at ARC headquar-
ters and officials at various Federal agencies in Washington,
at Federal offices in Atlanta and Philadelphia, and substate
area or county offices in Kentucky and Pennsylvania. We also
interviewed and spoke with ARC program officials or other
State officials familiar with Appalachian program
administration from 9 of the 13 Appalachian States.

At the local level, we interviewed the executive
directors and staff of three local development districts and
spoke with local government officials, ARC grantees, and
private citizens familiar with the ARC program or ARC pro-
jects. We also attended board meetings and planning sessions
conducted by the local development districts.

In Washington, we attended official ARC meetings of the
Federal Cochairman and Appalachian Governors, meetings of the
Federal Advisory Council on Regional Economic Development,
at which title V regional plans were discussed, and an annual
conference of Appalachian local development districts., We
also attended a national symposium held in Austin, Texas, in
1977 to discuss national and regional issues in balanced
growth and development.
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e EXECUTIVE OFFICE OF THE PRESIDENT
it};-{ti' OFFICE OF MANAGEMENT AND BUDGET
e WASHINGTON, D.C. 20803

FEB 211979

Honorable Elmer B. Staats

Comptroller General of the United States
General Accounting Office

Washington, D. C. 20548

Dear Mr. Staats:
This 1s in reply to the draft report, The Appalachian

Regional Commission is Not Yet a Model Ffor the Naticn,
sent to us January 12, 1979.

The Report makes several recommendations to the Office of
Management and Budget and to the Executive Office of the

President. These recommendations can be summarized under
two general headings. The following presents our under-

standing of the recommendations that GAQO asks the Office

of Management and Budget to consgider:

1. Improved Closeout Procedures

a. OMB Circular A-102, Uniform Administrative
Requirements for Grants-in-Aid to State and Local
Governments, should be expanded to explicitly
cover agencles such as the Appalachian Regional
Commission (ARC) which delegate the administration
and expenditure of their funds to other Federal
agencies.

b. OMB should clarify for the Federal Cochairman
the responsibility that ARC has for establishing
closeout procedures.

c. OMB should provide written guidance and
technical assistance to ARC and appropriate Federal
agencies as needed to reduce the accumulated back-
log of open ARC projects.

2. 1Interagency Agreements and Resolution of Disputes

a. The Office of Management and Budget should
examine the adequacy of Executive Order 11386, which
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memorandum we asked the agencies to review their
grant closecut procedures, and to report back to

us by December 31, 1978 on the results of their
reviews. We are now in the process of reviewing

the agency submissions and deciding whether further
corrective action is necessary. We will pay par-
ticular attention to the closeout procedures related
to ARC and similar situations in which the adminis-
tering and funding agencies are not the same.

2. Interagency Agreements and Resolution of Disputes

It is true that there has been ambiguity in the
relationship of ARC with other Federal agencies. In
recognition of the type of problem identified by GAO,
the President issued a memorandum to all agencies on
January 19, 1979, which spells out the responsibilities
of the regional commiassions, Secretary of Commerce,
other Federal agencies, Federal Regional Councils,
and the Interagency Coordinating Council. This memo-
randum is enclosed for your information. We believe
that this memorandum will clarify responsibilities and
will help ensure ccordination among involved agencies
and groups. In light of the issuance of this memo-
randum, we do not believe that it is necessary for
OMB to become a signatory or certifier of all inter-
agency agreements between ARC and Federal agencies.
Nor do we believe it necessary to revise E.O. 11386
for this purpose, unless the new procedures prove
to be insufficient to rectify the identified problems.

The issue of enhancing ARC coordination with other
agenclies will alsc be addressed in the ARC reauthorizing
legislation which will be transmitted to the Congress in
the near future.

We understand that the Appalachian Regional Commission is
preparing an exhaustive reply tc the GAO Report and its
recommendations. We will, of course, be interested in that
reply and will decide at that time, whether other acticns
on the part of OMB are necessary.

Sincerely,

Enclosure ‘=:-j
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We would appreciate your reviewing the grant closeout
procedures of your department or agency to determine
whether they are consistent with our Circular and with
sound business practices. Where they are not, they
should be made consistent promptly. We also regquest
that a review be made of closeout practices in your
department or agency, Where closeout is found not to

be on & current basis, steps should be taken immediately
to recover any excess funds held by grantees.

Please report to us by December 31, 1978, on the results
of these reviews. Indicate in your report the amcunt

of funds returned to the Treasury and the amount offset
against current grants, when such cffsets are appro-
priate, as a result of the reviews,

o 2D S
s T. McIntyre, Jr.

Director
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APPENDIX

2

Responsibilities of Federal Participants

To assure that Federal actions recognize regional differences

and facllitate state, local and private initiatives in addressing
the special problems of balanced growth which each region faces,
I am directing that the following actions be taken by the Secre-
tary of Commerce, the Federal departments and agencies, the
Federal Ccchairmen of the Appalachian and Title V Regional
Commissions, the Interagency Coordinating Council and the

Federal Regional Councilis:

Secretary of Commerce

With respect to the Title V Regional Commissions,
the Secretary of Commerce 13 directed to:

1.

develop, in consultation with the appropriate
parties, guidance for the preparation of regional
plans, investment programs and growth policy
recommendations. The multi-year regional develop-
ment plans, annual investment programs, policy
recommendations and obstacles to interagency
coordination may be presented by the Secretary

to the heads of the relevant Federal departments
and agencies through the White House Interagency
Coordinating Council;

agssiat each Federal Cochairman of a regional
commission in presenting the multi-year regional
development plan, annual investment program ancd
growth policy recommendations developed from the
plan; and

institute a mechanism for consultation with
Federal Cochairmen regarding policy and administrative
improvements in the program.

Federal Departments and Agencies

The head of each Federal department and agency is directed to:

1.

assist and cooperate with the Secretary of Commerce,
the Federal Cochairmen o¢of the Appalachian and

Title V Regional Commissions, and with the Inter-
agency Coordinating Council in performance of

their functions with respect to the regional

growth policy process;

administer planning and development assistance
programs s¢ as to facilitate regional and unified
state growth policy processes, and to the extent
practicable, support multi-year regional development
plans and annual investment programs of the regional
commigssions through financial assistance and direct
Federal development activities which are consistent
with such plans; and

recognize the mutual agreement of the governors in
each regional commission that the commission may
participate in the current process for evaluation,
review and coordination of Federal and Federally
assisted projects under Part 1I of OMB Circular

No. A-95. Projects for review should be referred
to the commission by State clearinghouses according
to procedures jointly prescribed by governors. [
am directing the Director of the Qffice of Management
and Budget to propose amendments to OMB Circular
No. A-95 to this effect.
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THE APPALACHIAN REGIONAL COMMISSION
1666 CONNECTICUT AVENUE
WASHINGTON, D.C. 20238

April 6, 1979

OFFICE OF
FEDERAL COCHAIRMAN

The Honorable Elmer B. Staats
Comptroller General of the United States
General Accounting Office

Washington, D.C. 20548

Dear Mr. Staats:

The Appalachian Regional Commission has now reviewed two drafts of the GAO
report on our nonhighway activities. The first, received in late January of 1979,
consisted of |74 pages. We studied each issue in it on a line-by-line basis, prepared
detailed analyses on each issue and discussed these with your staff on several
occasions. We provided facts so that errors could be corrected. On March 22,
1979, a revised draft of similar length was received. While several significant
errors were corrected, the improvements were, in our opinion, insufficient to
overcome the fundamental flaws in the report. The revised draft is still based on
assertions contradicted by facts, and on misconstructions of law and published ARC
policies. The draft reflects a simplistic and highly theoretical view of regional
development planning. The draft fails to fully comprehend the joint decision-
making process of this Federal-State partnership,

If the Commission's decisions are to be evaluated in a report like this, the analysis
must be made in the context of who the decision makers are. The Appalachian
Regional Commission's planning and decision-making processes are different from
those in most Federal programs. Policy decisions, plan and project approvais are
made by {3 elected Governors and a representative of the President of the United
States. And even those who serve as representatives of Governors to ARC are
Cabinet Members or personal staff to Governors. This creates a decision-making
environment different from most programs. The decisions by ARC should be
evaluated in that context.

On behalf of the Commission, | submit the following comments on the principal
issues in the revised draft, We hope that the information being provided will be
used by GAO to provide a report that contains a balanced assessment of the
significance of the Commission's Federal-State partnership and its contributions to
the Region and the nation.

Planning

The draft states that ARC's plans and planning process are incomplete and not
comr,.7chensive because state and substate plans do not cover an identical list of
program subjects. The draft also argues that ARC has not provided adequate
quidelines for state and substate planning. We disagree, The assertions made in
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Appalachian state plans, along with the implementing investment programs for

funding projects are reviewed and approved annually by joint decision of the
Governors and the Federal Cochairman.

ARC's regional development planning process has been an evolutionary one that has
drawn enthusiastic support at all fevels of government. Recently, it has been
viewed as a model for the planning and programming of funds by the President's
Reorganization Project and by the OMB Interagency Task Force on State and
Areawide Planning Requirements. The reason is that it provides a "real world"
perspective in which to make planning a policy tool, from which to decide what
kinds of investments to make.

Goals and Objectives

The draft charges that Appalachian program goals and objectives are not quantified
and therefore cannot be used to measure program progress and effectiveness. ARC
has utilized quantified goals where it has determined they would be useful and
rejected them where it was determined they would not.

The Commission decided early on that its planning approach for the regional
program shouid produce increasingly specific goals and objectives as one moves
from the multistate regional level to the state level. As a result, goals and
objectives at the regional level are generally less specific, providing the basis for
more specific objectives at the state and local level. However, quantified goals at
the regional level have been established when deemed useful and timely for
program and deciston-making purposes. For example, the Commission's vocational
education goal was to have capacity for enrolling 50 percent of the eleventh and
twelfth graders in the Region. In the health areq, a specific goal was set of 3.5
beds per thousand population or less. Another health goal calls for reducing infant
mortality rates in the Region to less than the average rate for the nation within
four years.

At the state level, program objectives take several different forms, including
specific levels of services or effort, standards of performance, locational priorities,
economies of scale, cost effectiveness, and so forth. Examples here include the
number of housing units to be constructed (Mississippi); ratio of primary care
physicians per one hundred thousand population (New York); travel time to primary
care centers (all states); and a requirement that sewer facilities be part of an
areawide system to ensure cost effectiveness and economies of scale (South
Carolina).

Furthermore, there are a number of ways to quantify program goals. For example,
in the Commission's demonstration, research and technical assistance program,
goals generally focus more on "process” or how to best achieve results. For other
types of programs, overall funding goals are established in the budget. Obviously,
in all of these types of programs, specific project objectives are established.
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amendments that wou!d have restricted ARC expenditures to counties of greatest
need (as defined by eligibility for assistance under the Area Redevelopment
Authority or the Accelerated Public Works Act of 1962). In rejecting these
amendments, the Committee stated that such restrictions would destroy an
essential feature of the ARC program. Congress has recognized the value of ARC's
allocation procedure as recently as 1975 by legislating the same procedure for the
allocation of funds among Regional Action Planning Commissions created under
Title V of the Public Works and Economic Development Act.

State Financial Contributions to ARC Program

The draft questions the level of state government financial participation in the
program. It suggests that the program may be evolving into one in which most of
the financial burden is borne by the Federal and local governments.

The Appalachian Act addresses only maximum Federal and minimum non-Federal
shares of ARC project and program costs, Under the Act, the appropriate mix of
state and local non-Federal shares of project and program costs within the
Appalachian program is determined by the Governors in developing state goals,
objectives, priorities, strategies, and investment programs, including funding
SOUrces.

Moreover, GAOQO's conclusion is based upon a simplistic and unsophisticated
distinction between state and local shares of the non-Federal portion of ARC
program and project costs. Specifically, the report fails to recognize that state
government determines and is responsible for local government fiscal resources.
Patterns of state-local fiscal responsibilities that affect the makeup of the non-
Federal share of project and program costs vary from state to state, locality to
locality. For example, the legal responsibility for financing primary and secondary
education resides primarily with state government in North Carolina and with local
government in New York. Yet, New York State provides almost 50 percent of
these costs from its own treasury directly to local government. Local governments
are responsible for construction costs for vocational facilities in South Carolina,
while the state assumes operating costs. The draft also fails to recognize changing
levels of the Federal share of grant programs. For example, EPA increased the
Federal share in its Wastewater Treatment Program in recent years from 33-1/3
percent to 75 percent. This has reduced the non-Federal share in EPA projects,
many of which were supplemented with ARC funds in the Region.

In addition, the data wused in the draft to reach the conclusion that state
government financial participation in ARC programs is declining are grossly
misleading and cannot be used for this purpose. To illustrate --
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GAOQ's primary concern focuses on the retirement of project files and the recovery
of unspent funds. It oppcrem‘ly thinks of this as one topic when, in fact, they are
............. A A bt mnbivitia With sammrd +a fiimde rac~auars ADP hme Aune
IWU )BpUluIC uarid \.IIb!IIIL.I QCTiviTies. YT royuru TC TUNGaGs sc\,uvcly AT FTUo UY Gy

the years recovered and credited to appropriate allocations over $63 million in
Federal funds not required for successful completion of individual projects. These

funds were recovered where there were reduced program Qb!!gctlons’ nrnjecf'

revisions and project underruns. The recovery of funds has been an ongoing aspect
of ARC's day-to-day activities from the outset. This effort does not depend upon
the retirement of files.

Despite the fact that Congress assigned most grant administration responsibility to
Federal agencies, ARC recognizes the need to be informed and to follow up on
approved projects. Early on, ARC entered into Interagency Agreements and
Memoranda of Understanding with the Federal grantor agencies, These documents
identified areas of agency responsibility and included provisions requiring the
grantor agencies to provide necessary fiscal information to the Commission. As
part of these agreements, Federal agencies undertook to assure compliance by the
grantees with the terms and conditions of our project approvals. It was assumed
that these agreements, clong with applicable Federal grants administration
regulations, would be adequate. The Commission reasonably relied on the
presumption that the Federal grantor agencies were carrying out these
responsibilities. If the agencies had been living up to these responsibilities, the
matter of retiring files at ARC would have been simply a ministerial function,
since under that assumphon the grantor ogencnes would have resolved or identified
to me \_ommlssmn any SUDSTCIﬂTIVE ISJUES. FOT TnIS reqason, Tne k_ommlssmn GIO not
place a high priority on retiring its project files.

ely, the Commission learned through experience that its reliance on
hese agencies was overly optimistic. While some agencies have responded well,
others were less responsive. Several agencies did not provide all the mformcmon

needed to retire files. Others did not enforce the funding conditions imposed by

ARC on approved projects. In pursuing resolution of these problems, the

Commission was unable te fully obtain full and consistent compliance within the
grantor agencies.

Over the years, the low priority which ARC accorded to the retirement of project
files resulted in a substantial backlog. The Commission has given increasing
attention to the problem in recent years. We have completed new interagency
agreements with several Federal agencies and are negotiating with others. Last
year, ARC began internal steps to accelercte reduction of the backlog. As part of
this effort, the Commission developed revised procedures which better describe the
duties, functions and responsibilities of each ARC organizational unit involved in
retiring projects and has now put into effect a systematic and centinuing process
which enables Commission staff upon project completion to retire those project
files for which the Federal agency claoseout is determined to be in accord with the
terms of ARC approvatl.

b -
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Section 214 of the ARDA of 1965 initially provided that ARC funds could be used
solely to supplement Federal grant-in-aid programs by increasing the Federal
contribution to projects above the fixed maximum share otherwise permitted, to a
maximum of 80 percent. This enabled communities, which otherwise would not
have the required matching share, to qualify for Federal basic grants, thus
influencing the flow of Federal funds into the Region. Obviously, to the extent to
which Section 214 projects were approved under this initial authority, ARC did
influence the flow of funds into the Region. The 1971 Amendments expanded
Section 214 of the Act to enable ARC to provide all or any portion of the basic
Federal contribution when there are insufficient funds available under the basic
grant program. This action was intended to maintain the flexibility needed by the
Commission to address the priority needs of the Region. As the 1971 report of the
Senate Committee on Public Works states:

"The supplemental grant program, by its nature, depends on sufficient funds
being available in those basic Federal grant programs; in short, there must
be some basic grant to supplement. When funds under the basic grant-in-
aid programs are inadequate to meet the Region's identified needs, 'first
dollar' monies would insure the flexibility now provided by the Appalachian
program could be maintained and strengthened". (Senate Report No. 92-29)

The Commission has acted responsibly in its use of "first dollar" authority. [t has
assured that "first dellar" authority is used only when basic Federal dollars are not
available to meet priority needs of the Region as determined through the regional
planning process set forth in Section 225 of the Act. Moreover, when informed that
funds are not available -- due to insufficient funds or differing Federal agency
priorities -- the Commission has exercised its legislative responsibility to
determine priority regional needs end responded with its Section 214 "first dollar"
authority, Thus, it has been able to maintain the flexibility envisioned by the
Congress as being needed to meet these needs in the absence of other Federal
assistance. If the Congress had not intended we do this, they would have placed
restrictions on the authority. The hearing record in our general reauthorizations
demonstrates Congressional awareness and support of these policies.

Evaluation

The draft states that ARC has used a random approach to evaluation.,  The
implication is that there is no systematic approach to the examination by ARC of
its programs and their effectiveness. We disagree,

ARC's approach is based on an incremental, but systematic, analysis of the needs
and feasibility for evaluation within each program area. This approach, sometimes
referred to as an "evaluability assessment," was developed by the Urban Institute.
It was first applied by ARC within its health and child development programs, then
expanded to other ARC program areas, and is now the basis for evaluations within
HEW as well as within EPA and LEAA.
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APPALACHIAN REGIONAL COMMISSION

NONHIGHWAY PROJECT APPROVALS

BY STATE AND SOURCE GOF FUNDS

FISCAL YEARS 1965-75 (note a)

APPENDIX III

Other

ARC Federal State {note b)

—————————————————————— (millions)
Commission $§ 2.0 $ - $ -
Alabama 109.4 74.0 38.2 (13.1%)
Georgia 69.3 49.2 11.2 (6.1%)
Georgia/
Tennessee {(note c) 11.8 4.6 1.7 (6.5%)
Kentucky 93.8 42.7 15.8 (7.7%)
Maryland 37.8 12.06 22.4 (24.6%)
Mississippi 50.3 23.1 8.5 (8.1%)}
North Carolina 72.7 43.7 11.9 (6.4%)
New York 52.4 55.1 42.0 (20.7%)
Ohio 75.4 39.5 25.0 (12.2%)
Pennsylvania 171.3 222.8 138.4 (16.9%)
South Carolina 82.9 34.1 22.1 (11.3%)
Tennessee 73.5 81.8 25.8 (9.2%)
virginia 59.3 16.7 8.4 (7.4%)
West Virginia 111.1 90.7 314.2 (10.3%)

Total $1,073.0 $§790.6 $405.6
(33.1%) (24.4%) (12.5%)

Local Total
§ - $ 2.0
69.9 291.5
55.8 185.5
7.4 25.5
53.3 205.6
18.3 9l1.1
23.9 105.8
56.8 185.1
53.6 203.1
64.3 204.2
287.7 820.2
56.1 195.2
97.5 278.6
29.3 113.7
97.0 333.0

$970.9 $3,240.1

(30.0%) (10G.0%)

a/Eligible project costs in which the Federal Government is allowed
to participate. Figures exclude section 302 research, demonstration,
and local development district assistance which totaled $59.4 million

in ARC funds during this period.

b/Percentages refer to States’ share of total eligible costs,

c/Special two-State health demonstration project.
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APPALACHIAN REGIONAL COMMISSION AREA

DEVELOPMENT PROJECT APPROVALS,

FISCAL YEARS 1965-75

Section Program area ARC (federally appropriated funds)
(millions) (percent of total)
201 Access roads $ 91.8 8.1
202 Health & child
development 314.3 27.8
203 Soil and water
resources 18.9 1.7
204 Timber resources .2 0.0
205 Mine restoration 52.5 4.6
207 Housing 8.4 0.7
211 Vocational education 263.8 23.3
212 Sewage treatment 13.6 1.2
214 Supplemental grants a/309.6 27.3
302 Local development
districts, research,
and demonstration 59.4 5.3
$1,132.5 100.0

a/Does not include those section 214 funds used in conjunction
with other sections of the act.
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STATEMENT OF GOALS AND OBJECTIVES

FOR APPALACHIA ADOPTED 3Y THE APPALACHIAN

REGIONAL COMMISSICN, DECEMBER 1977

HUMAN SERVICES OBJECTIVES

Health

To provide Appalachians with adequate access to basic health services
emphasizing medfcally underserved areas.

To prevent the development of health problems in the Region.
To increase the supply of health manpower in the Region.
Education

To provide Appalachians with access to job-related vocational and tech-
nical education.

To help ensure that Appalachians have the basic education skills needed
to participate in the Region's development.

To help ensure that Appalachians are not disadvantaged by changing

technologies and that they have opportunities to advance throughout their
working careers.

Child Development

To help ensure that Appalachia's preschool children receive adequate and
appropriate health, education and social services.

ENERGY OBJECTIVES

1.

To assist areas experiencing particularly strong impacts from energy-
related development with their problems of providing essential human and
public services.

To help assure a wide distribution of benefits from energy-related
activities both through encouragement of large and small private enter-
prises and through an equitable system of royalties and taxation.

To encourage, help create and seek the vigorous enforcement of laws and
requlations refated to energy development at the state and federal levels
that protect individual and community health and further the Region's
economic and environmental welfare.

To encourage the conservation of energy in all 1ts forms and the utilization
of the most abundant types in an environmentally sound way.

To help design, operate and maintain an efficient energy transportation
system and to provide the labor and material requisites of expanded enerqy
autput.

To encourage and demonstrate coal conversion activities that can contribute
to national energy requirements.

To assess the Region's potential energy wealth and the mast effective ways

to make it available by examining the human, health, environmental and
economic implications of alternatives.
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ANALYSIS OF PERCENT AND PER CAPITA ARC NONHIGHWAY

ALLOCATIONS, FISCAL YEARS 1965-68, TO MARYLAND,

SOUTH CAROLINA, TENNESSEE, AND WEST VIRGINIA

Percent Allocations for Nonhighway
Programs, Fiscal Years 1965-67, and 1968
Maryland and South Carolina Compared to Tennessee
and West Virginia

No. of counties )
as a percent of  Access Land Mine Vocational Sewage Supplemental
regional total roads conservation restoration education treatment grants

Fiscal years 1965-67

(percent)
Maryland and
South Carolina
2.4 16.6 4.4 8.0 9.5 9.0 11.2
Tennessee and
West Virginia
27.8 1.8 22.2 21.7 20.9 18,1 18.6

Figcal year 1968

Maryland and
South Carolina
2.3 11.6 4.0 - 8.9 8.4 10.3

Tennessee and
West Virginia
26.3 l4.4 20.13 - 19.9 17.2 L7.3

Source; Donald N. Rothblatt, "Regional Planning: The Appalachian Experience,' 1971,
Table 2-12, pp. 101-102.

Per Capita Allocation of Appropriated Funds
for Nonhighway Programs, Fiscal years 1965-68,

Maryland, South Carolina, Tennessee, and West Virginia

Per capita income

as a percent of Access Healch Land Mine Yocational Sewage Supplemental Tctal

regional average roads facilities c¢onservation restoration education treatment grants {notc_a)
{percent)

Maryland: 109.9 $2.19 § - $ .83 § - §4.75 §1.29 $26.,97 $34.03

South

Carclina: 94.1 4,66 3.24 .59 - 2.55 .62 10.39 22.05

Tennessee: 87.8 1.05 - .93 .18 1.64 .38 5.61 9.79

West

Virginia: 95.6 L4l 1.10 .66 - 1.63 .38 5.63 9.79

Source: As above, Table 2-13, pp. 104-105.

8/Does not take into account trading of allocated funds between States which ARC policy allowed. When such trading is
coneidered, total per capita allocation becomes as follows: Maryland: $37,32, South Carolina: 5$23.16, Tenuessece:
$9.19, West Virginia: $10.33. Source as above, Table 2-20, pp 124-125.
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1960
Housing:
Deteriorating or
dilapidated:
Appalachia 147

Overcrowded or
lacking plumbing:
Appalachia
Northern
Central
Southern

Income:
Per capita total
personal income:
Appalachia
Northern
Central
Southern

Transfer payments as per-
cent of total personal
income:

United States
Appalachia

Northern

Central 1
Southern

~1 B WD WD )
L ] 1]

Migration:
Population aged 18 to 64,
change from previous
decade:

United States 8.6

Appalachia -5.1

Poverty:

Persons below poverty:
Appalachia 141
Northern 99
Central 245
Southern 175
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1965 1970 1975
----{percent) —~==—--====w-
141
101
295
162
78 81 83
87 88 88
52 59 65
73 76 79
7.4 9.8 13.8
9.3 11.9 16.6
9.3 12.2 17.0
i4.4 17.5 20.8
8.2 10.3 15.1
14.8
5.8
132
97
254
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APPENDIX X APPENDIX X

SELECTED LISTING OF FEDERAL LEGISLATION WHICH

ENCOURAGES OR REQUIRES COMPREHENSIVE PLANNING

Planning for the use of Federal funds became a concern
of the Federal Government in the 1930s, when it provided large
amounts of money to State and local governments for relief
from depressed economic conditions. In 1933, through incen-
tives provided by the Federal Government, States established
planning boards to assist Federal officials in developing a
broad, long-range national public works program to cope with
the Depression. As public works expenditures decreased in the
late 1930s, so did national and State planning efforts. At
the same time, however, State agencies encouraged municipal
and county planning.

Federal interests in planning, particularly for housing,
reemerged in the late 1940s and early 1950s. The National
Housing Act of 1949 provided Federal funds for public housing
and redevelopment and reaffirmed that federally funded urban
projects should conform to community development plans.

The Housing Act of 1954, as amended, required grant appli-
cants to complete a comprehensive community plan and workable
program for implementing federally funded urban projects.
Section 701 of the act provided funds to States, regional
planning agencies, and certain communities to prepare
comprehensive plans.

The Federal Government has concluded that promoting
efficient use of Federal funds for domestic purposes, such as
stimulation of employment and economic development, could be
greatly enhanced if recipients had plans which logically out-
lined projects required for sound community development.
Toward this end, the Federal Government has established spe-
cific programs for sharing the costs incurred by State and
local governments and other organizations in carrying out
such planning.

Since the 1950s, the number of Federal assistance pro-
grams for State and local governments has greatly increased.
Often the programs required that federally assisted projects
conform to a comprehensive plan. The programs set aside
funds specifically for planning costs, usually addressing a
single function, and often specifying planning for a multi-
jurisdictional area with established boundaries. New feder-
ally sponscred regional organizations, such as ARC, were
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Year
1954

1961

1963

1965

1965

1965

1965

1865

19645

1968

1968

1970

1675

194

1935

Public

Law no,

Tictle of legialation

SELECTED LISTING OF FEDEBAL LEGISLATION WHICH

ENCOURAGES OR REQUIRES €

REHENSIVE PLANNING

Functional planning emphasis

83=560

87-27

88-210

89-4

89-73

83-80

83-1134

89-272

89-749

90-248

90=577

91-60%

§2-419

92=500

93~641

G3-647

IL-188

94-520

Housing Act of 1954

Area Redevelopment
Act

Vocatlional Education
Act

Appalachian Regional
Development Act

Glder Amerizans ctL

Water Resources
Planning Act

Public Works and Eco~
nomic Development Act

Solid Waste Disposal
Act

Comprehensive Health
Planning and Public

Community development

Economic distress (areae)

Vocational education

Regional development

Social s-rvices laged)

Water and related land
uses

Economic distrass (aread)
Economic disttess (reglons)

Solid waate management

Health systems

Health Services Amcidments

Social Securaity
Amendments of 1967

Intergovernmental
Cooperation Act

Urban Crowth and New
Community Develop-
menL ACC

Rural Development Act

Federal ''ater Pollu-
tign Control
Anendmeul s

comorehensive _mploy=-
ment and Training Act
Public Works and rco-
nomic Developrment

Act Amendments

National iealtn Plan-
ning and Resources
Development Acct

Social Services
Amendments

Regional Levelopment
Act

Public Works and Eco-
nomic vevelopment Act
Amendments

Resource {ongervation
and Recovery Act

a/Replaced by P.L. 89-136.

B/Sec 28.001, 38.00l, 4:.001; 52.001, 63.021, 75.001, and 76.00L.
/Replaced by P.L.

94~580.

d/Amended by P.L. 93-641.
e/Governs State and substate planning relevant to nat:ionsl urban growth policy.
I/see 10.418, 10,901; 10.904 for cxamples.

£/1978 White House Conference.

Child welfare services

In[ergcvernmentnl
coordination

National urban growth
policy

Tural development
Water traaf acrt

Waste Lreataeat

Manpower development

o

v ment

b
o

Zconomic

Heaith and human resocurces

SociLal services

Regional development

sulid waste digposal

Catalog no. U.§s.

Code citation

Common reicrance

Scope of regional

lann:

Multiatate State Substat

d national grovutn

a 4
conomic adeve LOP.HE[][

14.203

(a)

13.493

23.001

13.633

65.001

11.302
(b)

66.027

(d)

13.707

an 419

40 U.8.C. 46l

(a)

20 U,§.C. 1301

40 App. U.S.C.
1405

42 U.8.C. 3021

42 U.S.C, 196

42 U.§.C. 3l5la

42 U.5.C. 318!
(c})

42 U.5.C. 246

42 U.5.C 622

Appendix 42 v.8.C. 4231
42 U.5.C, 4501
7 U.s.C. 1926
33 U.5.C. 1256
33 U.8.C. 1288

w
—
o
<
o

ab6 w31

29 U.5.¢C. 815

42 ©.5.C. 3151a
42 G.5.C. 300m
4z U.-.C. 3001
42 L.5.C, 1397

1-405
42 L.s.C. 3181
42 1 .8,0, 3121
noce
42 1.5.C, 6961

HUD section 701

ARC section 302

Title III

Trele [II

EDA gecrtion 302
Title

+ PA section 207

3147a) and 3la(b)

Title IV B

Title LV (A-95)

EPA section 106
EPA section 208

Title I

EDA section

La
=
K

Lutble XX

ARC scooL w220

Fitle Vv

X

X

X
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APPENDIX XI

ARC ORGANIZATION CHART BETWEEN 1975-78
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APPENDIX XII

)R ARc PROJECTS TRACING THE FLOW OF ARC FUNDS

Two hasic types of data are involved :n admimistering Federal programs--financiai
{tiscall and administrative (program) This data generally fiows through two separate

——— commumication channels fiscal data through agency budget, finance, and accounting

channels, and program data through agency grants management channels The flow-
JGRESS chart traces fiscal and program data from Congressional authonzation and appropria-
<c;§:5.is’\| tion to the ume ARC determines that all administrative actions necessary 1o account
GRAM tor thase funds has been taken

Regardlesy of physical location, Federal agency or type of program, the flow of
fiscal and program data to and from ARC pertaining to ARC funds follows the general
pattern illustrated by the flowchart Circled numbers on the flowchart correspond to

the orocessing steps enumerated below
"3 Cangress authorizes the program and appropriates funds to the President,

12" Funds are deposited 1n a US Treasury Account set aside to dentsfy ARC
funds Executive Order 11386, OMB Circulars, and Department of Treasury
Marugl govern ARC relations with Federal Government agencies,

{5 ) FEDERAL AGENCY
PROGRAM
ATIONS AND
REGGUUL\DEOW%S '3 ARC - Federal Cochairman signs Interagency Agreement or Memorandums of
Linderstanding with Federal agencies which will administer ARC funds Agree-
mants and Memorandums generally state that agencies adrministering ARC
tonds will provide ARC with penodic fiscal reports and final program reports

pertaining to sach project’'s expenditures

:

%20, Federal Cochaiman and Executive Directar orgamize staff, assign duties
et s ssponsibiities within Federal and Commission staff, respectively Direc

af Finance and Adminustration maintains records wentitying how much
1 ARC + annual appropriation has been allgcated to each State,

T OF FINAL
NDITURE
YROJECT

AGHNIY LRANTY fo kperal agencies assue fiscal and program guidelines, regulations. instructions,
“"“Nf;?/‘;"_’é"‘{:"‘“m Larmeand reporung requirements concerning grant applications, grants man-
UC— apee ".\é)V'ﬂ‘A'TwE w wee e toand administration, and fiscal reporting.
. NELICE
s o Sacr oapnncants apply separately for ARC assistance through ARC apphca-
1 opoensctures and for other Federai assistance thraugh those agencies’ pro-

e

AREC notihiey Appalachian program State Office, and administering Fed
-+ s agency once ARC approves project,
o Faderal acency nouties ARC, grantee and appropriate State agency ad
vunntening Fedoral funds Lf spplicable) of Federal agency grant approv
Federal agency also notihies grantee of ARC project approval

AUENL T NG
Db GHAR
ERSEN

T AR - Buager Othcer transters ARC funds via SF 1081 ¢ 7€ 11581 (Note a)

rands for pack project

y/\‘ o Fegeral jgencies which eventually disburse funds to grantees,
L
B Jrae rees submit reports of therr expenses to Federal agencies as required by
i Toder b agency requiations, thraugh State agencies {1t applicable)
A  -oderd oagency grants management program offices send individual or consol
GTATE SuENC Y dan d reports of final grantee expenditares to thea fiscal offices,
ADMINIS T RN
FEGERA . ~GNGRAN -
: CRAN "0 3rant. management program offices send ARC copies of final expenditures
i ARC projects
T ! T Tweasesl agercy fiscal offices submit SF 133 (Note B) to ARC . Buaget
( N Sftenr snowing obiigations and gross dishursements of ARC funds usually
! | cenee 2danied by detaded backup informanon showing changes in undisbursed
i

Unneaded and unspent ARC turds fram completed projects are rdentified
and csther remasn avadable for future ARC projects or are retuned to ARC

funds were unspent and are heng reallocated ta the State, therby increasing
“he omcunt of funds availlable for future project apphications

A
—
< R i ) T WRT compares fr.cal data istep 11) and program data (step 10) on a project

| . uraiect basis to determiae that disburserments of ARC funds were in ac
srifanee with terms angd condiuons of ARC grant approval (step 6) ARC
e ™ect Control Officer designates project as closed out,

i
j s ARC notifres Appalachian program State offices that previously transterred

LAC eratas contracts and grants with Appalachian States to mstitute a

o o ~ uroject evaluanion and momitoring system n each State [1975)
REPORTS OF g

GHANTEE bt L nr e e e g e ggen ey
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APPENDIX X APPENDIX X

created to plan within functional and geographical program
areas.

We prepared the list of laws which appears on the
following page to demonstrate that comprehensive planning is
encouraged or required in many functional areas. Federal
departments and agencies responsible for administering
these laws include Agriculture; Commerce; Environmental
Protection; Housing and Urban Development; Health, Education,
and Welfare; and Labor. These agencies collectively spend
billions of dollars in the Appalachian region each vear.

This list helps demonstrate the difficulty, if not the
impossibility, which a relatively small organization like
the Appalachian Regional Commission confronts in its attempts
to fulfill its primary responsibility of regional policy
development or to comply with the requirements of Section
102(a)(1l) for comprehensive and coordinated planning.
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APPENDIX IX APPENDIX IX

Families below poverty:

Appalachia 138
Northern 96
Central 280
Scuthern 162

Persons 65 and over
below poverty:

Appalachia 134
Northern 111
Central 183
Southern 159

a/Except for unemployment rate, transfer payments, and

T migration, where actual percentages are shown, all other
percentages are given compared to the United States
average equal to 100 percent. For example, Appalachian
total personal income in 1975 was 83 percent of, or 17 per~-
less than, the U.S. average. In 1970, the extent of
overcrowed or plumbing deficient housing in Central
Appalachia was nearly three times (295 percentage) the
national average.
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SELECTED INDICATORS OF ECONOMIC AND SOCIAL CHANGE

IN APPALACHIA, 1960-75 (note a}

Education: 1960 1965 1970 1975
College graduates: = —=-———===== (percent)——=-—-————=---
Appalachia 66 68
Northern 71
Central 47
Southern 69
High school graduates:
Appalachia 77 84
Northern 96
Central 54
Southern 74
Less than fifth grade:
Appalachia 145 133
Northern 18
Central 376
Southern 182

Children aged 3 or 4
entolled in school:

Appalachia 58
Northern 55
Central 32
Southern 69
High school dropout rate:
Appalachia 120 132
Northern 97 92
Central 17Q 213
Southern 135 168
Employment:

Unemployment rate:

United States 5.0 4.5 4.9 8.5
Appalachia 7.1 5.1 5.4 8.7
Northern 5.5 8.9
Central 7.0 7.8
Southern 4.9 8.7
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APPENDIX VII APPENDIX

STATEMENT OF GOALS AND OBJECTIVES

FOR APPALACHIA ADOPTED BY THE APPALACHIAN

REGIONAL COMMISSION, DECEMBER 1977

ATURAL RESOURCE OBJECTIVES

1. To reclaim, protect and develop, as appropriate, the resources of these
areas adversely affected by mineral extraction and timber harvesting.

2. To minimize loss of 1ife and damage to property from floods and natural
hazards through use of structural and nonstructural measures and land-use
policies and to assist postdisaster recovery.

[(*)

L oaaz
nem
5

oy
S

4, To assess and set priorities for the use of the Region's water resources
to ensure that such resources effectively meet conservation and development
needs.

5. To provide for water and waste treatment needs on an areawide basis.

To focus the wida variety of fedara)

oLus amewye TECSra ',

st
hensive environmental programs that are
development effort.

rnmn ra~

s on
a concerted

o

ffort

n cal eff
1ntegra1 part of
7. To use nonenergy related mineral resources to promote development.

8. To enhance the long-term potentials of the Region by encouraging the
adoption of state and local land development policies for urban and rural
purposes and their acceptance by federal agencies.

GOVERNMENT AND ADMINISTRATION OBJECTIVES

1. To strengthen the Commission as a joint federal-multistate, state and
substate decision- mak1ng structure for deve1op1ng and gaining acceptance

RGN I I S SR S S S PO

for rEglﬁﬂﬂl poiIICIES and for llldl.”'lg PUDlIC investment decisions.

2. To strengthen state organization and capability for the administration
of development programs.

3. To continue to support and encourage local development districts to ensure
Tocal governmental and public participation in regional development programs.

nd
agsigt tha Commiscion in ¢ o

n
Lag LWommission in € v

4. To develop a project monitoring a
arrying

and programming process by:

~-Assuring that Commission investments are achieving their identified
objectives in a timely, cost-effective manner; and

--Assessing the Commission's investments to assist the Commissfon in
its role as a demonstrator of new approaches and an advocate for
change in the Region.

5. To carry on a research, technical assistance and demonstration program
which will clearly support and reinforce the Commission's goal of building
a foundation for a diversified, self-sustaining economy.

6. To encourage states and local governments to deveiop tax and revenue
systems which draw fully on availabie revenue sources and which make the

resylts of economic growth available to contribute to the continued
development of the Region.
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APPENDIX VII APPENDIX

STATEMENT OF GOALS AND GBJECTIVES*

FOR APPALACHIA ADOPTED BY THE APPALACHIAN

REGIONAL COMMISSION, DECEMBER 1977

OVERALL ECONOMIC DEVELOPMENT GDAL

To build the foundation for a vigorous, diversified, self-sustaining Appalachian
economy that affords a wide range of social and economic opportunities for
the people of the region.

TRANSPORTATION OBJECTIVES

1.

To complete the construction of the Appatachian Development Highway
System at the earliest possible time.

To provide adequate road access to key developable sites, which will
significantly contribute to the economic¢ development of an area.

To ensure that the rail system will support existing and potential
economic activity throughout the Region.

To improve the movement of waterborne freight by supporting appropriate
improvements to existing waterways, particularly the completion of the
Tennessee-Tombigbee Waterway, and development of ports on navigable rivers
in the Region.

To encourage private enterprise to expand third-level air carrier {commuter
airlines) services to a Targer number of Appalachian communities.

To explore and demonstrate the consolidation of existing rural public
transportation services for general public use in small communities and
rural areas.

COMMUNITY DEVELOPMENT OBJECTIVES

1.

To promote economic development and improved living conditions in the
Region through Community Development strategies which recognize varying
settlement patterns; particularly the emerging role of smaller cities,
and to protect the value of public investments made in the Region by
overcoming obstacles to desirable land development.

To make additional public investments in the Region's infrastructure which
will capitalize on the ability of key functional services and programs

to guide the pattern of future settlement and promote economic development
in defined growth areas.

To assist states, districts and local governments to strengthen their
capability to adminster and participate in community development by
attracting and retaining able and dedicated public servants.

ENTERPRISE DEVELOPMENT QOBJECTIVES

To encourage the continued successful operation of private enterprise
of all types in the Region.

To encourage new and expanding manufacturing development and other basic
industries Tn areas with significant potential for future growth or where
they may create a special development apportunity.

To encourage an institutional capability to stimulate interjurisdictional
cooperation and produce coordinated focused enterprise development programs
at the local district level.

To assist in the development of energy-related enterprises in areas that
have significant potential! for future growth or where they can provide a
major contribution to the creation of a specfal development opportunity.

*Because of the responsibility of the States to adopt Comnissfon policies and
program strategies to their varying needs, no regionwide p-iorfties among each
of the seven program areas are made in this regional policy statement.”

146

VII
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SELECTED LISTING OF REFERENCES TO

MULTISTATE REGIONAL PLANNING COMMISSIONS

Academy for Contemporary Problems, "Experiments in Growth
Policy."

Advisory Commission on Intergovernmental Relations, "Multi-
state Regionalism," Apr. 1972.

Advisory Commission on Intergovernmental Relations, "Urban
and Rural America: Policies for Future Growth," Apr. 1968.

Appalachian Regional Commission, "The Appalachian Experiment
1965-70."

Berry, Brian J. L., "Growth Centers in the American Urban
System.”

Branscome, James, "The Federal Government in Appalachia,"
1977.

Cameron, Gordon C., "Regional Economic Development: the Fed-
eral Role," 1970.

Council of State Planning Agencies, "State Strategies for
Multistate Organizations," Aug. 18, 1977.

Cumberland, John H., "Regional Development Experiences and
Prospects in the United States of America," 1971.

Department of Commerce, "Regional Economic Development in the
United States," Oct. 1967.

Department of Commerce, "The Regional Action Planning Commis-
sion Approach to Economic Development: An Assessment,"
Sept. 29, 1971.

Department of Commerce and the Office of Management and
Budget, "Report to the Congress on the Proposal for an
Economic Adjustment Program," Feb. 1, 1974.

Derthick, Martha, "Between State and Nation," 1974.
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SUMMARY OF PRCJECTS SUBMITTED BY THREE

STATES TO ARC FOR APPROVAL IN FISCAL YEAR 1977 (note a)

Program Area (note b) Kentucky Pennsylvania South Carolina Totals for thr

No. of No. of No. of No. of Percent

projects ARC funds projects  ARC funds projects  ARC funds projects of total

(Millions) (Millicns) (Millions)
Economic development 8 $ 2.7 i2 $ 4.9 7 $2.0 27 9.3
Transportation 11 2.9 21 6.5 3 | 35 11,7
Community development 20 3.7 13 4,2 3 .5 36 12.0
Housing 1 2.0 10 .7 1 .0 12 4.0
Health 12 2.6 29 4.6 42 3.4 83 27.7
Education 18 5.8 4 .9 24 3.4 46 15.3
Child develcpment Z 2 19 1.6 29 2.6 50 16.7
Environment and

resources = - 10 3.1 _- - 10 3.3
Total 2 5199 e s26.5 109 $13.6 299 100.0

a/ Excludes section 302, resecarch, demonstration, technical assistance, and district planning funds.

b/ For congistency, we used those eight program areas which ARC staff suggested all Appalachian States be
required to use when preparing their annual plans, Because each State's plan and project listing used
terms and categories other than "economic development' and "community development" (for example,
physical and community resources, community facilities, enterprise development, water systems, industrial
park development, sewage, amenities, and sc forth), we placed all such projects into either "economic" or
"community" development on the basis of those major project benefits or project purposes as described in
the project application submitted to ARC.
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The Commission believes that an incremental approach is the most effective way
to ensure an evaluation staff capability at the Commission, state, and district
levels. Program managers at all levels must fully understand and be convinced that
the purposes of evaluation wiil produce solid results. Moreover, policymakers must
feel that the results of evaluation efforts respond to their needs for relevant
information which they can use for making decisions. While this approach takes
time, the Commission feels that acceptance of evaluation as a management tool by
policymakers and staff will be more likely.

GAO itself has examined many approaches to evaluation and states that the
evaluability assessment approach "avoids pitfalls common in making program
evaluations.,” In its report entitled, Finding Out How Programs Are Working:
Suggestions For Congressional Oversight, November 22, 1977, GAO states that
evaluability assessment procedures used by policymakers in the executive branch
would also be useful in assisting Congress perform its oversight function.

Conclusion

A balanced report would recognize the strengths of the Commission's joint
decision-making process and Federal-State partnership. This process takes diverse
opinions from public and private sources, subjects them to staff review, encourages
discussion among levels of government and between states and staff, and ultimately
reaches a decision that reflects the view of responsible "elected" public officials.
We believe that few programs have the strength that the Appalachian program has
developed because of its encouragement of this open process that leads to jointly
arrived at decisions by Governors and the Federal Cochairman. We do not believe
the report will be useful, present a balanced view or provide an agenda for
constructive improvement unless it fundamental assumptions in this regard are
rethought.

Sin

OBERT W. SCOTT
Federal Cochairman
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We will eliminate the backlog by the end of FY 1980.

Changed Circumstances Procedures

The draft claims that ARC's procedures for determining "changed circumstances"
in underrun cases are inadequate. Again, this charge reveals a fundamental
misconception of the ARC process.

"Changed circumstances" are typically changes in the facts relating to a project,
for example, a reduction in the eligible cost that might warrant a reduction in
ARC funding. In these situations, it must be determined whether the new facts
warrant an alteration in ARC's contribution to the project.

The criteria for determining "changed circumstances" are precisely the same as
those applied in the original consideration and approval of a project. The criteria
are detailed and set forth in the ARC Code. They require the exercise of
discretion by ARC in judging a grantee's relative financial resources and making an
evaluation of its "ability-to-pay.”

The report goes on to criticize the fact that "changed circumstance" cases are
handled through "negotiation" between the ARC and the state. But this is precisely
how the projects are originally processed. ARC believes such negotiations whether
for the original consideration or on review of changed circumstances are a
strength of the Federal-State partnership and far superior to often negative fiats
from remote bureaucracies handed down without state and local participation.

Related to this issue is another misconception of the ARC process in the GAO
report. The report criticizes the fact that ARC considers "ineligible" costs (i.e.,
those project costs not eligible for Federal assistance under the basic grant
program) in connection with its review of a "changed circumstance" case. ARC
considers "ineligible costs" in the original review of every project, i.e., in its review
of the relative financial resources of the grantee. While some "costs" may be
"ineligible” for funding under the various basic Federal agencies programs, such
costs are no less real and are in fact an actual burden on the grantee's financial
ability. Reviewing "ineligible" costs, on an initial consideration or in a changed
circumstance context, is therefore not "arbitrary;" it is entirely reasonable and

indeed required if ARC is to live up to the Congressional mandate in subsection
224(a) of the Act.

Use Of Section 214 Authority

The draft questions the extent of ARC's use of its "first dollar" supplemental grant
authority. |t suggests that the Commission's unrestricted use of "first dollar”
authority limits its ability to influence Federal and State expenditures in the
Region.  These statements reflect a gross lack of understanding of the
supplemental grant authority.
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o Total state contributions to ARC-assisted activities are not
necessarily reflected in individual components of these programs or
projects. For example, Pennsylvania provides 50 percent of the non-
Federal share of EPA's Step | Wastewater Treatment Planning Grant
and further provides grants for operation and maintenance of
completed facilities. =~ ARC participates only in the Step il
construction phase of these projects. Thus, while state participation
is not always reflected in the construction component, the state is,
in fact, participating in these projects.

o In many ARC programs, the local share is provided by state
transfers of funds to local governments. These funds are shown as
local contributions in ARC's financial records. Thus, GAQ's data is
inaccurate and inconclusive.

o Total state contributions to vocational education projects cannot be
judged by the amount the states contribute to ARC assisted
construction. In most cases, subsequent operating costs are funded
largely with state revenues.

Despite the fact that the figures in the report reflect a decline in state government
participation in ARC projects and programs, total dollar expenditures by the state
governments in the Appalachian Region have, in fact, increased four-fold between
1964 and 1978, according to the state maintenance of effort reports certified by
the Governors. The increase is comparable to increases in the non-Appalachian
portion of the Region. This information is based on certified reports submitted to
the Federal Cochairman by the states on an annual basis.

Grants Administration

The draft claims that ARC lacks effective administrative control needed to
adequately document and report on the disposition of Federal funds appropriated to
the President. It also charges that ARC does not recover unspent Federal funds.
These statements are not true,

A distinction must be made between the terms "funds accountability" and "grant
administration.” ARC can and does account for all funds appropriated to the
President in accord with all applicable Federal requlations. As for the issue of
grants administration, a very small percent of ARC's funds are directly
administered by the Commission. All remaining funds are administered by Federal
agencies. It was the intent of Congress in placing this authority and responsibility
with these agencies to avoid a duplication of their monitoring of disbursements by
ARC, the states or local development districts. GAO confuses ARC's program and
project responsibilities with grant administration and closeout responsibilities
assigned to other agencies by Congress and Federal regulation.
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Allocation of Funds

The draft states that the Commission's nonhighway allocation formula has produced
a highly unequal distribution of funds over time and that, as a result, ARC may
have underfunded some states while overfunding others. We disagree.

Section 2(a) of the Appalachian Act directed the Commission to concentrate its
investments in areas where there is a significant potential for future growth
throughout the Region, and where the expected return on public dollars will be the
greatest. Congress left to the Commission the judgment of how and where to
concentrate funds to get the greatest return on the dollars invested. Congress did
not charge ARC by law to seek either parity or self-sufficiency for any single area
of the Region. GAO did not criticize ARC's implementation of the growth area
strategy.

The Commission's current allocation formula for nonhighway programs reflects
agreement among the Governors and the Federal Cochairman. The formula
considers a number of factors. They include: per capita income, population, land
areqa, number of 14-17 year olds not in school, and the need to meet multiyear
program funding commitments. In addition, it recognizes that the essential nature
of the ARC partnership can only be served if all partners received a sufficient
amount of funds to provide a meaningful annual program.

In developing a formula for the allocation of funds, the Commission has found the
potential number of pertinent factors, and their weights to be infinite. However, it
believes that the ultimate test of any formula for the allocation of Commission
funds is whether the Governors and the Federal Cochairman together agree that
the formula provides a fair and equitable distribution of funds to meet the priority
needs of the Region. This has been accomplished.

GAQO states in the report that Maryland and South Carolina received too much
money and Tennessee and West Virginia received too little relative to other states.
The continued acceptance by the Governors of the Commission's allocation formula
belies this contention. Specifically, the eleven states, including Tennessee and
West Virginia, which stand to benefit from a formula revision that would reduce the
Maryland and South Carolina allocations, have not felt that these states receive
more than their appropriate share under the existing allocation formula.

The nonhighway allocation formula is reviewed periodically by the Commission as
part of its regional planning process. [t is modified as deemed necessary by the
Governors and Federal Cochairman. For example, a major change was made in the
allocation formula in 1975 and further modification was made in 1976. This is a
continuing process.

The draft recommends that ARC study the feasibility of adopting a "relative need"
index for the allocation of its nonhighway program funds. The Commission feels
that the adoption of such an approach would be unwise. In 1965, the House
Committee on Public Works (Report No. 51, 89th Congress, |st Session), rejected
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the draft with regard to intergovernmental planning are based upon theoretical
constructs. Theory may be useful in the classroom or the textbook, but not always
in practice. In fact, much of the theoretical construct on which the draft is based
is no longer accepted.

The definitions of planning and the prescriptive recommendations contained in the
draft do not reflect planning functions in Federal development agencies such as
EDA or in state government. Rather it relies almost wholly on theories no longer
generally accepted. We believe ARC's planning effort is useful because it is
planning for what will be done and is desired to be done by local people and elected
officials, rather than what those insulated from local perspectives would propose.
No one program, ARC or any other, can realistically be a totality. You have only
to read the 1977 report of the American Enterprise Institute entitled, "Shared
Power; A Study of Four Federal Funding Systems in Appalachiq,” to know that
state and local officials and planning professionals accept this view
overwhelmingly.

ARC has a comprehensive regional plan that evolved out of a comprehensive
regional planning process that is sophisticated, workable and realistic. Pursuant to
Section 225 of the Appalachian Act, the regional plan reflects state goals and
objectives set forth in the state Appalachian development plans. The state plans
provide a general analysis of economic and social conditions and problems in the
Region, and as required by Section 225, cover those programs which the Governor
of each state determines to be the ones warranting priority action and ones that he
will seek to fund within the ARC framework. They are developed in accordance
with the guidelines for state and district planning found in our published policies
(ARC Code) and reflect Commission strategies and policies as developed through
this regional planning process. This process responds to the diversity of issues and
approaches that characterize the Appalachian Region.

The Appalachian Program and its planning process have been successful because
they recognize the diversity that exists even within the Region and views these
diversities as realities that must be recognized rather than problems that must be
addressed. Unlike most Federai programs, ARC has never been obsessed with a
need to view its every action in the context of neatness and uniformity. Rather,
we have focused on realities in the contexts in which local people see them.
Federal programs generally, in devising regulations for planning and operating, have
uniformity and homogeneity as a primary goal. We do not believe that every
community from Southern New York to Northern Mississippi is or ought to be the
same. The planning recommendations in the draft not only seek to make them the
same, but suggest they are already. This vision does not conform to reality and we
would not want it to. ARC pians from the bottom up, not the top down.
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3

Interagency Coordinating Council

The Chairman of the Interagency Coordinating Council is
directed to:

1. work with the Secretary of Commerce, the heads
of the other federal departmentsz and agencies,
and the Federal Cochairpersons to overconme
obstacles in carrying out the objectives of
this policy; and

2. ensure that, at the request of the Secretary
of Commerce and the Federal Cochairman of the
Appalachian Regional Commission, the annual
investment programs and peolicy recommendations
receive a coordinated high-level analysis and
review by relevant federal departments and
agencies.

Federal Cochairmen

In addition to the responsibilities defined in existing
statutes, regulations and Executive Orders, the Federal
Cochairmen of the Appalachian and Title V Regional Commissions,
with the concurrence of the affected commission(s)}, shall
become members of each Federal Regional Council which serves
all or any portion of his/her region. It is my intention to
further amend Executive Order 11647 to this effect.

Each Title V Federal Cochairman, working with the regiocnal
commission, i3 directed to:

1. assist the regional commission to participate
in the regional growth policy process;

2. present the commission's multi-year regional
development plan, annual investment program
and growth policy recommendations to the
Secretary of Commerce;

3. involve Federal departments and agencies in
the activities of the commissions, as appropriate;
and

y, participate in the consultative mechanism described

under Secretary of Commerce directives, #3 above on
page 3.

Federal Regional Councils

The Federal Regional Councils are directed to work with
the Secretary of Commerce and the Interagency Coordinating
Council to provide continuing liaison with regional

commi ssions.

JIMMY CARTER
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FOR IMMEDIATE RELEASE January 19, 1979

Offi1ce of the White House Press Secretary

THE WHITE HOUSE

January 19, 1979

MEMORANDUM FQR THE HEADS OF EXECUTIVE DEPARTMENTS AND AGENCIES
AND FEDERAL COCHAIRMEN OF MULTISTATE
REGIONAL COMMISSIONS

SUBJECT: Regional Commission Support

Background and Purpose

The White House Conference on Balanced National Growth and
Economic Development found that the varied and changing
problems and economic circumstances in the Nation's regions
require greater flexibility in the way Federal policies and
programs are designed and administered across the country.
This variety suggests a need for strong state and local
action to develop regional balanced growth policies and to
target local, state and Federal funds in accord with these
strategies. Multistate regional commissions established
under the Appalachlan Reglonal Development Act of 1965 and
Title V of the Public Works and Economic Development Act

of 1965 and strengthened under the Regional Development

Act of 1975 are intended to enhance development opportunities
and conditions in multistate regions. Through planning and
selective management of resources and activities, these
commissions also afford a common framework within which

the different levels of government can apply their energies
to regional problems.

In light of the changing patterns of economic activity

acrogss the country, and in order to extend the ablility of
states and localities to shape Federal policies in behalf

of regional concerns, new processes for planning, coordina-
tion and policy support are required. To develop and carry
them out will require cooperation on the part of the Secretary
of Commerce, Federal departments and agencies, the Interagency
Coordinating Council, the Federal Cochalrmen of the Appalachian
and Title V Regional Commissions and the Federal Regional

Cronmailas
LUWLCLLAS .

By means of this memorandum, I am instituting a regional growth
policy process to assist the regional commissions in developing
and implementing their multi-year regional development plans
and annual investment programs. These plans and, more impor-
tantly, the annual investment programs should be developed from
the ground up, reflecting substate and state development plans.
Through this policy process, the regional commissions will be
given an opportunity to prepare recommendations to Federal
departments and agencies for solutions to problems of regional
growth and decline. In framing these recommendations, the
commissions will consult with the Federal departments and
agencies affected, taking advantage of the expertise available
in the regional headquarters of each agency, as well as with
substate, local and private interests.

more

(OVER)
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHMINGTON, D.C. 20803

3, {
\ .

August 8, 1978

MEMORANDUM FOR THE SECRETARY OF AGRICULTURE

THE SECRETARY OF COMMERCE

THE SECRETARY OF DEFENSE

THE SECRETARY OF ENERGY

THE SECRETARY OF HEALTH, EDUCATION,
AND WELFARE

THE SECRETARY OF HOUSING AND URBAN
DEVELOPMENT

THE SECRETARY OF INTERIOR

THE ATTORNEY GENERAL

THE SECRETARY OF LABOR

THE SECRETARY OF STATE

THE SECRETARY OF TRANSPORTATION

THE DIRECTOR QOF ACTION

THE DIRECTOR OF COMMUNITY SERVICES
ADMINISTRATION

THE ADMINISTRATOR OF ENVIRONMENTAL
PROTECTION AGENCY

THE ADMINISTRATOR OF NATIONAL
AERONAUTICS AND SPACE ADMINISTRATION

THE CHAIRMAN OF THE NATIONAL SCIENCE
FOUNDATION

It has come to our attention that grant closeouts in a
number of agencies are running behind schedule, This
sometimes means that funds advanced to grantees, but not
spent for program purposes, are held by them awaiting
closeout. Many millions of dollars may be involved,

There is no reason why Federal funds should be held
outside the Treasury awaiting closeout of a grant, Our
Circulars No, A-102 and A-110 require that these funds
be recovered immediately from grantees. If closeout
procedures cannot be put on a timely basis, then the
recovery of Federal funds should precede closecut.
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delegates to the Secretary of Commerce the authority
to resolve questions of policy which may arise between
the ARC Federal Cochairman and a Federal department or
agency administering ARC program funds.

b. OMB should consider recommending to the
President that he delegate to OMB the reaponsibility
for resolving intsragency problems which arise during
the administration of programs authorized by the
Appalachian Regional Development Act. In particular,
OMB should consider taking on the responsibility for
(1) reviewing, approving and certifying the adequacy
of Interagency Agreements between ARC and Federal
agencies and (2) becoming a signatory to ARC Inter-
agency Agreements in the capacity of arbitrator and
adjudicator between ARC and Federal agencies when
administrative or policy disputes cannot be resolved.

We have the following comments on the matters raised in the
draft report:

1. Improved Closeout Procedures

There has never been any question that the provisions
of OMB Circular A-102 apply to the programs of ARC. For
several years, Appendix I of the Catalog of Federal
Domestic Assistance has shown that the ARC programs are
subject to the provisions of the Circular. In addition,
it has always been our intention that Federal agencies
would use the same administrative requirements for ARC
funds as they use for their own. Federal agencies are
in faect the grantor agencies for the bulk of ARC pro-
grams and Circular A-102 assigns closeout responsibili-
ties to the grantor agency. To the best of our knowledge,
that practice is being followed by the agencies.

With respect to the need for clarifying ARC responsi-
bility for establishing closeout procedures and for
providing written guidance and technical assistance to
ARC and appropriate Federal agencies to reduce the back~
log of cpen ARC projects, OMB has already initiated action
on this general problem. In a memorandum dated August 8,
1978, we asked the heads of departments and agencies to
review their grant closeout procedures and to make them
consistent with OMB Circulars A-102 and A~110 and with
sound business practices. If closeout procedures cannot
be put on a timely basis, the agencies are to recover
Federal funds prior to closeout. A copy of this memo-
randum is enclosed for your information. In our
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Some aspects of our review required us to rely on ARC's
automatic data processing system to obtain needed informa-
tion. These included detailed computer printouts of ARC~
approved projects, from which we summarized selected infor-
mation contained in this report. We also used computer
listings of ARC projects considered closed out by the Project
Control Officer and Program Coordination to develop our find-
ings about the severity of ARC's project closeout problems.
(See ch. 4.) 1In these cases, we tested the reliability and
accuracy of such information by tracing a representative sam-
ple of projects and line entries back to source documents
contained in ARC project files. Except for inadequate docu-
mentation in some project files needed to support line items
showing reductions in ARC project funds for closed out proj-
ects, we found ARC's automatic data processing listings of
project closeouts to be reliable and accurate.

We examined ARC policies contained in the Appalachian
Code and those written procedures and program guidelines
which were available and made observations of other operating
procedures and decisionmaking processes not written down. We
compiled and reviewed an extensive amount of publicly and
privately funded literature and research about the Appala-
chian region, and we held discussions with officials from the
Executive Office of the President, the President's Reorganiza-
tion Project, the Office of Management and Budget, and con-
sultants and experts engaged in reviewing ARC and other
reg%onal development programs at the time we conducted our
review.
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project level and (2) discourage what appears to be an
undetected shift of the section 214 program away from a sup-
plemental funding source into an independent, categerical
grant approach.

ARC did not respond to the recommendation, commenting
only that our conclusion reflected a "gross lack of under-
standing" of its authority, which it says has been used re-
sponsibly. We do not gquestion ARC's authority to use sec-
tion 214 first dollar funds, but only ARC's apparent unwill-
ingness to recognize either (1) its reduced ability to re-
alistically influence local project selection or (2) the
possibility that States could become overdependent on first
dollar funds unless first dollar use is restricted. We
continue to believe that such limits are necessary if the
Senate Public Works Committee's 1975 concerns that States
not treat the Appalachian program as merely a conduit for
Federal funds are to be adequately addressed.

Evaluation

Despite substantially increased ARC attention to project
and program evaluation in recent years, our review recommended
ARC take certain actions to formalize the program evaluation
function by establishing a specific evaluation policy; de-
fining evaluation roles and responsibilities at each planning
level; preparing a long-term evaluation plan; and combining
and reporting on the results of evaluations carried out to
implement the plan. We also suggested that ARC more precisely
define what each State's evaluation capacity should consist
of and plan to evaluate the results of its State evaluation
and monitoring assistance program within a reascnable period
of time.

ARC's response does not address our recommendations and
only commented on its ongoing incremental approach to improv-
ing program evaluation activities. Following an incremental
approach does not by itself provide any assurance that ARC
has or will address the central issues our report raises--
namely, the need for program evaluation activities to be
carried out in accordance with overall written policy guide-
ance and linked to a long-term evaluation plan. Furthermore,
unless ARC assesses the results of State monitoring and eval-
uation activities, it cannot be sure that those activities
are achieving maximum benefits.
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State financial contributions
to ARC program

ARC challenged our findings and conclusions about
declining State financial participation in ARC nonhighway
projects and programs, claiming that (1) the data we used
is "grossly misleading and cannot be used for this purpose"
and (2) what ARC financial records show as local contribu-
tions are in "many" programs actually State transfers of
funds to local governments. ARC, however, did not provide
any information on what it considers to be an accurate record
of State financial contributions; did not identify in which
specific programs or to what extent its information system
shows State transfers as local funds; and made no attempt to
offer an alternative methodology for identifying proportion-
ate levels of ARC, Federal, State, and local financial
support in ARC projects and programs.

Furthermore, we are particularly disturbed about ARC's
unsubstantiated allegation that we purportedly used "grossly
misleading data" in light of the fact that (1) ARC appears
to have used nearly the identical data in its 1975 annual
report to the Congress to support its conclusion of strong
State financial support and (2) a comparison between our inde-
pendently derived figures (see app. III) and ARC's 1975 annual
report shows that ARC's figures actually show less State
dollars and thus a smaller percentage of State financial
share of eligible project costs than our report reflects.

Administrative control
over Federal funds

ARC disagreed with our findings that it lacks effective
administrative control needed to adequately document and
report on the disposition of Federal funds appropriated to
the President. We made several recommendations to the Di-
rector, OMB, and the Federal and States' Cochairmen that ad-
dress the need for adequate internal procedures and arrange-
ments with Federal agencies to ensure that excess project
funds are systematically identified and promptly recovered
for current and future use. OMB commented on our
recommendations, but ARC did not.

Although ARC commented on its efforts to recover Federal
funds not required for project completion (it said about
$63 million was recovered), it made no attempt to challenge
our finding that its inadequate procedures and uncoordinated
actions allowed undisbursed funds to be reported but not re-
covered or spent for periods ranging from 2 to 8 years. Its
only comment on this problem was that "the recovery of funds
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vocational education courses." We question whether state-
ments of broad program goals contained in annual budget pre-
sentations are by themselves adequate unless such goals are
adopted and incorporated into ARC policy statements contained
in the Code. We found no evidence that ARC revised its Code
pertaining to vocational education in this manner.

Regarding the health goals, the only reference to a
quantified, timebound goal our review found for reduced
infant mortality rates appeared in ARC's 1975 Program Design
Subcommittee on Health and Child Development final report.
That report made reference to (1) making essential health
services available by 1980 comparable to those available to
the Nation and (2) establishing a more sharply focused
attack on deficits such as relatively higher infant mortal-
ity rates. 1In 1976 there was less than 1 percent difference
between Appalachian and non-Appalachian U.S. infant deaths
per 1,000 population.

In addition, our review found no evidence that ARC had
formally established an explicit, timebound, gquantified goal
of 3.5 beds per 1,000 population or less. We noted a 1971 ARC
Code provision stating a policy of using its demonstration
health program funds to

"* * * develop throughout the region, the capacity to
make maximum effective use of all public and private
health resources in order that health services in
Appalachia will be comparable to those available to
the Nation as a whole in 1980."

ARC adopted a beds per 1,000 criterion in August 1976, not as
an explicit program goal, but rather as one condition required
for approval of hospital construction projects.

Allocation of funds

Our report evaluates ARC's fund allocation procedures
and concludes that some States received an inordinate amount
of ARC funds when measured by an index of relative need, while
other States received too little.

ARC disagreed and offered arguments defending its State-
by-State fair share approach in allocating funds. ARC de-
fended its position in three ways: (1) the 13 States accept
ARC's allocation formula for nonhighway programs, and the 2
States (Tennessee and West Virginia) which would benefit from
a formula revision, have not felt that other States receive
more than their appropriate share under the existing formula,
(2) the Congress left it up to ARC's judgment how and where
to concentrate funds to get the greatest return on dollars
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categories of more specialized planning, such as health, hous-
ing, and transportation, into an overall approach. ARC simply
dismisses our definition as "theoretical," failing to recog~
nize that it was derived through extensive research of the
legislative history not only of the Appalachian Development
Act but also 21 other public laws cited in appendix X, which
either encourage or require comprehensive planning.

Using the definition of comprehensive regional develop-
ment planning stated on page 9, we identify four specific
problem categories which led us to conclude that Appalachian
State and district planning falls short of being comprehen-
sive. ARC's comments, however, do not respond specifically
to these problems nor do they recognize that similar short-
comings have been cited by ARC staff and internal and
external evaluations.

ARC said that our recommendations seek to achieve
uniformity and homogeneity through "top down" planning.
In disagreeing with our recommendations for comprehensive
planning, ARC stated

"We do not believe that every community from South-
ern New York to Northern Mississippi is or ought to
be the same. The planning recommendations in the
draft not only seek to make them the same, but
suggest they are already."

ARC's comments inaccurately reflect our position con-
cerning comprehensive regional development planning. Our
report neither states nor suggests that every community in
Appalachia should be the same. Rather, the report recommends
more consistent and comprehensive State and district planning
so that (1) problems cited in the report c¢an begin to be re-
solved and (2) ARC will be in a better position to influence
future national policy and planning decisions and the
expenditure of Federal resources in the region.

Also, we take exception with the ARC's statement that
we are advocating "“top down"™ planning. Our recommendation
that ARC develop written guidelines to supplement general
provisions contained in the ARC Code specifically states
that these guidelines be prepared using a consortium of ARC
staff and State and district representatives. Thus, we are
recommending joint decisionmaking, not "top down" planning
by individuals "insulated from local perspectives" which ARC
claims we are advocating.
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CHAPTER 7

We asked the Appalachian Regional Commission and the
Office of Management and Budget to comment on our report,
and their comments, some of which were made orally were
considered in preparing this final report.

OMB COMMENTS AND OUR EVALUATION

In commenting on our suggestions for improving closeout
procedures (see app. I), OMB did not agree that its Circular
A-102 should be revised specifically to make ARC subject to
the circular's provisions. It maintains that Federal agencies
use the same administrative requirements for ARC funds as they
use for their own, and Circular A-102 assigns closeout respon-
sibilities to the grantor agency. 1In view of OMB's recently
initiated action to evaluate grant closeout procedures (see
below), we are not recommending at this time that A-102 be
revised explicitly to cover ARC and similar agencies.

OMB's comments did not address the need for it to
clarify for the Federal Cochairman ARC's responsibility for
establishing grant closeout procedures or to provide written
guidance and technical assistance to ARC and appropriate Fed-
eral agencies to reduce the backlog of open ARC projects.
OMB said that heads of departments and agencies were told in
August 1978 to make their grant closeout procedures consis-
tent with Circulars A-102 and A-110 and with sound business
practices. They were also reguired to review and submit
their grant closeout procedures by December 31, 1978. OMB
said it was in the process of reviewing agency submissions
and would decide whether further corrective action is
necessary. OMB stated that it would focus on closeout
procedures related to ARC and similar situations in which
administering and funding agencies were not the same.

Although OMB acknowledged that there has been ambiguity
in the relationship between ARC and other Federal agencies,
it also disagreed with our suggestions that OMB become a
signatory or certifier of all interagency agreements between
ARC and Federal agencies. OMB said that a Presidential
memorandum was issued on January 19, 1979, which spells out
the responsibilities of regional commissions, the Secretary
of Commerce, other Federal agencies, Federal regional coun-
cils, and the Interagency Coordinating Council. It said that
this memorandum will clarify responsibilities and will help
ensure coordination among involved agencies and groups. How-
ever, this memorandum does not specifically address the cen-
tral issue our report raises; i.e., what organization should
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Major international and national economic changes
occurred since these original studies were written which may
alter some of their projections or conclusions. We found in
eastern Kentucky, for example, that 1972-74 State legisla-
tion, coupled with increased national demand for coal, pro-
duced a substantial increase in local fiscal capacity from
coal severance taxes returned to local governments.

At the completion of our review, it was uncertain what
eventual effect such increased local revenues will have on
areas such as the Kentucky River Area Development District,
in which 25 percent of total personal income has been derived
from transfer payments from Federal and State governments
between 1966-74; only 5 new plants employing less than 700
people were established between 1965-1973; per capita per-
sonal income averaged less than 68 percent of the national
average in 1975; and serious deficiencies exist for over 50
percent of the dwelling units in the district.

A 1977 report titled "Issues in the Development of
Nonmetropolitan United States" pointed out that some geo-
graphic areas in the United States may not be able to develop
a self-sustaining economy, regardless of the amount of Fed-
eral assistance provided. While discussing the continuing
economic and social problems confronting KRADD in 1976, the
district's executive director told us that parity with the
non-Appalachian part of his State, Kentucky, was probably
a more realistic objective than the concept of parity with
the Nation.

Is the goal of the Appalachian program to equalize
conditions between the Appalachian and non-Appalachian por-
tions of the States which constitute the region, between
three subregions, or between the entire region and the Na-
tion? We believe these issues and unanswered guestions need
to be addressed if coherent national policies affecting the
growth and development of all regions are to be developed.

Assuring State financial commitment
for nonhighway programs

The Congress will confront two major funding decisions
during fiscal years 1979-80 regarding the Appalachian pro-
gram: continuation of ARC's nonhighway programs from fiscal
years 1980-83 and completion of the Appalachian Development
Highway System by 1986, both recommended by ARC resolutions
in December 1977. ARC has cited the completion of the high-
way system as critical to the success of its entire program.
Although begun in 1965, the system was projected in December
1977 to be only 65 percent complete by the time probable
appropriations through fiscal year 1981 have been spent. ARC
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A detailed breakdown by State shows that Central
Appalachia's poverty situation relative to the U.S. average
improved slightly for the 27 counties in Tennessee and Vir-
ginia but worsened for the 58 counties in Kentucky and West
Virginia, as shown below.

Index of Central Appalachian Poverty by
State Relative to U.S. Average (U.S. = 100)

State 1960 1970
Kentucky 264 284
Tennessee 242 227
Virginia 240 229
West Virginia 205 217

In 1970, 30 percent of all families in Central
Appalachia's 85 counties were below the poverty level. 1In
eastern Kentucky, the statistic was one family of every
three--33.6 percent. ARC's 1977 document "Goals, Objectives,
and Strategies for Appalachia" observed that cash transfer
payments accounted for 9.7 percent of Appalachian income in
1965 and 14.9 percent in 1974.

We cite these statistics and trend data for the
following reasons:

--ARC's projections (1973) indicated that 62 counties in
Central Appalachia will represent the single largest
concentration of persistent high poverty in the region
by 1980, with a relative index (when compared to the
U.S. average) worse than 1960 or 1970.

~-Increased cash transfer payments were a major compon-
ent of the rapid increase in Central Appalachian in-
come between 1965-75, the other component being in-
creased economic activity attributable to rising
national demand for coal.

--ARC's six resolutions adopted in 1977, one of which
calls for program continuation through 1983, do not
comment on the adequacy of national income mainten-
ance and welfare policies, other than to note that
"portions of the Region still contain some of the
poorest people of the nation * * *, The means for

correcting these problems must continue to be
provided."

-—-ARC's fiscal year 1979 budget justification indi-
cated that it planned to make investments and approve
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Defining self-sufficiency
for Central Appalachia

Central Appalachia as currently defined by ARC consists
of 85 predominantly rural counties: 49 in Kentucky; 20 in
Tennessee; 7 in Virginia; and 9 in West Virginia. Estimated
population in these counties was approximately 1.9 million
persons in 1975, or slightly less than 10 percent of Appala-
chia's total population. Over 70 percent of Central Appala-
chia's 1970 population lived in communities of less than
1,000 persons, and 72 percent lived in rural counties in
1975.

This subregion contained approximately 8.7 percent of
the entire Appalachian region's civilian resident labor force
in 1975. Labor force participation--the ratio of labor force
to total population--remained lower in 1975 (36 percent) than
that of Northern or Southern Appalachia or the Nation as a
whole (41 percent, 43 percent, and 43 percent, respectively).
Unemployment rates in Central Appalachian counties, however,
were generally lower in 1976, averaging 6.6 percent, than
either Northern (8.4 percent) or Southern (6.7 percent)
Appalachia's rates.

The rural counties of Central Appalachia, particularly
those in eastern Kentucky and southwestern West Virginia, are
those most often associated with the image of Appalachia as
"a region apart" in the early 1960s. Isolation, low educa-
tion levels, high physical and mental health disease rates,
limited access to health care of any kind, high unemployment,
low incomes, substandard housing, successive generations
living in poverty, and massive outmigration characterized
much of this subregion's population between 1935-70.

Between 1965-75, ARC approved about $232 million in ARC
nonhighway project funds for Central Appalachia which was
matched by an additional $334 million in other Federal,
State, and local funds.

With the exception of the Development Highway System,
which is generally regarded as an "infrastructure," or public
works (physical resource) investment, much of ARC's invest-
ments in Central Appalachia have been directed toward its
human resources. In eastern Kentucky, for example, ARC in-
vested nearly $23 million to help construct, equip, and pro-
vide training programs in a network of vocational education
facilities; launched an extensive health demonstration program
in 16 counties between 1968-74 at a cost of nearly $30 mil-
lion; and provided $1.5 million between 1975-77 to partially
cover operating deficits of the nonprofit Appalachian Regional
Hospitals, Inc. (Kentucky, Virginia, and West Virginia).
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we noted in chapter 4 of declining State share of ARC
project costs. .

We believe ARC's resclution calling for a national
system of regional commissions could be strengthened if ARC's
regional development plan explicitly listed:

--A summary of existing Federal and State development

olicies which ARC has found best suited to accom-
plish the long-term objectives of the region.

~-Statements of quantified objectives, time frames,
and benchmarks for accomplishing the region's
objectives during the next 5 years.

--An analysis of Federal and State patterns and
levels of expenditure in Appalachia during the pre-
vious 5 years, 1ncluding conclusions as to the
adequacy of such expenditures in reducing the
region's unmet needs during that period.

--An evaluation of the extent and relative severity of
unmet needs in Appalachia at the end of the next 5

years, assuming present and historical expenditurxe
trends continue.

--A list of specific Federal and State policies which
currently counteract or impede development in Appala-
chia, and recommendations for changing such policies,
supported by (1) ARC analysis of the impact on pre-
vious expenditure patterns should such new policies
be adopted and (2) comparison of probable conditions
in the region after 5 years under existing policies
as contrasted with ARC recommended policies.

As in the past, ARC continues to rely mainly on heavily
project-oriented district and State plans. Since ARC may use
its funds for any purpose deemed important by the 69 individ-
ual districts and 13 States, subject to limitations contained
in the act and ARC Code, there is little assurance that the

resulting array of plans and projects constitutes a coherent
multistate regional plan.

We noted that three of ARC's 1977 resolutions recommend
changes to various existing Federal policies involving such
departments and agencies as Agriculture, Energy, Environ-
mental Protection Agency, HEW, HUD, Labor, and programs of
the Farmers Home Administration and Office of Education.
Such recommendations indicate an important role for ARC if
such proposals were accompanied by supporting analyses, as
suggested above, of the quantified benefits and associated
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Congressional intent regarding the primary responsibility
of multistate commissions was clearly expressed in Senate
Report 94-278, which preceded the 1975 Regional Development
Act: "* * * develop regional policy addressing the common
problems identified when the region was established."™ Our
review identified a number of unresolved issues which limit
ARC's ability to comply with congressional intent. This
chapter discusses four issues which the Congress and ARC need
to address before extending ARC's nonhighway programs beyond
1979. Without a discussion of these issues, proposals calling
for a national system of regional commissions patterned after
ARC are premature.

UNRESOLVED ISSUES AND AN UNFINISHED AGENDA

At the completion of our review, we consider the
following questions to be unresolved:

--Is ARC's definition and concept of the regional
development plan, referred to in section 225 of the
act, adequate, and what impact will such plan have
on influencing the flow of Federal and State
expenditures in the region?

--What benchmarks and quantified goals has ARC
established to measure progress during the next 5
years in terms of (1) increased income and reduced
poverty levels, (2) reduced education gaps, (3) re-
duced number and proportion of housing units clas-
sified as substandard or beyond repair, and
(4) decreased unemployment and underemployment?

--Based on ARC's 1968 definition of a self-sustaining
economy and changes in the region since 1960,
(1) how many of the region's 397 counties are cur-
rently considered part of such economies and (2) how
many of Central Appalachia's 85 counties are liable
to be self-sustaining by 19837

--How much matching money, by State and by year, will
each Appalachian State provide for ARC's nonhighway
programs between fiscal years 1980-1983?

Adequacy of ARC's regional development plan

Nearly 4 years after the Senate Committee on Public
Works encouraged ARC to prepare an overall regional develop-
ment plan, ARC defines such a plan (referred to in section
225 of the act as "the regional development plan") to consist
of the following: (1) the ARC Code, (2) the current year's
budget and appropriations request, {(3) resolutions such as
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Administration to provide for continuing evaluations of pro-
gram and project impact and effectiveness. During its de-
liberations to extend the Appalachian program in 1979, the
Congress should amend the Appalachian Regional Development
Act to include similar evaluation requirements.
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--Introducing a consistent project monitoring (data
collection) form and evaluation capacity in selected
States, adding additional States each year so that
all States could eventually be part of a unified
system.

--Amending section 211 of the ARC Code to tighten
the criteria for vocational education construc-
tion and emphasize the need for States to justify
future project requests on the basis of adequacy
of existing facilities.

CONCLUSIONS

ARC's incremental method of generating proposals for
project and program evaluation and the small amount of
resources devoted to formal evaluations since the beginning
of the program are inadequate to assure that its funds are
having the greatest effect on solving the region's problems.
However, completed and ongoing evaluation efforts since
1974 represent a major improvement over the scant attention
given to project and program evaluation during the early
years of the program.

Systematic evaluation in one program area can identify
problems, such as unclear program goals, existing in
other areas as well. Without formal evaluations, however,
such problems may go undetected and be duplicated in future
funding decisions. Failure to include evaluation mechanisms
before undertaking major program expenditures produces an
incomplete decisionmaking and planning process which cannot
systematically demonstrate the benefits from those decisions.

At the conclusion of our review, ARC's effort to
institute a State project and program monitoring and evalua-
tion capacity at a cost of over $738,000 appeared to have
the potential for establishing a permanent evaluation capa-
city in all 13 States. ARC may not realize full benefits
from the effort unless it clearly defines what each State's
evaluation capacity should consist of, set target dates by
which that capacity should be in place, establishes a long-
range fiscal plan addressing future Federal and State finan-
cial commitment to the program, and plans to formally evaluate
the program's effectiveness within a reasonable period of
time. ARC's research committee placed little importance on
any program evaluation for fiscal year 1979.
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to evaluate the impact of individual ARC projects and pro-
grams or (2) how many ARC-funded projects had ever been
formally evaluated and documented in order to compare actual
project benefits against stated objectives.

Our review of project descriptions for the 15 projects
which ARC's research committee had recommended for funding in
fiscal year 1979 under section 302B disclosed that none of
these projects were intended to evaluate project or program
impact. Rather, the projects selected went for items such as
feasibility studies, payment of staff and consultants, edit-
ing and publication of the ARC Code, technical assistance, an
education conference, a management study, and basic and
applied research.

We could identify only 19 single-year or multiyear
evaluation studies before fiscal year 1979 funded for the ex-
plicit purpose of evaluating project and program impact. The
total cost of those 10 studies for which cost information was
available was approximately $2.5 million--less than .3 percent
of the total ARC nonhighway project approvals during the first
decade of the program. Despite this small investment, such
evaluations when performed have proven useful.

Monitoring. Although much information about project
benefits and services provided is available from ARC grantees,
ARC was not yet routinely extracting this information in all
program areas at the district, State, or Commission levels.
Developing such an ongoing project monitoring or project
inventory system was intended to be a major component of the
1975-76 State monitoring and evaluation grants. Ongoing pro-
ject monitoring was intended eventually to provide more
systematic ARC evaluation. Progress reports available at ARC
indicated that at least one State--Georgia--appeared to be
close to instituting a permanent, ongoing monitoring system,
with other States also progressing toward that end. Ini-
tially, some States, however, appeared to be spending much of
their efforts conducting an inventory of previously approved
ARC projects to determine if excess funds could be recovered
for future use. (See ch. 4.)

EVALUATIONS HAVE PROVEN BENEFICIAL
WHEN PERFORMED

ARC's first efforts at measuring the impact of its
projects and programs in 1970 and 1971 were constrained by a
lack of both available data and evaluation mechanisms. Be-
tween 1973-76, ARC undertook a major effort called program
design, an attempt to systematically evaluate past ARC

achievements in all major program areas. Because of heavy
prior 1investments in vocational education construction and
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and evaluation system" for assessing its AAP program

consisted essentially of ARC staff internal reviews, tech-
nical assistance, conferences and meetings with State and

Qo as Wi wUILIC L TIIES -2 bad

district personnel No specific time frames or targets for
a formal evaluation study of the AAP system had been
established, however.

We also note that a 1978 ARC staff proposal to evaluate
its local development district program during fiscal year
1979--for the first time since 1965--had been deferred. It
appears unlikely that ARC can meaningfully evaluate the ef-
fectiveness of its Areawide Action Program without having
first evaluated its local development district program in
order to measure improvements that program has accomplished
and to establish a basis of comparison for measuring AAP
improvements.

Planning. ARC's Planning and Evaluation Division,
responsible for developing and coordinating ARC evaluation
efforts, does not prepare comprehensive short-term or long-
term evaluation plans for ARC to consider or adopt. ARC
instead uses an incremental approach based on project and
program evaluation proposals submitted annually which pro-
pose to have certain aspects of ARC projects or programs
evaluated.

ARC has not developed a systematic means to insure

process before approving major program expend1tures, as
illustrated by the above discussion on the areawide action
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Kentucky, Pennsylvania, and South Carolina had no systematic
means to relate the benefits derived from previously funded
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v o LR A iy FeVv jvwe SUaAavweaviie -4

some cases, State and dlstrlct officials had little involve-

ment with ARC projects once they were submitted for ARC's
annrnva]-

Three exceptions to ARC's somewhat random approach to
evaluation have taken place since 1972: formal evaluations
of ARC's health, child development, and education programs--
functional areas which accounted for $578 million and
51 percent of ARC approvals between 1965-1975-~and initiation
of a State Evaluation and Monitoring Assistance Program.

The importance of evaluation and feedback into the
planning process, and the adverse consequences of not
applying available results from previous evaluations, are
perhaps most clearly demonstrated by the following example



Federal and State commitment to the program, and makes
provisions to evaluate the program's effectiveness
within a reasonable period of time.

Unlike other Federal legislation which often requires
agencies to evaluate their projects and programs, the
Appalachian Act contains no such provision. When it does
conduct program evaluations, ARC uses either funds appropri-
ated under title III, section 302(a) research and demonstra-
tion authority, or funds set aside from those appropriated
to carry out the functional programs authorized by title II
of the act. The Congress should amend the Appalachian Act
to require ARC to conduct program evaluation, such as that
mandated by Public Law 93-644, the Headstart, Economic
Oppeortunity, and Community Partnership Act of 1974, and
other recent Federal legislation.

SYSTEMATIC EVALUATION IS NOT YET FULLY
INTEGRATED INTO ARC, STATE, OR DISTRICT
PLANNING ACTIVITIES

Chapter 2 (see p. 11) pointed out that a systematic
planning process involves six steps which can be applied to
individual projects, program components, or overall programs.
We applied this process to examine a particular component of
ARC's overall program—-the use of project and program evalua-
tion in the planning process at the district, State, and
Commission level. We identified the following problems.

Policy. The ARC Code neither defines the term
"evaluation" nor contains a statement of overall ARC policy
specifying the roles and responsibilities of ARC grantees,
districts, Appalachian program State offices, ARC staff, and
Federal or State agencies administering ARC funds for evalu-
ating ARC projects. Except for annual resolutions which may
allocate section 302 funds for evaluation purposes, the sub~-
ject of program evaluation does not appear in either chapter
2002 of the code, which describes the ARC planning process,
or in chapter 302B pertaining to research and demonstration
funds.

Before 1975, the ARC Code contained few references to
evaluating ARC projects or programs other than its health
demonstration and vocational education programs. After
1975, ARC made extensive revisions to the code, incorporating
further references to evaluation primarily in chapter 202
(health and child development) and chapter 211 (education}.

ARC uses the term "evaluation" to describe the following
range of activities:
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problems which arise in programs authorized by the Appala-
chian Regional Development Act. Consideration should be given
to having OMB (1) review, approve, and certify the adequacy of
interagency agreements between ARC and Federal agencies and
(2) become a signatory to ARC interagency agreements in the
capacity of arbitrator and adjudicator between ARC and Federal
agencies when administrative or policy disputes cannot be
resolved.

RECOMMENDATIONS TO THE CONGRESS

To establish more current and appropriate criteria
governing Appalachian State maintenance of effort require-
ments, the Congress should amend section 221 of the
Appalachian Regional Development Act of 1965, as amended,
as follows:

--Delete the existing requirement for Appalachian States
to maintain their current expenditures at the average
aggregate 1963-64 levels.

--Require instead that each Appalachian State maintain
proportionate levels of expenditure between the
Appalachian and non-Appalachian portion of each State,
using such recent base period as the Congress deems
appropriate.

~--Require ARC to monitor and report annually to the
Congress on Appalachian State expenditures in both
the Appalachian and non-Appalachian portion of each
State.
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in ARC grant administration in order to help expedite
ongoing future project closeout activities.

-~Establish an information reporting system based on
Program Coordination and Project Control records of
closed out projects for annually notifying each State
of those projects which have been closed out.

-~Develop a written plan of action with specified tar-
gets and time frames for reducing the accumulated
backlog of HEW health and child development operating
grant project files, including the role and resources
which ARC Health and Child Development Program Opera-
tions staff and Appalachian State staffs will devote
to such efforts.

The Federal Cochairman should require the Executive
Director to provide him reports twice a year on the status of
projects approved in prior years which according to Project
Control's records have not been closed out. Copies of such
reports should be routinely made available to the States'
Washington Representative, individual Appalachian States, and
appropriate Federal agency liaison officials responsible for
monitoring compliance with ARC interagency agreements.

The Executive Director's March 9, 1979, memorandum to all
ARC staff division directors concerning project closeout pro-
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nocted in this chapter. Aggressive followup to ensure that
the objective expressed in that memorandum--reducing the
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fiscal year 1980--will be necessary.

RECOMMENDATIONS TQ THE FEDERAL
AND STATES' COCHAIRMEN

The Appalachian Regional Commission should establish and
incorporate into section 214-2.5 of the ARC Code specific
written criteria needed to ensure that the special circum-
stances provision of ARC's underrun recovery policy will be
applied fairly and consistently. Such objective criteria
should include the format, procedures, and extent of documen-
tation which all States shall follow as a condition needed

to qualify for special circumstances consideration.

ARC should establish, through adoption of specific
policy, a definition of State project and program monitoring
capacity, including minimum standards and levels of perfor-
mance, which each State shall be expected to demonstrate.
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--Develop a standard provision specifying that Federal
agencies submit (for each ARC~funded project) final
expenditure reports which contain the following
components of total costs: (1) Federal funds con-
tributed by the administering agency, (2) ARC funds
disbursed for the project, (3) eligible project costs
paid by the grantee, and (4) ineligible project costs
paid by the grantee.
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visions calling for proportionate disbursements of
administering agency and ARC funds are consistent
with the intent and requirements of ARC underrun
recovery policy contained in section 214-2.5 of the

ARC Code.

--Revise all existing provisions which describe in
abbreviated fashion ARC's application of its underrun
recovery policy and develop a written description with
clear language and specific examples illustrating how
ARC applies its underrun recovery policy.

--Renegotiate all agreements and memorandums to incor-
porate (1) new language governing final expenditure
reports, (2} ARC's written description with examples
of how it applies its underrun recovery policy, and
(3) a sample copy of those existing agency final
expenditure reports which Program Coordination and
Project Control have found adequate to close out ARC
project files.

-~Coordinate with thcose agencies which do not currently
submit adequate final expenditure reports and jointly
develop a standardized final expenditure report format
adequate for ARC purposes.

--Either negotiate new agreements with those agencies
which actually administer ARC funds or renegotiate
existing agreements to specifically identify each
individual agency and its applicable final expenditure
report.

--Incorporate into each existing, new, amended, or rene-
gotiated agreement (1) a provision for ARC to formally
notify administering agencies of noncompliance with
the terms and conditions of such agreements, (2) agency
procedures and officials responsible for responding
to and satisfactorily resolving such noncompliance,
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closeout efforts by Program Coordination staff and the Pro-
ject Control Officer, and district monitoring roles and
responsibilities remained undefined.

Furthermore, ARC had not instituted a reporting system
to periodically provide each State with a comprehensive
listing of prior year projects which had been closed out and
all ARC funds either spent or recovered. ARC relied instead
on a piecemeal, single-project by single-project notification
system.

The absence of adequate internal controls, lack of clear
lines of responsibilty, lack of written procedures, and fail-
ure to follow up cn unspent funds from projects reported by
administering agencies was further complicated by certain
Federal agencies' lack of cooperation or inability to provide
ARC with adequate or timely final expenditure reports. Some
agencies sent to ARC final audit reports, computer listings
of project costs, or even ad hoc listings of completed pro-
jects instead of the final expenditure report called for in
the interagency agreement.

Interagency agreements and memorandums of understanding
between ARC and Federal agencies are not specific enough
about expenditure reports to be provided to ARC. Some
agreements contained provisions which complicated ARC nego-
tiations with grantees and Federal agencies over how to apply
ARC's underrun recovery policy. Most agreements were nego-
tiated at the department level but often not complied with
by the agencies administering ARC projects. Compliance with
interagency agreements is not monitored by OMB, nor is OMB
either a party to such agreements or required to approve such
agreements.,

OMB officials disagreed with our suggestion that they
could or should help resolve interagency disputes but did
acknowledge that OMB Circular A-102, which had overlooked ARC
in terms of reguiring such agencies to establish project
closeout procedures, could be amended specifically to include
ARC within its jurisdiction., However, OMB said that since
ARC is subject to A-102 requirements there was no need to
revise those requirements explicitly to cover ARC.

Executive Order 11386 has not proven adequate to resolve
interagency differences and longstanding grant administration
problems arising between ARC and those Federal agencies ad-
ministering ARC's program funds. As a result, the Federal
Cochairman lacked any effective recourse, other than day-to-
day negotiation, to enable ARC to adequately document and
report on Federal agencies' disposition of Federal funds
appropriated to the President. Although ARC has long been
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This information is presented in the graph below in
order to illustrate the significant increase in first dollar
grants.

CHANGES IN THE EXTENT OF SECTION 214, SUPPLEMENTAL FUNDS
USED AS “FIRST DOLLAR” GRANTS AS A PERCENT OF TOTAL SECTION 214
PROJECT APPROVALS AND AS A PERCENT OF TOTAL ARC NON-HIGHWAY
Percent PROJECT APPROVALS, FISCAL YEARS 1971-76
100
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_a/ First doliar 214 as a percent of total 214.

b/ First doitar 214 as a percent of total ARC
non-highway project approvals.

By 1976, nearly 42 percent of the section 214 funds were
being used as first dollar projects. Without dollar or
percentage limits on each State's use of first dollar grants,
the use of section 214 funds has moved away from supplement-
ing other Federal funds toward what in essence is an ARC
categorical grant. Unrestricted use of section 214 first
dollar grants limits ARC's ability to influence other

Federal program expenditures.

The two trends which we have identified--declining State
support for ARC projects and increased use of ARC funds as
first dollar money--indicate both a decline in ARC's ability
to influence Federal and State expenditures in the region
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projects were funded entirely by ARC and local
sources.

--0Over 68 percent of ARC section 202 funds were
not matched with any other Federal funds.

--Nearly 90 percent of ARC section 202 funds were
not matched with any State funds.

In contrast, our analysis of funding patterns for the
entire $1.1 billion in ARC nonhighway project funds during
the decade also showed that:

-~Over 65 percent of ARC funds were not matched
with any State funds.

--Qver 60 percent of ARC funds were not matched
with any other Federal funds. Within the region,
the percent of ARC project funds with no other
Federal funds involved in projects ranged from a

low of 47 percent in Ohio to a high of 70 percent
in Maryland.

--Nearly 28 percent of ARC section 214 supplemental
funds were approved for projects in which no other
Federal funds were involved; that is, ARC supplied
1060 percent of the Federal funds in the project,
often "supplementing" itself by using section 214
funds combined with ARC funds approved under other
sections of the act, such as section 211, voca-
tional education, and section 212, sewage treatment
projects.

As discussed below, the tendency for ARC to provide 100
percent of the Federal funds in projects has increased
dramatically since 1971, reaching over 18 percent of all
project approvals in 1976 and nearly 42 percent of all
approved projects using section 214 funds that same year.

Supplementing local funds:
problems and i1ssues

Factors contributing to the need for a special assis-
tance program in 1965 were the inability of local commun-
ities to participate in Federal categorical programs because
of limited financial resources and because of the requirement
that some percentage of project costs be provided by non-
Federal sources. The Congress authorized section 214 funds
to help poorer communities meet the non-Federal matching
requirements of these other Federal categorical programs.
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CHANGES IN THE PROPORTION OF TOTAL ELIGIBLE PROJECT COSTS
CONTRIBUTED BY FUNDING SOURCE FOR ARC NONHIGHWAY PROJECT
APPROVALS, FISCAL YEARS 1966-70 COMPARED WITH
FISCAL YEARS 1971-75 (note a)
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aiy Excluding Section 302 local development district and Commission research and demanstration
funds.

by Total ARC, other Federal, and local dollars increased $622 million during this period over 1966-70
amounts while State dollars decreased nearly $36 million. Other factors contributing to these
changed proportions during the 1971-76 period include (1) Section 202 health and child
development projects nearly doubling as a percent of total nonhighway approvals compared to
1966-70, coupled with (2) low levels of State contributions in Section 202 projects when com-
pared to State contributions in other nonhighway programs.

£/ State share declined further during the 1976-78 period to an average of 6.7 percent.
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review of ARC summaries of data submitted by the States as
required by ARC procedures showed that State expenditures
had increased from $2.4 billion in 1966 to $6.5 billion in
1975.

However, given such obvious considerations as rising
rates of inflation and the significant increase in both
Federal and State budgets during the last decade, we believe
that the statutory requirement for using aggregate expend-
itures based on 1963-64 averages is clearly outdated and
less appropriate than using proportionate levels of expendi-
ture based on more recent State spending patterns. For
example, although State aggregate expenditures in Appalachia
increased between 1965-75, the proportion of State funds
spent 1n Appalachia may have decreased.

To test whether the relative proportion of State
expenditures in the Appalachian region increased, decreased,
or remained constant between 1965-75 (while aggregate expend-
itures were increasing, as noted above), we attempted to
obtain historical expenditure data since 1965 in both Appal-
achia and non-Appalachian portions of Pennsylvania, Kentucky,
and South Carolina.

Unable to obtain complete or consistent data, we instead
examined the funds Appalachian States contributed to ARC non-
highway projects between 1965-75 in order to determine whether
any noticeable changes had occurred in the proportion of ARC,
other Federal, State, and local sharing in ARC project costs.
We analyzed the source of funding for the $3.2 billion of the
eligible project costs in ARC projects approved during the
decade. Our analysis disclosed two major fiscal trends be-
tween fiscal years 1971-75 which indicate that congressional
concern in 1975 over State support for the Appalachian program
appears to have been warranted. Our analysis disclosed

~-a decrease in the percentage of State funds
contributed toward eligible ARC project costs and

--a corresponding increase in the proportion of
eligible project costs contributed by ARC and
other Federal funds.

The following table below shows ARC, other Federal,
State, and local share of eligible project costs for all
nonhighway projects approved through fiscal year 1975, exclu-
sive of section 302 local development district and Commission
research and demonstration funds. The graph on page 78 pre-
sents the same information in 5-year increments to allow com~
parison between the first and second half of program
operations at the time of our review.
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at the same time afford ARC and State staff an op-
portunity to give consideration to the "changed
financial circumstances" provision of the ARC Code,
many closeout actions already taken by the basic
federal agencies would not currently be 1in clear
violation of the ARC terms of appraval.™
{Underscoring supplied.)

Commission and ARC Federal staff officials acknowledged
to us that Executive Order 11386, which calls for the Secre-
tary of Commerce to resolve interagency disputes between ARC
and Federal agencies, had not been and would not be useful in
resolving these and similar grant administration problems.
Because of direct appropriations to the President since 1968,
ARC has assumed the status of an independent agency whose
day-to-day interagency problems are not likely to be resolved
by the Secretary of Commerce who maintains a peer relation-
ship with other Secretaries whose agencies administer ARC
funds. Consequently, in matters of policy or program admin-
istration disputes, the Secretary may not be able to exert
any more leverage on uncooperative agencies than could ARC's
Federal Cochairman.

We discussed ARC's project closeout problems with
officials in OMB's Budget Review Division and suggested that
since the former role of the Secretary of Commerce as stated
in Executive Order 11386 appeared to be long since outdated,
a more useful approach to help ARC resolve interagency dis-
putes (such as not receiving excess ARC funds or obtaining
timely final expenditure reports) would be to have OMB become
a party to ARC interagency agreements. OMB officials dis-
agreed, stating that their role was one of general guidance
to Federal agencies, not a referee for specific interagency
problems. OMB officials also stated that ARC should resolve
such problems on an agency-by-agency basis.

OMB cofficials acknowledged that since OMB Circular A-102
was not drawn up with ARC's situation in mind--that is, a
conduit for transferring funds to other agencies--the require-
ment to establish project closeout procedures called for by
A-102 did not specifically apply. They agreed, however, that
A-102 could be amended to include ARC and other transferers
of Federal funds under its jurisdiction. However, in com-
menting on a draft of this report, OMB disagreed that the
circular should be amended but acknowledged that A-102
requirements do apply to ARC and similar agencies. (See
ch. 7.)
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final costs were over $1.1 million less than originally
agreed to.

Estimated costs Actual costs as Change since

at approval computed by ARC ARC approval

Federal agency $2,851,952 $4,141,654 +$1,289,702
ARC section 214 250,000 250,000 -

Grantee 5,126,044 3,968,792 - 1,157,252

Total eligible

costs $8,227,996 $8,360,446 +$ 132,450

Ineligible costs 30,000 - o= 30,000

Total costs $8,257,996 $8,360,446 +$ 102,450

jposemr— et — e ——-n——— s

Despite two requests from ARC to the State in 1972 for an
explanation of whether ARC funds should be recovered, no
response was received. The project was closed out in 1976
without recovering any funds, although application of the
underrun policy would have required the recovery of the entire
$250,000.

We also noted that while ARC funds can only be used to
pay those costs which the Federal Government is allowed to pay
{eligible costs), ARC considered a grantee's total costs, both
ineligible and eligible, at project completion when deter-
mining whether ARC funds were excess to the project. Discus-
sion with ARC staff disclosed that such consideration was
generally given to ensure that undue financial hardship d4id
not fall on grantees whose ineligible project costs may have
increased substantially between time of ARC approval and
time of project completion. The following example illus-
trates how ARC liberally applied its underrun policy to allow
a grantee to substitute previously committed funds from
eligible costs to ineligible costs.

Estimated costs Actual costs as Changes since
at approval computed by ARC ARC approval

Federal agency $ 2,128,520 $ 2,128,520 -
ARC section 214 500,000 500,000 -
Grantee 13,492,656 10,965,944 -$2,526,712
Total eligible

costs $16,121,176 $13,594,464 -$2,526,712
Ineligible costs B17,963 3,337,259 + 2,519,296

Total costs $16,939,139 $16,931,723 -$ 7,416
e e e R ————— S =y
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of ARC approval. For example, if additional Federal agency
funds became available or if actual project costs end up being
less than estimated, some or all section 214 funds may be de-
termined to be excess. Such determination cannot be made un-
less the Federal agency's final expenditure report shows how
much money the Federal agency and the grantee contributed to
the total project cost.

The ARC Code places the responsibility for ensuring
compliance with this underrun recovery policy on ARC's Execu-
tive Director. Although not officially delegated.the re~
sponsibility to monitor compliance with this policy, Program
Coordination and Program Operations staff were performing
this function in the course of closing out projects.

ARC's Code does not define what constitutes a "changed
circumstance" nor describes what conditions would permit ex-
cess funds to not be recovered. Each project is handled by
subjective negotiation between ARC staff and Appalachian
State offices, Federal agencies, and individual grantees.

We examined whether ARC's underrun recovery policy for
section 214 funds was being applied reasonably and consis-
tently. ©Of the 454 projects closed out as of March 1977, 157
indicated some type of decrease between estimated costs (ARC
funds approved} and actual costs (ARC funds after closeout)}.
Of those 157, 52 projects, or 33 percent, involved section
214 funds. A sample from those 52 projects and comparison
with other section 214 projects either closed out or awaiting
closeout disclosed the following situations:

--Federal agencies had disbursed 100 percent of ARC
funds and did not return funds ARC considered to have
been excess after reviewing final project costs.

--The "special circumstances" provision was apparently
invoked but not documented in the project file.

--ARC staff reached different conclusions as to how
much of ARC funds should be recovered.

~-Certain interagency agreements contained a provision
calling for proportionate sharing of Federal disburse-
ments between ARC and the administering agency through-
out the life of the project, eventually complicating
negotiations over how much ARC was entitled to recover
when projects' actual costs were less than estimated.

-~-ARC funds appeared to have been used to either di-
rectly pay or indirectly be substituted for costs
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other 33 projects, the State asked whether undisbursed funds,
supposedly totaling $1.6 million, could eventually be
recovered for reallocation.

We selected Tennessee's inquiries for detailed followup
because (1) Tennessee appeared aggressive in implementing a
State project monitoring system, (2) the State recognized
the importance of also sending ARC's Program Coordination
unit a listing of projects thought to be closed out or near-
ing completion, and (3) the State's request included projects
funded by eight different Federal departments or agencies,
demonstrating a recognized need for a comprehensive,
centralized approcach to project closeout at the State level.

Our analysis of ARC followup actions and subsequent
Federal agency reporting is summarized on page 69. Our an-
alysis demonstrates the futility of a State relying on Fed-
eral agency disbursement data without also seeking whether
Project Control and Program Coordination have obtained or
sought final expenditure reports. Of a possible $1.6 million
thought recoverable by Tennessee, ARC had reallocated less
than $123,000 as of March 1978. 1In short, disbursement in-
formation without final expenditure reports is of limited
use in confirming recoverable funds. 1In addition, at least
14 of 46 projects did not yet have necessary final expendi-
ture reports available to confirm the existence of any
undisbursed funds,

We concluded that if Tennessee's experience is represen-
tative, ARC will have implemented a State project monitoring
system of limited effectiveness in reducing the backlog of
projects not closed out. In our opinion, ARC should have
(1) directed State project closeout efforts toward Program
Coordination and Project Control, (2) informed States of the
impeortance of final expenditure reports, and (3) considered
using State staff to locate reports from administering
Federal and State agencies which have been unresponsive or
negligent in providing information.

The ultimate effect: ARC does not
recover excess project funds

The final step in closing out a project is to compare
actual expenditures with the original estimated cost. For
projects involving section 214, supplemental funds, ARC
policy requires that funds be recovered when actual project
costs at completion are less than estimated costs at the time
of ARC approval. This policy applies unless ARC directs
otherwise because of changed circumstances. The amount of
funds recovered is influenced by the amount of funds which
the Federal agency and the grantee agreed tc pay at the time
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reallocation information from ARC headquarters. Pennsylvania
officials told us that lack of State staff to adequately mon-
itor the volume of past and ongoing ARC projects contributed

to the problem. Kentucky State officials were optimistic

that ARC-funded State monitoring staff could identify millions
of dollars in unneeded, unspent ARC funds in Federal agency
accounts. As an example, they identified over $551,000 in
surplus funds from four child development projects funded
between 1972-74. Funds were eventually restored to the State's
allocation in 1976. South Carolina expressed interest in ex-
panding the State's capability to monitor ongoing ARC projects,
but was reluctant at the time of our review to do so because
the Governor was concerned about the State's ability to pay for
additional staff beyond the first year of the grant, during
which ARC could pay up to 100 percent of the project cost.

ARC's corrective actions:
uncoordinated, poorly planned,
and incompletely carried out

In December 1975, ARC approved funds to establish a
State Evaluation and Monitoring Assistance Program. One of
the intended benefits from the system was to expedite project
closeouts and recover unneeded project funds more promptly.

We examined ARC progress in implementing this system
and found the following weaknesses:

--The ARC Code was not revised to incorporate a
statement of ARC policy regarding the responsi-
bility of Appalachian States for project moni-
toring.

--Application procedures for States to apply for
monitoring and evaluation grants were developed by
ARC's Planning and Evaluation Division, which had
no prior involvement in project closeout
activities.

--ARC's Program Coordination unit was not involved
in either the design or execution of the State
evaluation and monitoring grants.

~--Application procedures stated that "data provided
to the Commission must be in accord with standard
forms, procedures, and definitions to be provided
by the Commission * * * to ensure that the project
data provided by participating States will be con-
sistent." As of March 1978, ARC had issued no such
forms, procedures, or definitions to the States,
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The following examples illustrate how the lack of
cooperation and information from Federal agencies, coupled
with the lack of internal controls within ARC, either prevent
projects from being closed out or cause projects to be closed
out without adequate fiscal information in the file from
ARC's Budget Officer or Office of Finance and Administration.

--Twenty-nine access roads in 9 States were closed
out by use of computer listings from the contrac-
tor who helps administer ARC's highway program through
the Federal Highway Adminstration. There was no
information from Finance and Administration in proj-~
ect files to document what became of $1.1 million in
cost underruns.

--ARC asked for final expenditure reports in 1976
for 57 health construction projects in Tennessee,
approved between 1966-74. As of March 1978, no
reports were received from HEW, although 32 pro-
jects had been approved 10 years earlier. The
Director of Program Coordination estimated in
January 1978, that ARC has on hand over 1,000
project files pertaining to HEW-administered
ARC projects being held in suspended action
status awaiting either adequate final expenditure
information or help from ARC health and child
development staff to close out the files,

~-The interagency agreement with HUD's Federal Hous-
ing Commissioner contains no provision for sending
final expenditure reports to ARC., Of 100 site
development loans and 5 technical assistance grants
made between 1968~73 in 12 States, ARC had no proj-
ects closed out as of March 1977. ARC's Budget Of-
ficer eventually sought recovery of $600,000 in
undisbursed funds for these projects in February 1977,
even though other ARC staff had program information
3 years earlier indicating that such excess funds were
available because the projects had been completed.

--HEW's Office of Education's accounting system does
not provide useful fiscal reports (step 1l1l) needed
by ARC to identify project-by-project disbursements.
0f over 750 Office of Education-administered projects
approved by ARC between 1965-75, ARC had closed out
less than 50 projects as of March 1977.
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$533,255 and $29,876, respectively, undisbursed
in December 1972 still undisbursed as of December
1976.

--Nine other housing site development loans in five
States and three other technical assistance grants
showed $225,813 undisbursed for between 2 and 3
years as of December 1976.

--Seven community development projects in four
States had $127,675 undisbursed from 2 to almost
5 years as of February 1977.

Neither Finance and Administration nor Program Oper-
ations staff were routinely reviewing Federal fiscal reports
to identify projects with undisbursed funds as a first step
in project closeout. As evidenced by the 72 projects dis-
cussed above, totaling $3,119,832 undisbursed for periods
ranging from 2 to B consecutive years, we concluded that:

--Available disbursement information on a project-by-
project basis was not adequately reviewed by Fi-
nance and Administration to identify projects for
potential closeout.

~-Disbursement information was not systematically
forwarded to Program Operations so that staff who
reviewed the project for approval could inquire
from Federal agencies about the status of projects
in which no disbursements had been made for long
periods of time.

We also noted situations in which project files main-
tained by Project Control could not be used to respond to
inquiries about the status of unspent project funds without
having to seek out such information from Finance and Admin-
istration or Program Operations. Project files sometimes
contained no fiscal information other than the amount of
ARC funds coriginally approved years earlier.

In addition to this lack of internal coordination,
we found that the Commission's Budget Officer was inconsis-
tent in handling available fiscal information. For example,
he had worked out informal arrangements with the Department
of Transportation's Federal Aviation Administration (FAA)
in May 1976 whereby FAA would stop reporting ARC airport
projects once monthly FAA reports showed funds 100 percent
disbursed, but apparently made no such arrangement with HUD,
HEW, or the Department of the Interior.
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Coordination and the Project Control Officer had received
detailed expenditure reports to close out the project file.

On the other hand, the Project Control Officer and
Program Coordination unit generally relied--correctly, in our
opinion--on final expenditure reports submitted through Fed-
eral agency grants management channels to close out ARC proj-
ects (steps 10 and 14), because disbursement information
contained in fiscal reports submitted to the Budget Officer
and the Director of Finance and Administration (step 11)
was not sufficient to determine whether ARC project approval
terms and conditions had been adhered to by the Federal
agency.

Without internal written procedures that define
responsibilities for closing out projects, numerous coordin-
ation problems developed within ARC and between ARC and Fed~-
eral agencies. (See p. 63.) Since the Directors of Finance
and Administration and Program Coordination have no authority
over Program Operations staff, informal procedures developed
for closing out projects. Cooperation and involvement from
Program Operations units in helping Program Coordination
and the Project Control Officer closeout projects have
ranged from substantial in some cases to little or no
involvement in others.

Prior to our detailed briefings to ARC management in
August 1977 concerning the seriousness of these problems,
the former Federal Cochairman with whom we discussed the
situation and the newly appointed Federal Cochairman appeared
to have been inadequately briefed concerning the extent or
severity of ARC's project closeout problems. ARC's former
Executive Director and Deputy Executive Director appeared to
be unaware of the extent of backlogged projects not closed
out. ARC's new Executive Director issued written project
closeout procedures in March 1979.

Available data not used effectively

ARC officials generally wait for Federal agencies to
notify them when a project is complete, either through fiscal
reports showing 100-percent disbursement, through notification
that unspent funds were being deobligated and returned, or
through reports of final project expenditures.

We analyzed 454 projects closed out as of March 1977 to
determine how often funds eventually disbursed on ARC pro-
jects were less than what was originally approved. About 35
percent, or 157, of the projects had a decrease in ARC funds.
These decreases were attributable to either reductions in the

project's scope, withdrawal of the project by the Appalachian
60



PERCENT OF ARC NON-HIGHWAY PROJECT
APPROVALS BETWEEN FISCAL YEARS 1966
AND 1975 CLOSED OUT AS OF MARCH, 1977 (note a)

Percent
50
Approved but not yet
closed out: $932.4 million
40 |

20 4

10 _| Approved and closed
out: $140.7 million

0

J I | J ! I 1 1 LB
1966 1967 1968 1969 1970 1971 1972 1973 1974 1975

Fiscal Year
Note a/Does not include section 302, planning and research funds.

ARC internal controls and
written procedures missing

ARC lacks an internal auditor or independent internal
review and audit function on either the Federal or its own
staff to report grants management problems. Although author-
ized by the ARC Code to do so, ARC's Executive Director had
not (prior to March 1979) issued written procedures defin-
ing the responsibilities of ARC's Office of Finance and
Administration, Program Operations, and Program Coordination
units for project closeout. Rather, closeout procedures have
evolved in response to situations such as State requests for
information about unspent funds from individual projects,
as well as a simple lack of storage space for accumulated
project files.

Prior to ARC approval and disbursement of ARC funds by
other agencies, ARC Program Operations staff review annual
State applications for project assistance, which by 1978 to-
taled over 1,000 projects. Eventually, Federal agency fiscal
reports flow into Finance and Administration (step 11) and
expenditure reports into Program Coordination (step 10). The
role and responsibilities of Program Operations staff for
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Federal agency compliance with the terms of interagency
agreements and memorandums Of understanding to determine
whether those procedures are adequate to:

—-Identify unspent ARC funds held by Federal agencies
{see app. XII, step 1ll).

--Insure timely recovery of unneeded funds to ARC
{step 12).

--Provide timely notification to the States that unspent
funds have been reallocated (step 13).

--Determine that adequate information exists in ARC
project files to show that approved ARC funds were
spent (steps 10 and l4).

~-Document on a project-by-project basis what happened
to unneeded, unspent funds (step 14).

FEDERAL ACCOUNTABILITY:
MORE CONTROL NEEDED

Difficulties in maintaining accountability for ARC
Federal funds arise because funds pass from one agency to
another and from one governmental level to another without
adequate internal control procedures; guidance from OMB;
compliance by Federal agencies; or clarification of Federal,
State, and local responsibilities. ARC's major emphasis on
approving projects has not been matched by comparable efforts
to monitor the status of projects to assure both prompt
project closecut and timely return of unused funds.

Of $407 million approved for nonhighway projects between
1965~70, ARC had closed out less than 25 percent, or $101
million as of March 1977. Of about 5,000 projects and $1.1
billion approved between 1965~75, only 454 projects, totaling
$140.7 million, were considered closed.

The consequences of this situation are:

-—-ARC can not adequately document whether all ARC funds

originally approved for each project and transferred
to other agencies were actually spent.

-~Unspent funds can remain idle indefinitely in receiv-
ing agencies' transfer accounts unless adequate con-
trols exist to insure that unneeded funds are quickly
identified and recovered.
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ARC's interagency differences and longstanding grant
administration problems. 1In addition, Office of Management
and Budget (OMB) Circular A-102 does not adequately specify
whether transferring agencies, such as ARC, are responsible
for establishing project closeout procedures, a major
deficiency in existing ARC program operations.

In addition to problems involving Federal funds, ARC
has not adequately monitored State financial support for the
Appalachian program. Declining State contributions toward
ARC eligible project costs and unrestricted use of ARC sup-~
plemental funds as 100 percent of authorized Federal parti-
cipation in project costs are not in keeping with congres-
sional concern that Appalachian States not treat the program
as merely another source of Federal aid. The ARC program,
intended to be a Federal-State-local partnership, may be
evolving into a program in which most of the financial burden
is borne by the Federal and local partners.

ARC GRANT AND LOAN ADMINISTRATION
PROBLEMS: AN OVERVIEW

ARC continues to experience serious internal and
external grant administration problems in its capacity as a
passthrough mechanism for Appalachian program Federal funds,
which the Congress has appropriated to the President since
1968. Between 1965-75, ARC approved over 5,000 nonhighway
projects and transferred 95 percent of the $1.1 billion in
ARC Federal funds in those projects to seven Federal depart-
ments and agencies. 1/ The seriousness of ARC's internal
problems is reflected in the fact that as of March 1977, ARC

1/ARC transfers most of its appropriated funds to other

Federal agenc1es for eventual administration and disburse~
ment. This is because the Congress did not want ARC to
duplicate existing grant administration systems maintained
by those agencies in carrying out the many Federal programs
which ARC funds are used to supplement. Unlike most Fed-
eral programs or agencies, which maintain their own exten-
sive internal grants management systems, ARC's small staff

of approximately 110 persons must rely heavily on feedback
from other agencies.
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RECOMMENDATIONS TO THE FEDERAL
AND STATES' COCHAIRMEN

We recommend that the Appalachian Regional Commission
establish regional standards which define acceptable levels
of disparity and self-sufficiency. We further recommend that
ARC issue written guidelines requiring each State and local
development district to (1) submit planning documents con-
taining quantified goal statements, specific targets, and
time frames for reducing the extent of its development prob-
lems and (2) relate each request for ARC funds to these goal
statements.

We recommend that ARC comprehensively reexamine its
existing method of allocating nonhighway program funds within
the region. ARC should study whether the factors of land,
population, and guaranteed fair share participation and the
relative weight currently given to those factors are the most
effective, efficient, and equitable factors to consider when
allocating Federal ARC funds to the States.

ARC's study of resource allocation procedures should
address specifically the feasibility of developing a combined
index which would compare the relative severity of environ-
mental and socioeconomic problems remaining in each of its
69 development districts. ARC should consider using this
index to allocate program resources from a regional per~
spective as an alternative to the current State-by-State fair
share approach.

We also recommend that ARC, to more fully comply with
its legislated mandate to make recommendations pertaining to
Federal expenditures in the region and as part of its re-
examination, determine whether the allocation criteria and
procedures which it has adopted, or adopts as a result of
its reexamination, would be suitable for other Federal
departments and agencies to use in administering national or
regional programs affecting development of the Appalachian
region.
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1976~78 actual area
development program Hypothet:cal distribut:on of actual area development program

State allocat:ons to State  allocations if distributed equally wathin Staree on the following bases
Per capita
Per distraict (Number) Per county _(Humber} (note a)
(mtllions) {milTions] (milTigns) tdollars)

Maryland $14..7 $514.27 (
south Carolina 21.97 21.97 {
Tennessee 31.09 6.22 b/
West Virgin:a 3v.36 2.76 o/l

) $66.35
} $30.34
) 516.64
) $16.87
a/bsing July 1, 1975 Appalach:an Populat:on, U.S5. Bureau of Census.

b/Une district contains only two of the Appalach:an count:ies w:ith:pn the Srare., &uch d:istr:cts are counted
~ equally with other districts for the purpase of th:s analys:s.

This hypothetical situation, showing equal distribution
among either population, counties, or districts, does not
consider such obvious differences as relative per capita
incomes or poverty levels; extent of substandard housing or
low education levels; metropolitan, urban or rural character-
istics of the area; relative State and local fiscal capacity;
or extent of overall regional development in those areas.
This illustration is used only to pcint out an obvious
discrepancy which still exists 13 years after the Appalachian
program began.

Regardless of which indicators of economic or social
need are used--poverty levels, per capita income, deficient
housing units, education levels, or unemployment rates--not
one of Maryland's three Appalachian counties or South Caro-
lina's six Appalachian counties was as badly off as the
majority of West Virginia's and Tennessee's Appalachian
counties.

Although ARC's incorporation of equality and fair share
principles into its allocation formulas in 1965 may have been
commendable, the cumulative effects of such formulas over
time may have resulted in underfunding Tennessee and West
Virginia, while overfunding Maryland and South Carolina.

ARC allocation formulas for 1965-74 (1) guaranteed that
10 percent or more of ARC funds appropriated for most sections
of the act would be distributed equally among the States each
year, (2) made no distinction in its eqguality factor between
single-district States (Maryland and South Carolina) and
States such as Tennessee with 5 districts or West Virginia
with 11 districts, and (3) produced what a majority of States
felt was a fair distribution of funds.
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Allocations may have been inequitable
for some States despite ARC'S claim

g
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When we analyzed the results of ARC's allocation proce-
in terms of per nan'li-a allocation on a Q{-Ai-n-.hv—ql-al-n
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s
s, we found that two Appalachlan States-—Tennessee and

t Virginia-~appear to have received an 1nordinate1y low
amount of ARC fundlpn if measured by relative socioceconomic
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conditions. In addltlon, despite ARC claims since 1974 that
its revised allocation procedures give more funds to Central
Annglacn;an States that still face severe economic and sacial

hardship, our analysis showed that West Virginia's relative

ARC per capita allocation actually decreased between 1976-78
when compared to its allocation between 1965-75.

DE"U‘{L

Instead of relying on ARC allocation factors, such as
portionate land areas, proportionate population, and a
supposed equity provision (see 1/, p. 46), our analysis used

a relative condition index prepared by a staff member of
ARC's Planning and Evaluation Division. This index of socio-
economic deficiencies, useful for comparing each State's
relative ranking according to some consistent measure of un-
met need, uses four factors which serve as the basis for
annually allocating billions of dollars of Federal assistance
through many Federal programs as well as four of the six cri-
teria used to justify the Appalachian program in 1965: pov-
erty, low adult education levels, unemployment and hidden
unemployment, and deficient housing. 1/ This index was also
used in 1975 during testimony before the Subcommittee on Eco-
nomic Development, House Committee on Public Works and Trans-~
portation, 2/ to suggest an alteration of ARC priorities
toward medically underserved areas. The results of our
analysis follow.

1/This relative condition index assigns an equal 25 percent
weight to each of the four factors (poverty, education,
unemployment, and housing) and produces a single index num-
per which can be derived for individual counties, districts,
Appalachian and non-Appalachian portions of each State,
subregions, and the entire region.

2/Hearings on H.R. 4073 and H.R. 2824, (94th Cong., lst.
sess.), pp. 178~185 (1975).
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-=-Stabilize the flow of Federal funds to the States
in a more consistent manner than was possible
through other Federal programs which relied on
centralized decisionmaking in Washington, first
come-first served grant award practices, and other
procedures which discouraged sound State and
local planning processes.

Between 1965-74, ARC used a separate allocation formula
to divide among the States those Federal funds appropriated
for each program area authorized by the Appalachian Act,
such as section 201 (local access roads), section 202 (health
and child development), section 214 (supplemental grants),
and so forth. Generally, each allocation formula consisted

of several variables, some of which were designed to insure

that the relative amount each State r'nr-n'ivnr'l :\r\nnnlIv would
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remain constant and others which were designed to con31der
relative need.

For example, to help achieve stability, ARC used three
variables which would not change, or would change very
slowly, and which accounted for anywhere from 10 percent
(section 203, land conservation) to 100 percent (section 201,
access roads) of each year's nonhighway program funds appro-
priated for each section of the act. 1/ One or two other
variables were used to take into account relative need,
such as per capita income weighted inversely and the relative
severity of the problem being addressed (vocational educa-
tion, sewage treatment, mine area restoration), and accounted
for anywhere from 44 to 90 percent of each section's alloca-
tion among the States, with a few exceptions. 2/ To illus-
trate, ARC allocated its section 214, supplemental grant
funds among the States each year according to the following
formula:

1/The factors were (1) land area of the Appalachian part
of the State as a percent of the total land area in Appal-
achia, (2) population of the Appalachian part of the
State as a percent of total Appalachian population, and
(3) an equity or fair share percentage whereby anywhere
from 10 to 33 percent of the funds appropriated under
each section of the act would be divided equally among
the 13 States.

2/ARC did not use any relative need variables to allocate
access road and district administrative expense funds.
Section 203 did not use per capita income, whereas section
214 used per capita income exclusively.
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more consistency than we did. For example, KRADD planners
were hoping at best to reduce the district's disparity with
non-Appalachian Kentucky, while South Carolina district
planners, whose district is generally better off by many eco-
nomic and social indicators than non-Appalachian South
Carolina, were using national averages to justify continued
ARC support.

Lack of clear regionwide criteria defining what specific
indicators to use to measure progress applies to even the
most basic aspects of Appalachian planning, such as mea-
suring per capita income. For example, if the U.S. Census
Bureau's definition of money income is used, then five
Appalachian counties in 1974 had income averages higher than
the U.S. average, according to an article in ARC's February-
March 1978 regional magazine "Appalachia." 1/ On the other
hand, the Bureau of Economic Analysis (BEA)} definition of
per capita {(total personal) income would show at least one
of those counties--Gwinnett County, Georgia--below the U.S.
average in 1975. Since ARC has no explicit policy or guide-
lines to tell State and district planners which definition
of income to use, ARC's May 1978 summary of 1978 State plans
claimed that (using BEA's definition) no Appalachian county
in Georgia exceeded the U.S. average per capita income in
1975.

Consequently, in the absence of regionwide criteria
defining acceptable income levels, ARC's response to the
guestion "Have any Appalachian counties reached per capita
income parity with the Nation?" could be an unequivocable
"Maybe--depending on whose definition you use.” ARC has yet
to define acceptable income levels despite clear congres-
sional intent that its primary responsibility is to develop
regional policy addressing the common problems, such as
income gap, which justified the program in 1965.

For fiscal year 1978, ARC allocated its area develop-
ment (nonhighway) program funds to all States in almost the
exact proportions as it had since 1974, even though the Appa-
lachian part of eight States had achieved employment parity
to the extent that their 1976 unemployment rates were less
than the rates both for the entire Appalachian region and

1/Alleghany County (Pittsburgh), Pennsylvania; Forsyth County
(Winston-Salem), North Carolina; Gwinnett County (Atlanta),
Georgia; Hancock County (Wheeling), West Virginia; and Jef-
ferson County (Birmingham), Alabama. Cities indicated in
parentheses are in or adjacent to these counties, which
helps explain relatively high per capita incomes.
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for 62 Central Appalachlan counties by 1980, coupled with our
analysis showing KRADD's continuing dependency on Federal
transfer payments, indicate that the goal of economic self-
sufficiency should be reexamined to determine whether it is
feasible or realistic in light of Appalachia's regional de-
velopment progress, or lack of progress, to date. Chapter 6,
pages 107-111, contains a more detailed discussion of the
unresolved issue of Central Appalachia's prospects of
self-sufficiency.

b=

KRADD Transfer Payments as a Percent of Total
Personal Income Between 1966-74
as Compared to the U.S. Average

U.s. District as a percent

Year KRADD average of U.S8., average
1966 23.45 7.56 310

1867 24.31 8.28 290

1968 25.32 8.70 290

1969 25.00 8.75 290

1970 25.96 8.67 300

1971 28.09 10.78 260

1972 27.82 10.92 250

1973 29.60 11.18 260

1974 27.85 12.16 230
Average

1966-74 26.95 9.99 270

Despite differences in the type of economic problems and
conditions confronting the three States and subregions we
visited, we believe it is both feasible and essential for
ARC to develop regional criteria to define acceptable levels
of reduced disparity and economic self-sufficiency on both
a program and geographic basis. ARC could contribute sub-
stantially to national growth and development policy if it
could develop specific income, education, employment, hous-
ing, and poverty targets with guantified goals and time
frames in each of its 69 districts and 13 State areas.

ARC has had sufficient experience and time to analyze
the problems which justified the program and to set realistic
regional goals with specific targets and time frames for
reducing those problems to acceptable levels. To do this
consistently, ARC must establish written guidelines providing
examples of acceptable goal statements.
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less a priority * * *, To varying degrees, the criti-
cism of not stating objectives in measurable terms is
applicable to all program areas."

Because each successive planning level--district, State,
and multistate~-relies on information provided by other
levels, it was not surprising that none of ARC's goals and
objectives adopted in 1977 for the regional plan were any
more specific than those found in State and district plans.
As appendix VII clearly indicates, the following deficiencies
are apparent:

~--Goals and objectives are stated in terms of functional
programs rather than in terms of specific income, edu-
cation, employment, health, or poverty level targets.

--No quantitative indicators exist to enable the Con-
gress, ARC, or other Federal, State, and local
planners to know how progress can be measured in
1980, 1985, or 1990. The goals and objectives are
virtually timeless, reducing the usefulness of the
"plan" as a management tool for determining to what
extent objectives have been accomplished.

~=~Without time frames, quantified targets, and other
descriptive data, there is no indication of how ser-
ious the problems are, no objective way to compare
the relative severity of problems, and little basis to
determine what priority should be assigned to reducing
the extent of each problem.

Vague gecals do not answer whether
¥self-sufficiency” as currently defined
1s feasible for some areas

ARC has become so project oriented that critical policy
guestions involving the broad issues of reducing disparity and
achieving economic self-sufficiency receive inadequate atten-
tion. For example, during its series of 1973~75 regional
needs studies, 1/ ARC did little to analyze the implications
of its 1973 projections which showed that the poverty

1/ARC's program design effort was intended to evaluate past
achievements and prepare for program extension beyond 1975.
Seven task forces composed of ARC staff, State represen-
tatives, and appointees prepared reports addressing the
following: transportation, health and child development,
enterprise development, education, energy, environment
and natural resources, and institutional development.
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Because the Appalachian program lacks the criteria to
translate the national goals established in 1965 into well-
defined regional gua;a, it is difficult to evaluate objec-
tively the program's relative success and impact. (See
ch. 5.) ARC still needs to plan for phasing out the program.
A reluctance to address these guestions of national and
regional policy compromises ARC's purpose as a national ex-
periment and its primary responsibility of regional policy
development. Lack of specificity in policy, plans, and pro-
cedures carries over into both functional program planning
(health, educatiocn, community and economic development)} and
purportedly comprehensive planning at the district, State,
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and multlstate levels.

District, State, and regional goals
are too vague to measure when
they have been met

Appalachian district, State, and regional goals and
objectives are so broadly worded and so indefinite in terms
of specific time frames that measuring progress toward their
accomplishment or determining when or if they have been met
is virtually impossible. ARC's tolerance for vaguely worded
goals and objectives after 12 years--an outgrowth of its
"flexible" approach to program planning--is reflected in
district areawide action and State Appalachian plans which
we examined as well as in ARC's statement of goals and ob-
jectives adopted in 1977 as part of its first multistate
plan. (See app. VII.) The following examples illustrate
the extent of this problem.

The three districts we visited prepared plans for 1977
containing a total of 213 development goals, not listed in
any particular order of priority or relative importance.
Most goal statements were vaguely worded and touched many
subjects. District goal statements included the following:

--Make the district a safer place to live.
--Make communities better places to live.

--Use the location of northeastern Pennsylvania and its
physical land assets to encourage environmental sensi-
tivity and at the same time relate to sound economic
policies.

--Continue and expand the council's grantsmanship role
to encourage the appropriate funding of projects, pro-
grams, and services required to support the econonmic
and environmental needs of the region.
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(3) reexamine its method of allocating funds, and (4) consider
developing and using an index of relative need to target funds
to States rather than the current "fair share" approach, which
underfunded some States while overfunding others.

PROGRESS AND PROBLEMS IN REDUCING
DISPARITY AND ACHIEVING
ECONOMIC SELF-SUFFICIENCY

Although two of the six broad problems which originally
justified the Appalachian program--extensive outmigration of
its work force and higher than average unemployment rates--no
longer characterized most of the region in 1975, serious
problems and gaps in income and education levels, housing
conditions, and extent of poverty, particularly in Central
Appalachia, still exist. ARC's latest projections, summar-
ized below, indicate that such major gaps are likely to
continue for years. For example:

--Appalachia's income gap narrowed only 5 percent
between 1965-74 and was projected in a 1969 study
not to equal the U.S. average for another 50 years.
The map on page 34 shows the region's per capita
income situation as of 1976.

--Regional education levels in 1970 as measured by
the percentage of children aged 3 and 4 enrolled in
school, high school graduates, and college graduates,
respectively, were 42 percent, 19 percent, and 26
percent lower than the national average, while adult
illiteracy was 33 percent higher.

--The proportion of housing units beyond repair in
1970--an estimated 231,600 units, or 3.8 percent of
the region's housing stock--was over 80 percent
higher than the national average estimated at 2.1
percent.

-~-Poverty levels twice as high as the national average
were projected in 1973 to still exist in 124, or over
30 percent, of Appalachia's 397 counties by 1980.

The Congress stipulated in both 1965 and 1975 that
reducing Appalachia's economic and social development prob-
lems to levels closer to those in the rest of the Nation's
urban, metropolitan, and rural areas would accomplish the
Appalachian Act's ultimate national goal--eliminating the
need for separate Federal assistance. The act adopted a na-
tional policy of short-term Federal aid to promote the con-
tinuous process of regional development. This policy, and
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RECOMMENDATIONS TO THE FEDERAL
AND STATES' COCHAIRMEN

We recommend that the Appalachian Regional Commission
amend section 200 A-3.1(A) of the Appalachian Regional Com-
mission Code to require that each annual Appalachian State
plan and plan update address the same mandatory list of
functional program areas and problem categories. These
program areas should be identical to and consistent with
those contained in any multistate regional plan ARC develops.

We recommend that ARC develop written guidelines to
supplement general provisions contained in the Commission
Code for Appalachian State and local development district
planning. ARC should prepare guidelines for each func-
tional program area, using a consortium of ARC staff, State,
and district representatives from each of the 13 Appalachian
States and adopt those guidelines as ARC policy by reference
in chapter 200 A of the ARC Code. Chapter 3, page 52, of
this report contains further recommendations regarding those
specific elements to be included in ARC supplemental
guidelines.
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some ARC staff agreed that written guidelines would improve
existing procedures.

Kentucky officials, for example, said they do not
consider ARC's annual plan update and plan requirements par-
ticularly useful. They prefer to engage in what they call
"action-oriented" or "people-oriented“ planning, character—
ized as an ongoing cXCuaugc of ideas with local people in

resolving the region's problems. Kentucky State staff did
not believe that objective or quantifiable indexes of prob-
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particularly necessary. They prefer to rely on their own
experience and knowledge of the problems of eastern Kentucky
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Pennsylvania State planners acknowledged that written
guidelines might help eliminate the need for, or reduce the

extent of, cr1t1ca1 ARC staff comments about their percep-
tions of Appalachian State plan inadequacies.

On the other hand, ARC staff gave us a somewhat more
positive response. One division director said that the ARC
Code, despite changes made in 1977 was still seriously defi-
cient in providing adequate criteria, standards, or guidance
for State planning. Other ARC staff commented that despite
their best efforts at technical assistance to the States,
the ARC Code was still so broad that more detailed planning
requirements, in the form of specific written guidelines,
would be an improvement. Many ARC staff acknowledged a sense

of frustration with the unresponsiveness of State planners to
their suggestions.

Other ARC staff, however, felt differently. According
to one official in ARC's Planning and Evaluation Division,
increased technical assistance to the States earlier in each
year's planning cycle might preclude so many critical com-
ments. The Director of ARC's QOffice of Development District
Programs told us that ARC staff suggestions were often
ignored by State planners, who considered such assistance to
be little more than meddling in the State's prerogatives. He
doubted whether the Appalachlan States, after 12 years with-
out detailed guLUCLanb, would pEICEIVé them as beneficial
"this late in the game."
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ARC planning guidelines are a necessary supplement to ARC's
current reliance on broadly worded policy statements (the
Appalachian Code) and the annual process of arbitration and
negotiation between ARC staff and State planners over State

compliance with Appalachian Act and ARC Code requirements.
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State inability or refusal to correct such basic
planning deficiencies as lack of specific program objectives,
unclear priorities, and inadequate needs and resource assess-
ment raises serious questions about ARC's flexible approach
to regional planning. What is particularly disturbing is
ARC's failure to adequately deal with a problem whose extent
and duration have been documented since 1971 by both internal
assessments and outside evaluations.

Previous studies show
the problem 1s not new

Despite numerous references to the many positive
contributions Appalachian program planning has accomplished,
several evaluations and assessments we examined commented on
State planning deficiencies as an area needing improvement.,
The following five examples are representative of such
evaluations.

A 1971 ARC staff analysis concluded that most of the
Appalachian States--after 6 years of program operation-—-
needed more specific guidance than the 1966 Appalachian
Regional Commission Code. The analysis stated that a few
States had developed an effective planning process; about
half had what might best be called a weak planning effort;
and a few States had a negative or uncomprehending attitude
toward development planning--they tended to view the plan as
"a nuisance type requirement which unfortunately comes along
with most programs involving Federal funds." The analysis
recommended adopting (1) guidelines which "if used by the
States, would also enable ARC to better carry out its mandate
of developing regionally comprehensive and coordinated plans
and programs" and (2) the following specific wording as ARC
planning policy:

"Comprehensiveness and coordination for the entire
Appalachian Region can only be achieved if each
state meets its responsibilities fully and follows a
common set of guidelines."

We found no indication that ARC ever adopted such wording
or issued the suggested guidelines for State planners except
a revised 1971 manual dealing with project applications.

Between 1971-74, three separate evaluations commented
on the gap between ARC's stated commitment to comprehensive
planning and its slowness in achieving a comparable
commitment from individual States:
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downplay ARC and Kentucky efforts to promote regional pro-
jects or those service and demonstration benefits those
projects provided. Rather, our observations are meant to
reinforce ARC's official position that Appalachian State
plans should systematically reflect unmet local needs. The
inconsistency with which Kentucky, Pennsylvania, and South
Carolina documented inadequate housing and medically under-
served areas and Pennsylvania district staff comments about
lack of influence on Federal and State program priorities
show continuing difficulties ARC must confront if it is to
develop a meaningful regional development plan.

Inadequate guidelines permit
deficiencies to continue

The Appalachian program continues to operate without
adequate detailed guidelines for State planners. ARC's
reluctance to achieve more consistency in State planning
through its guidelines have produced the following negative
effects:

--Inefficient use of ARC and State staff resources--
time, money, and technical expertise--because State
planners inadequately respond to or ignore ARC staff
suggestions for improvements needed in State plans.

--Basic deficiencies (for example, lack of specific
objectives, clear priorities, and incomplete analysis
of needs and resources) continue unresolved year after
year.

--Questionable State commitment to the Appalachian Act
and ARC policy requirements for continuing improve-
ment in State plans.

--Inadequate assurance that ARC Federal planning funds
are being most effectively used.

--Ultimate weakening of ARC's ability to prepare an
overall regional development plan from 13 separate
State plans.

Previous ARC corrective action, such as staff technical
assistance and State management assistance grants, has been
only partially successful. Appalachian State plans are
occasionally still so inadequate that ARC sends a task force
of its staff to help rewrite major portions of State plans in
order to develop a plan acceptable to ARC. Although ARC
internal evaluations and other external studies have pointed
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--Pennsylvania addressed the relationship between ARC

health program planning for underserved areas and
other Federal efforts, such as the Department of
Health, Education, and Welfare's (HEW's) Rural
Health Initiative and Health Underserved Rural
Areas programs, while Kentucky and South Carolina

did not.

--South Carolina provided current detailed information
on health manpower availability (number of primary
care physicians, dentists, historical and projected
rates of graduates from medical training programs,
etc.), while Kentucky used 1972 data. Pennsylvania
submitted some data from all seven of its districts,
but the data was inconsistent from district to
district.

~-~South Carolina's plan, while clearly the most com-
prehensive of the three, did not indicate any more
priority for medically underserved areas than for
any of the other health problems. Kentucky's plan
also failed to indicate relative priority of need.
Pennsylvania limited its health plan to medically
underserved areas, and excluded other health
problems.

Finally, two examples from Kentucky and Pennsylvanla
show the importance of lirkirg district y.l.al’iﬁlﬁg and needs
assessment with State planning. Although both States were
trying to achieve more systematic input from districts when
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show the negative effects when unmet local needs are not
reflected in State plans.

In Pennsylvania, EDCNP's first areawide action plan
indicated the district has had difficulty in coordinating
its planning with State and Federal program planning. Prio
to current efforts by the Office of State Planning and De-
velopment, Pennsylvania's planning process did not provide
for the district's needs to be considered by State Planning
and Development in developing its policy recommendations to
the Governor or by State agencies in developing their categor-
ical plans and programs. In addition, various State plans
were never consoclidated into an overall development plan.
Comprehensive planning at the local level had little influence
on program funding levels, project selection criteria, or the
creation of new programs.

At the completion of our review, Pennsylvania was

designing a statewide economic development planning process
which would rely in part on local development districts to
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--Overreliance on ARC funds and failure to adequately
plan for other sources of funding--a situation which
occurred with ARC's child development program in
1976--can lead to pressure for continued Federal
support, thus promoting dependency rather than
self-sufficiency.

ARC internal assessments, ARC staff, and the Federal
Cochairman have stressed the need for States to better docu-
ment how ARC planning is linked with other planning. An ARC
task force observed the following in 1974: "If the plan does
not reformulate a comprehensive attack on the Region's pro-
blems but only what ARC investments can contribute to a solu-
tion, it is not complete." We noted, however, that ARC staff
criticized a majority of 1977 Appalachian State plans (see
p. 16) for deficiencies in documenting how ARC program plan-
ning was being integrated with other State agency planning.
ARC's former Federal Cochairman also cautioned the Appala-
chian States during a March 1977 meeting to decide language
for ARC planning policy. He stated:

"The whole idea, it seems to me, of the Appalachian
effort, most particularly its planning effort, is to put
a governor in a position where he takes an overall view
of the federal and state and local capacity to deal with
the problems that he identifies as being deterrents to
Appalachian development.

"It is true that our funds are very limited in com-
parison to the magnitude of need, but presumably those
who drafted our Act felt that there was considerable
public interest in identifying those needs, hoping that
not only in the judicious use of ARC money as seed
funds, but in addition, that the planning exercise
would suggest to the chief elective officials of the
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state other sources of state and local runaing that
might be applied to tackle problems which couldn't be
reached with ARC funds.

"So, for all those reasons, I think that we have got
to be careful to come up with a planning code that
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Despite this expressed concern, Kentucky, Pennsylvania,
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quantitative data to indicate projected levels of total
Federal, State, and local government spending, either by

program area or by specific location, At the district level,

because ARC's areawide action program was sSo new, we could
not determine if other Federal and State funds would be

ferthcom1"g to carry out those plans
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Regardless of what procedures districts use to set
priorities, all three district planning staffs stated that
two constraints outside of ARC's control--the availability of
other Federal funds and district need to remain responsive to
local government's desire to maximize Federal dollars--will
always limit the setting of priorities and the comprehensive-
ness of district planning. District planners have learned
that it is the ability to justify individual programs and
projects--not the comprehensiveness of the planning process
or document--which controls the flow of ARC funds. The
importance of a comprehensive plan becomes secondary to the
most commonly perceived need--to Keep available ARC and other
Federal funds flowing into the district.

According to some district officials, a district's
credibility as a useful organization to local government
depends in part on its ability to help deliver the Federal
dollar. Consequently, practical considerations, such as
technical assistance to local government and simple grants-
manship (finding Federal funds to carry out desired projects),
often take precedence over more theoretical comprehensive
planning exercises encouraged by Federal programs including
ARC.

Kentucky River District staff told us, for example, that
they view their role more as one 0f helping local officials
get what they want rather than influencing decisions on what
they need. One of the EDCNP's specific areawide action pro-
gram goals was "continuation and expansion of the Council's
grantsmanship role to encourage the appropriate funding of
projects, programs, and services."

In commenting on the influence other Federal programs
have on district priority setting, an EDCNP official said
that ARC project selection is heavily influenced by the
availability of other Federal program funds. Since both ARC
and State policy require some financial commitment from a
Federal agency before a project will be considered for ARC
funding, it often becomes the availability of the Federal
dollar, rather than the community's need for the project,
which dictates project selection.

An EDCNP official stated, for example, that it is in the
interests of local communities to use their limited funds as
matching money to meet Federal or State program regquirements
in order to maximize funding from all sources. Consequently,
regardless of the types of projects which communities may
desire, they will generally select those for which they can
get other State and Federal funds over those for which no
program exists and which they must finance out of local funds.
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a plan, State and district plans are often "force fitted" to
available Federal funds and previously selected projects or
program areas which the Governor, State planners, or local
government officials want funded. If the “fit" is weak, then
the State revises its plan accordingly, often at the sugges-
tion of ARC staff who review the plan and point out inconsis-
tencies between projects submitted for funding and the annual
State plan.

Two program areas--housing and education--illustrate the
situation of States not addressing common problems or addres-
sing them only to a minor degree. North Carolina did not
even mention housing problems in its 1977 Appalachian plan,
and Tennessee relegated this problem to a "minor investment"
status, even though both States had a greater percentage of
deficient housing than either national or Appalachian
averages, according to ARC's "Appalachia - A Reference Book™
(June 1977).

While all 13 States did mention various aspects of
education as a development problem, 4 States, including
Kentucky and Pennsylvania, essentially addressed only voca-
tional education in their 1977 plans, even though 1975 amend-
ments to the Appalachian Act as well as ARC education plan-
ning policy authorize a wide range of education demonstration
programs.

We noted that in five out of six cases ARC staff also
brought this incompleteness in housing and education planning
to the appropriate States' attention when staff reviewed the
plans. Kentucky, although complimented on its expanded
efforts in housing, was criticized for its one-dimensional
emphasis on vocational education. Staff stated:

"In short, Eastern Kentucky is faced with a serious
vacuum in the area of educational planning and
programming, not to mention the absence of suitable
vehicles for the delivery of multi-county educational
services that could be supported under Section 211(b)
cf the 1975 Amendments."

Our comments about incomplete State planning for housing
and education are not meant to downplay either ARC's substan-
tial investments in vocational education during its first
decade or its innovative approach in helping States address
the problem of inadequate low and moderate income housing
throughout the region. kather, they are intended to illus-
trate that after 12 years of ARC support, State plans are
still often incomplete rather than comprehensive.
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In addition, considerable inconsistency exists in State
planning because ARC has not issued adequate detailed written
guidelines. Even when States do prepare plans addressing a
common regional problem, such as inadequate health care or
education, these plans often do not contain adequate goal
statements, set priorities, analyze or assess unmet needs,
or show how Appalachian program planning is linked to other
State planning, as the Congress and ARC require. Pages 24
and 25 discuss how the absence of adequate detailed writ-
ten guidelines for State planners permits recurring

7 C
deficiencies to go unresolved.

Our review of ARC, State, and district planning
activities found that ARC's flexible planning approach leads
to incomplete rather than comprehensive planning which the
Appalachian Act requires. Appalachian State and district
planning falls short of being comprehensive because:

--Some problem categories impeding development are
either not addressed at all or are addressed to
only a minor degree.

--Planning documents do not (1) clearly state goals
and objectives, (2) adequately assess and describe
the unmet needs upon which such objectives are
based, and (3) clearly establish prlorltles within

each problem category and among the various
categories.
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--Unmet needs at the local level are not system-
atically brought to the State's attention or
:eﬁlected in the State's plan; that is, planning

is not integrated.

AKRC rejected 1its 1976 staff proposal for a planning
policy which would have required each Appalachian State to
prepare an annual development plan addressing the following
program areas: (1) economic development, (2) transportation,
(3) community development, (4) nousing, {5) health, (6) edu-
cation, {(7) child development, and (8) environment and re-
sources. Instead, it adopted a generalized planning policy
in 1977, requiring State plans to identify “ * * * which
problems and program areas * * * will receive the greatest
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Constraints. Four major external constraints limit the
comprehensiveness of ARC's planning. Fitrst, some communi-
ties; units of government; and planning officials at local,
State, and Federal levels resist regionalism, viewing it as a
threat to individual prerogatives. Second, a continuous
turnover of Governors and planning staffs limits continuity
in State planning and weakens the link between local areaw;de
planning and multistate planning. Third, substate areawidé
planners are confronted with a variety of inconsistent Fed-
eral policies, laws, and regulations governing areawide
planning requirements, a problem discussed in our previous
report to the Congress. 1/ Fourth, ARC controls a very small
amount of all Federal, State, and local resources spent each
year in Appalachia. For example, recent ARC annual appropri-
ations of approxlmately $300 million contrast sharply with
$22 pbillion in total Federal outlays in the region (fiscal
vear 1975) and Appalachian State budgets of several billion
dollars annually.

To determine ARC's effectiveness in light of these
factors, we examined its planning policy and guidelines. The
rest of this chapter discusses our finding that ARC's planning
policy--the first step in a systematic process--is a barrier
against comprehensiveness. Chapters 3 through 6 discuss
resulting problems at each successive step of the process.

ARC'S BASIC PLANNING POLICY AND INADEQUATE
GUIDELINES IMPEDE COMPREHENSIVE PLANNING

ARC's planning policy impedes comprehensive regional
development planning. Rather than require all States to
prepare comprehensive plans addressing similar problems, ARC
allows individual States to select which problems to address
and which to omit. Because Appalachian State development
plans are the critical link between district areawide plan-
ning and multistate planning, this discretion in State
planning leaves a gap in the Federal-State-local approach
which ARC is demonstrating. Further, it limits the compre-
hensiveness of the overall regional development plan to which
the 1975 kegional Development Act refers.

l/"Federally Assisted Areawide Planning: Need to Simplify
Policies and Practices,” (GGD-77-24, Mar. 28, 1977).
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CHAPTER 2

ARC SHOULD REVISE ITS PLANNING POLICY AND

IMPROVE ITS GUIDELINES FOR STATE

AND DISTRICT PLANNING

"In carrying out the purposes of this Act, the Com-
mission shall develop, on a continuing basis, compre-
hensive and coordinated plans and programs and
establish priorities thereunder * * * 1/

"Pursuant to policies established by the Commission,
each State member shall submit * * * a development
plan for the area of the State within the region.

The State development plan shall reflect the goals,
objectives, and priorities identified in the regional
development plan * * *." 2/

ARC has helped Appalachian States and substate districts
improve their planning capabilities, thus contributing to
ARC's objective of developing a coordinated regional planning
process. For example, in pursuing the objectives of regional,
social, and economic development, ARC uses a Federal-State-
local decisionmaking process and generally follows a concen-
trated investment "growth center" approach to maximize bene-
fits to the region. ARC has successfully established a
network of 69 local development districts (LDDs) as a mecha-
nism for planning and executing ARC programs at the local
level. These LDDs assist the States in establishing
strategies and priorities intended to accomplish ARC
objectives.

However, the comprehensiveness of ARC's planning process
is incomplete at the multistate level because ARC's policy
does not require States to address economic and social prob-
lems consistently when preparing their plans. Also, existing
guidelines contained in the ARC Code for State and substate
planners are inadequate. Revising its planning policy and
improving its guidelines will bring ARC closer to the com-
prehensiveness which the Appalachian Act requires and make
its regional development planning more effective without
significantly reducing the flexibility which ARC, States, and
districts consider to be a major strength of its approach.

1/40 U.s.C. app. 102(a) (1) (1975).

2/40 U.S.C. app. 225(a) (1975).



fiscal year 1983, completion of the Appalachian Development
Highway by 1986, and creation of sufficiently funded regional
commissions throughout the Nation. One estimate of the cost
of such a nationwide system indicated the need for additional
Federal appropriations ranging between $1.5 and $2 billion
annually. The fiscal implications of such a proposal are
significant.

EXECUTIVE AND LEGISLATIVE INTEREST PROMPTS
GAO TO REVIEW ARC'S NONHIGHWAY PROGRAMS

The President and the Congress have shown great interest
in the effectiveness of existing national economic and re-
gional development programs. The Congress held hearings in
1974 to discuss the feasibility of a national balanced growth
and development policy, unifying themes from prior legisla-~
tion calling for national urban and rural development poli-
cies. 1/ The Congress authorized continuation of all regional
commissions through fiscal year 1979 by passing the Regional
Development Act of 1975 and the Public Works and Economic
Development Act amendments of 1976. The President undertook
a review of current program effectiveness in coping with
regional growth and decline and convened in January 1978 a
White House Conference on Balanced National Growth and
Economic Development, as the Congress requested.

Such concerns prompted us to review ARC's nonhighway
programs in light of three fundamental questions:

--Is this Federal-State-local mechanism effective
in accomplishing national objectives?

--How much longer is a program of development assis-
tance needed in the Appalachian region?

--How might the Commission's potential impact on
national growth and development policies be
improved?

—

1/Public Law 91-609, “Urban Growth and New Community
Development Act of 1970;" Public Law 92-419, "Rural
Development Act of 1972."
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Between 1935-65, a combination of regional and national
factors had produced a situation which the Federal Government
decided the Appalachian State and local governments could not
solve. Cultural isolation, dispersed rural population pat-
terns, limited access to and through many parts of the re-
gion, decline in national and international demand for coal,
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from certain types of forestry and mining practices, and

inadequate alternative employment opportunities contributed
to the problem.

Before 1965, many parts of Appalachia experienced eco-
nomic imbalances and cvcles of "booms and busts." National

demand for the region's natural resources, for a variety of
reasons, was not accompanied by a comparable return investment
in the region's human resources. Overemphasis on a natural
resource based economy for 40 years--timber between 1890 and
1930, and coal between 1900-30--created economic and social
hardship during the following decades.

Appalachians, confronted with massive unemployment, had
few alternatives: they could remain in the region and attempt
to compete for the few available jobs, subsisting if necessary
at lower levels of economic well~being and relying on Federal,
State, and local relief efforts; or they could seek jobs out-
side the region. Many chose the latter. Over 4 million peo-
ple left Appalachia between 1940-70. Many were between the
ages of 18 and 64--the region's actual or potential work
force.

With Appalachia's work force went much of its potential
tax base. Those too young or too old to leave the region as
well as those who chose to remain were confronted with grow-
ing distress. A weakened tax base meant less State and local
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school systems and health care facilities.
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most notably in Appalachian Kentucky in 1957 and Appalachia
Georgia in 1959, even when coupled with private sector ef-
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hospitals in the coalfields of Central Appalachia in the

mid-1950s, could not cope with the magnitude of the region’'s

nrohleams

R Vara Tl e

In 1960, 10 Appalachian State Governors or State
rep pqpnfaflqu convened to formulate long-term sclutions

to the region's problems. AEéé?vggaéylng those problems,
pledging continued State and local support, and preparing a

general plan of action to address the problems, they persuaded
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GAO's evaluation of both agencies' comments ap-
pears in chapter 7. Agency comments are included
as appendixes I and II.
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need. GAQO alsc found 14 projects in 7 States
for which the Commission had not recovered over
$2 million.

--Federal agencies did not comply with terms of
interagency agreements which reguire that
adequate and timely project expenditure
information be provided to the Commission,

The Director, Office of Management and Budget,
the Federal Cochairman, and the Commission
should take corrective action. (See pp. 85-90.)

STATES' RELATIVE FINANCIAL CONTRIBUTION
TO NONHIGHWAY PROGRAMS HAS DECLINED

In addition to problems in planning for and
distributing Federal funds, the Commission has
not adeguately monitored Appalachian State ex-
penditures. In 1975 the Congress expressed con-
cern that the Appalachian Governors not regard
this program as merely another source of Federal
aid. GAO noted two trends: declining State
financial share of the Commission's nonhighway
programs and increasing use of Commission funds
to replace other unavailable Federal funds. The
States' share of eligible project costs declined
from an average of approximately 17 percent be-
tween 1966 and 1970 to an average of less than
10 percent between 1971 and 1975. Between 1966
and 1975, over 60 percent of the Commission's
funds were not matched with any other Federal
funds. In addition, by 1976 nearly 42 percent of
the Commission's supplemental funds were being
used to substitute for unavailable Federal funds
rather than supplement available funds.

The Commission should require States to provide
some fixed minimum lev&] GF State financial
contribution for nonhighway programs and limit
each State's nonsupplemental use of supplemental
funds. The Eﬁﬁgzggg)should”amend the Appalachian
Regional Development Act to require the Commis-
sion to monitor State expenditures in both the
Appalachian and non-Appalachian parts of each
State and establish a more current base level of
State expenditures for the act's maintenance of
effort requirement. (See pp. 88-90.)
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~--Improved project and program evaluation
efforts are not geared toward existing
Commission evaluation policy and planning.

APPALACHIAN PROGRAM PLANNING IS NEITHER
COMPREHENSIVE NOR CONSISTENT

The Commission's planning policy limits the
comprehensiveness of its regional development
planning efforts by allowing individual States
to select which problems to address and which
to omit. This produces gaps in the Federal-
State~local approach which the Commission is
demonstrating.

The Commission should amend its basic policy
to require that each State plan address the
same development problems. To achieve more
consistency and better imtegration of substate,
State, and multistate planning, the Commission

guidelines for State and dlstrlct planners.
(See p. 30.)

SOME GEOGRAPHIC AREAS MAY NO LONGER
NEED SPECIAL ASSISTANCE

In 1965 and again in 1975, the Congress stated
that it expects to terminate the Appalachian
program when the Appalachian Regional Development
Act's ultimate objective--eliminating the need

for separate Federal aid-~has been accomplished.
Two of the six problems which justified the need
for this special program in 1965--extensive out-
migration of the region's work force and very high
unemployment rates compared to the Nation--no
longer characterize most of Appalachia.

While some metropclitan and urban areas within
the region may have achieved self-sustaining
rates of growth, other areas, particularly the
rural counties of Central Appalachia, continue
to experience serious problems of substandard
housing, low income and education levels, high
degrees of poverty, and other disadvantages
against becoming self-sufficient without
sustained Federal aid for years or even decades.
(See p. 45.)
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