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CENSUS DATA AND ITS USE IN FEDERAL
FORMULA FUNDING

THURSDAY, JULY 9, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON INFORMATION PoLICY, CENSUS, AND
NATIONAL ARCHIVES,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 3:10 p.m., in room
2247, Rayburn House Office Building, Hon. Wm. Lacy Clay (chair-
man of the subcommittee) presiding.

Present: Representatives Clay, Maloney, Watson, McHenry, and
Westmoreland.

Also present: Representative Kaptur.

Staff present: Darryl Piggee, staff director/counsel; Frank Davis,
professional staff member; Jean Gosa, clerk; Charisma Williams,
staff assistant; Leneal Scott, information systems manager; Dan
Blankenburg, minority director of outreach and senior advisor;
Adam Fromm, minority chief clerk and Member liaison; and
Chapin Fay, minority counsel.

Mr. CrAy. The Information Policy, Census, and National Ar-
chives Subcommittee will now come to order. Good afternoon and
welcome to today’s hearing entitled: “Census Data and Its Use in
Federal Formula Funding.”

Today’s hearing will examine the impact of using census data on
local recipients in Federal funding allocation decisions. On our first
panel, we will hear from Federal department witnesses who will
testify about how select Federal Government agencies use census
data in their funding formulas. Our second panel is comprised of
local government officials and private agencies who will tell us
about their knowledge and experience with census data and their
recommendations to improve the use of census data in Federal for-
mula funding.

Without objection, the Chair and ranking minority member will
have 5 minutes to make opening statements followed by opening
statements not to exceed 3 minutes by any other Member who
seeks recognition.

Without objection, Members and witnesses may have 5 legisla-
tive days to submit a written statement or extraneous materials for
the record.

I will begin with my opening statement.

The purpose of today’s hearing is to examine how census data
are used in Federal funding program calculations and whether
these Federal funding formulas fairly distribute Federal moneys to
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States, cities, and local governments. We will consider many impor-
tant issues today including what criteria are used in these Federal
funding formulas, whether Congress and agencies factor in the
under-count of certain communities in these calculations, and what
steps Congress and the administration can take to improve census
data and the present formulas.

Census data are used by over 180 Federal programs in determin-
ing funding levels to cities, counties, and States. These Federal al-
locations to local governments and States topped over $375 billion
in 2007 alone. Federal programs that use census data in their
funding formulas include Title I education appropriations, Medic-
aid, and Community Development Block Grants.

This subcommittee is concerned about HUD’s Community Devel-
opment Block Grant program in particular, especially with regard
to recent developments in Toledo, OH. In 2008, the Mayor of Toledo
challenged census estimates and successfully added over 20,000
city residents to Toledo’s population. However, with this increase in
population, Toledo lost over $290,000 dollars in Community Devel-
opment Block Grant funding. It is counter-intuitive for HUD to
provide Toledo with less Federal funding because the Census Bu-
reau increased the city’s under-counted population number.

Other Federal funding formulas such as Medicaid redistribute
hundreds of millions of dollars among States when census under-
count data are corrected. Federal funding formulas like Medicaid
and Community Development Block Grants are sensitive to the
under-count, which causes Federal funds to be mis-allocated to cit-
ies and States, hurting traditionally under-counted populations
such as low income children and immigrant communities.

Census data are used for a large majority of all Federal funding
formulas. There needs to be clarity and transparency as to how
census data are used and if these Federal funding formulas truly
serve their targeted communities. Today’s hearing will address
these issues and reveal existing problems, solutions, and what fur-
ther research needs to be done with census data and its use in Fed-
eral funding formulas.

Let me thank all of our witnesses for appearing today. I look for-
ward to their testimony.

I now yield to the distinguished ranking minority member, Mr.
McHenry of North Carolina, for 5 minutes.

[The prepared statement of Hon. Wm. Lacy Clay follows:]
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Opening Statement
Wm. Lacy Clay, Chairman
Information Policy, Census, and National Archives
Subcommittee
Oversight and Government Reform Committee

“Census Data and Its Use in Federal Formula Funding”

Thursday, July 9, 2009
2247 Rayburn HOB
2:00 p.m.

THE PURPOSE OF TODAY’S HEARING ISTO
EXAMINE HOW CENSUS DATA IS USED IN FEDERAL
FUNDING PROGRAM CALCULATIONS, AND WHETHER
THESE FEDERAL FUNDING FORMULAS FAIRLY
DISTRIBUTE FEDERAL MONIES TO STATES, CITIES,
AND LOCAL GOVERNMENTS.

WE WILL CONSIDER MANY IMPORTANT ISSUES
TODAY, INCLUDING WHAT CRITERIA ARE USED IN
THESE FEDERAL FUNDING FORMULAS, WHETHER
CONGRESS AND AGENCIES FACTOR IN THE
UNDERCOUNT OF CERTAIN COMMUNITIES IN THESE
CALCULATIONS, AND WHAT STEPS CONGRESS AND
THE ADMINISTRATION CAN TAKE TO IMPROVE
CENSUS DATA AND THE PRESENT FORMULAS.
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CENSUS DATA IS USED BY OVER 180 FEDERAL
PROGRAMS IN DETERMINING FUNDING LEVELS TO
CITIES, COUNTIES, AND STATES. THESE FEDERAL
ALLOCATIONS TO LOCAL GOVERNMENTS AND
STATES TOPPED OVER $375 BILLION DOLLARS IN 2007
ALONE. FEDERAL PROGRAMS THAT USE CENSUS
DATA IN THEIR FUNDING FORMULAS INCLUDE TITLE
ONE EDUCATION APPROPRIATIONS, MEDICAID, AND
COMMUNITY DEVELOPMENT BLOCK GRANTS
(CDBG).

THIS SUBCOMMITTEE IS CONCERNED ABOUT
H.U.D.’S COMMUNITY DEVELOPMENT BLOCK GRANT
PROGRAM IN PARTICULAR, BECAUSE OF RECENT
DEVELOPMENTS IN TOLEDO, OHIO. IN 2008, THE
MAYOR OF TOLEDO CHALLENGED CENSUS
ESTIMATES AND SUCCESSFULLY ADDED OVER 20,000
CITY RESIDENTS TO TOLEDO’S POPULATION.
HOWEVER, WITH THIS INCREASE IN POPULATION,
TOLEDO LOST OVER $290,000 HUNDRED THOUSAND
DOLLARS IN COMMUNITY DEVELOPMENT BLOCK
GRANT FUNDING. IT IS COUNTERINTUITIVE FOR
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H.U.D. TO PROVIDE TOLEDO WITH LESS FEDERAL
FUNDING BECAUSE THE CENSUS BUREAU INCREASED
THE CITY’S UNDERCOUNTED POPULATION NUMBERS.

OTHER FEDERAL FUNDING FORMULAS, SUCH AS
MEDICAID, REDISTRIBUTE HUNDREDS OF MILLIONS
OF DOLLARS AMOUNG STATES WHEN CENSUS
UNDERCOUNT DATA IS CORRECTED. FEDERAL
FUNDING FORMULAS LIKE MEDICAID AND
COMMUNITY DEVELOPMENT BLOCK GRANTS ARE
SENSITIVE TO THE UNDERCOUNT, WHICH CAUSES
FEDERAL FUNDS TO BE MIS-ALLOCATED TO CITIES
AND STATES, HURTING TRADITIONALLY
UNDERCOUNTED POPULATIONS SUCH AS LOW-
INCOME CHILDREN AND IMMIGRANT COMMUNITIES.

CENSUS DATA IS USED FOR A BIG MAJORITY OF
ALL FEDERAL FUNDING FORMULAS. THERE NEEDS
TO BE CLARITY AND TRANSPARENCY INTO HOW
CENSUS DATA IS USED AND IF THESE FEDERAL
FUNDING FORMULAS TRULY SERVE THEIR TARGET
COMMUNITIES. TODAY’S HEARING WILL ADDRESS
THESE ISSUES AND REVEAL EXISTING PROBLEMS,
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SOLUTIONS, AND WHAT FURTHER RESEARCH NEEDS
TO BE DONE INTO CENSUS DATA AND ITS USE IN
FEDERAL FUNDING FORMULAS.

I THANK ALL OF OUR WITNESSES FOR APPEARING
TODAY AND LOOK FORWARD TO THEIR
TESTIMONIES.
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Mr. McHENRY. Thank you, Mr. Chairman. Thank you for holding
today’s hearing. I want to begin by thanking again Mr. Mesenbourg
and Mr. Goldenkoff for reappearing before the committee. It is good
to have you back. For the other witnesses, thank you so much for
agreeing to testify and being here today.

As the chairman has already stated, the data collected by the
Census Bureau is vitally important to the calculation of funding
levels and appropriations in Federal programs at the congressional
level and by Federal agencies themselves. Data are also used by
State and local governments to allocate resources and services, and
by the private sector to determine where to invest and develop in-
dustry.

The subject of today’s hearing underscores the importance of fill-
ing out the decennial census form when it arrives on April 1, 2010.
It is vitally important to the American people that everyone in this
country respond to that form. It is not a partisan issue. It is simply
a matter of having an accurate picture of who is in this country on
census day 2010. This is very important. It is a very core Constitu-
tional principle that we have an accurate count of who is here in
this country.

With having a short form only census, it makes it even easier for
the American people to participate. So Members of Congress should
advocate for participation. Everyone within Government should ad-
vocate for participation. We are grateful for community groups who
are involved to ensure that people participate as well.

I would also like to thank the chairman for having this hearing
today. We last met in March. I know that we have racked up ad-
dress canvassing, as Mr. Mesenbourg has related to the Congress.
From the accounts we have gotten, it has gone very well. We are
very grateful for that. That address canvassing, as Mr. Mesenbourg
has previously said, is a cornerstone to the 2010 census.

I hope that we can have Mr. Mesenbourg or the new Director,
whenever the Senate determines that they will actually act, then
we can actually get the new Director in. But approximately 140,000
census workers took to America’s streets this spring to verify ad-
dresses and assemble the Bureau’s list of where decennial forms
will be sent and where, if needed, enumerators will visit in 2010.

On separate occasions, Chairman Clay and I have stated that we
both have unanswered questions about this vast canvassing effort.
The outcome of the decennial census depends largely on this step
in the operation and so there is an obvious need to review and as-
sess its successes and failures. Certainly, the GAO and the Census
Bureau, we would love to have you back. Mr. Chairman, I would
certainly think we would both learn a lot from that hearing. It is
my hope that we can bring you back again soon to evaluate this
step of the process.

That said, today’s hearing is an important opportunity for the
committee to ensure that the census data and Federal funding for-
mulas are fair, accurate, and effective.

Chairman Clay, I thank you for bringing this issue to the fore-
front about the inequities of Community Development Block Grant
programs. I do share your concerns.

As for how census numbers affect the CDBG, I would like to
point out that the funding formula involves many factors. In the
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109th Congress, this subcommittee published a bipartisan report
dealing with that funding formula. I ask unanimous consent to

submit this for the record.
Mr. CrAY. Without objection, the document is submitted into the

record.
[The information referred to follows:]
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THE STATE OF THE COMMUNITY DEVELOPMENT BLOCK GRANT PROGRAM
A REPORT

I. EXECUTIVE SUMMARY

In February 2005, the Bush Administration submitted its Fiscal Year 2006 budget
recommendation to the United States Congress. Within the budget submission was a new
initiative, the Strengthening America’s Communities Initiative (SACI), consolidating 18 existing
federal community and economic development direct-grant programs managed by five different
agencies into a single program under the oversight of the U.S. Department of Commerce
(Commerce). Seven of the 18 programs are currently administered by the Department of
Housing and Urban Development (HUD). Each of the 18 programs would cease to exist
independently under the initiative.

In Fiscal Year 2005, Congress appropriated $5.7 billion dolars for the combined suite of
18 programs. The seven HUD programs account for approximately 84 percent of the funding for
all 18 grant programs. The Community Development Block Grant (CDBG) Program alone
accounts for approximately 82 percent of that combined $5.7 billion in funding with an
individual appropriation of $4.71 billion. Highlighting the enormous impact SACI will have on
state and local governments and the citizens served by the 18 grant programs, the President’s
proposed Fiscal Year 2006 appropriation for the SAC grant program totals only $3.71 billion.

Considerable stakeholder opposition arose in reaction to the President’s proposal.
Consequently, the Subcommittee on Federalism and the Census (the Subcommittee), chaired by
Mr. Michael R. Turner, devised an oversight agenda to investigate two basic questions regarding
CDBG:'

(1)  Should Congress consolidate CDBG with the 17 other direct-grant programs as proposed
in the President's Fiscal Year 2006 budget request and transfer the administration of the program
from HUD to Commerce?

(2)  Notwithstanding SACI, should Congress or HUD consider making certain reforms to the
CDBG program, either by legislation or by rule-making?

The Subcommittee held three hearings on these issues. The first hearing, entitled
“Strengthening America’s Communities — Is It the Right Step Toward Greater Efficiency and
Improved Accountability?,” was held on March 1, 2005. The hearing’s purpose was to review
the proposed SACI and explore the reasons for its creation.

The Subcommittee held its second hearing, entitled “The ‘70s Look: Is the Decades-Old
Community Development Block Grant Formula Ready for an Extreme Makeover?,” on April 26,

! Clause 3 of Rule X of the Rules of the United States of House Representatives relates to the oversight functions of
the committees organized within the House of Representatives. Paragraph () of Clause 3 states that “The
Committee on Government Reform shall review and study on a continuing basis the operation of Government
activities at all levels with a view to determining their economy and efficiency.” RULES OF THE COMMITTEE ON
GOVERNMENT REFORM: TOGETHER WITH SELECTED RULES OF THE HOUSE OF REPRESENTATIVES AND SELECTED
STATUTES OF INTEREST, House of Representatives, 109th Congress, 1st Session (March 2005).
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2005. Based on a Febmary 2005 HUD study, the Subcommittee explored the first area of
potential reform: the block grant formula. Specifically, the Subcommittee explored: (1) whether
the 30-year old formula was appropriate for continued use in today’s world; and (2) whether
funds are distributed fairly among similarly situated communities.

The Subcommittee held its third hearing, entitled “Bringing Community Development
Block Grant Program Spending into the 2lst Century: Introducing Accountability and
Meaningful Performance Measures into the Decades-Old CDBG Program,” on May 24, 2005.
In that hearing, the Subcommittee examined: (1) how communities spend CDBG moneys (i.e.,
eligibility of use of funds); (2) whether HUD and grantees effectively target funds toward the
needs identified in the program’s authorizing legislation; and (3) how, if at all, Congress can
measure these expenditures for effectiveness through the institution of performance measures.

This report will first summarize the materials examined by the Subcommittee in
chronological order by date of publication. Part I, Background, thus provides a short history
of the CDBG program and a summary of various studies suggesting changes to the program. In
Part III, Hearings, each of the three Subcommittee hearings that discussed proposed changes
will be reviewed. Findings and recommendations are discussed in Part IV.

II. BACKGROUND
A. HISTORY OF THE COMMUNITY DEVELOPMENT BLOCK GRANT PROGRAM

Congress authorized the creation of the CDBG program during the Ford Administration
with the enactment of the Housing and Community Development Act of 1974 (HCDA).?> CDBG
is an offshoot of President Nixon’s Better Communities proposal, which combined seven
individual direct-grant programs into one community development block grant program. The
reorganization of these grant programs was the result of “[l]arge-scale dissatisfaction with many
[of their] components . . . [leading] to a discussion about how federal community development
funds should be allocated.™

The vision of Nixon’s “New Federalism” included a plan combining existing grant-in-aid
programs into a single block grant program that distributed funds directly to local governments —
those agencies in the best position to assess local needs.* Along with this local decision-making
came an “unprecedented degree of local control” over the use of federal dollars on community
development programs, “offering city and county officials broad discretion to fund housing,
economic development activities, social services, and infrastructure.”® In 1975, HUD advertised

2 HOUSING AND COMMUNITY DEVELOPMENT ACT OF 1974, 42 U.S.C. §§ 5301-5321 (2004).
* TODD RICHARDSON ET AL., OFFICE OF POLICY AND DEVELOPMENT RESEARCH, U.S. HOUSING AND URBAN
DEVELOPMENT, REDISTRIBUTION EFFECT OF INTRODUCING CENSUS 2000 DATA INTO THE CDBG FORMULA at 11
$2003) [hereinafter CENSUS DaTA STUDY].

Id.
PId. at 12, quoting U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT, FEDERAL FUNDS, LOCAL CHOICES:
AN EVALUATION OF THE COMMUNITY DEVELOPMENT BLOCK GRANT PROGRAM (1995).



12

that CDBG funds could be “used anywhere within a local government’s jurisdiction to serve the
needs of low- and moderate-income persons.”

Among the programs unified within CDBG were the Urban Renewal program, the Model
Cities program, open space acquisition and beautification grants, neighborhood facilities grants,
and water and sewer facilities grants.” The roots of CDBG can be traced directly to these grant
programs, which focused on restoring urban neighborhoods through acquiring land, clearing
blight, and encouraging private development; providing physical development and human
services; providing health, welfare, social, and recreational services; and improving existing and
developing new low- and moderate-income housing.® All of these services function to create
better li;'ing environments for low- to moderate-income persons, the primary purpose of the
HCDA.

State and local governments use CDBG grant monies to fund various housing,
community development, neighborhood revitalization, economic development, and public
service provision projects. Such projects must serve at least one of three requirements: (1) to
principally benefit low- and moderate-income individuals; (2) eliminate or prevent slums; or (3)
remedy urgent threats to the health or safety of the community. At least 70 percent of CDBG
funds distributed to the states and local governments must be spent on activities for the first
requirement - to principally benefit low- and moderate-income individuals.

CDBG funds were originally distributed based upon a single formula that assessed
community need using population, poverty, and overcrowded housing data as indicators of
community development need.'® In a 1976 study, HUD determined that the formula “was highly
responsive to the poverty dimension but unresponsive to the non-poverty dimensions of
community development need.”"! As a result, a second formula was devised using the factors of
pre-1940 housing and loss of population to target those communities experiencing decline rather
than poverty need alone.'” These two formulas remain in use today and are now known as
“Formula A” and “Formula B,” respectively. '

In 1981, Congress amended the HCDA once again. The original CDBG formula required
80 percent of CDBG funds be reserved for the formula grant and 20 percent of funds be set aside
for non-entitlement jurisdictions. HUD administered this 20 percent through a categorical
competition for non-entitlement communities, known then as the CDBG Small Cities Program. '
In keeping with the idea that local administration of block grant funds is more effective than
centralized administration by the federal government, HUD granted states the option of directly
administering the Small Cities Program in Fiscal Year 1982. Concurrent with this program

¢ Id., quoting U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT, COMMUNITY DEVELOPMENT BLOCK
GRANT PROGRAM: A PROVISIONAL REPORT (1975).

7 See id. at 9.

& See id.

® Seeid. at 11. “The undetlying purpose of title I of the Community Development Act is to increase the viability of
urban communities by addressing housing needs and creating healthy living environments by expanding economic
opportunity primarily for low- and moderate-income persons.”

¥ See CENSUS DATA STUDY at 12,

" d. at 14.

2 See id.

B See id.
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change, Congress amended the CDBG formula by adjusting the entitlement community/non-
entitlement community split to 70 percent/30 percent.'"""*  Only these two changes have been
made to the formula grant over the 30-year life of the program.

Today, CDBG is one of the largest federal direct block grant programs in existence.
HUD’s office of Community Planning and Development administers the program through 800
full-time employees located in Washington, D.C. and throughout the country in 42 field offices.
In Fiscal Year 2005, Congress appropriated $4.71 billion for the CDBG program; $4.15 billion
of that amount was reserved for CDBG formula grants. 16

Despite the fact that Congress has generally increased appropriations for CDBG formula
grants since the early 1990s,"7 less money in terms of “real dollars” has been available to
entitlement and non-entitlement jurisdictions over that same period. This can be attributed to
two factors: (1) Congressional allocation of more money for set-asides and earmarks, thereby
decreasing the funds available for distribution under the formula grant; and (2) the growing
number of entitlement communities due to natural population growth and other factors. 18

In addition to the fiscal constraints on the program, commentators have criticized the
CDBG program in recent years as cumbersome, inefficient, and unaccountable. During a Senate
Budget Committee hearing in February 2000, the Comptroller General of the United States,
David M. Walker, suggested that formula-based programs like CDBG are “not well targeted to
jurisdictions with high programmatic needs but comparatively low funding capacity.”"

Criticism of the program has come from within the Administration as well. The Office of
Management and Budget (OMB) assessed CDBG in 2004 using the Program Assessment Rating
Tool (PART). The Administration developed PART to assess the management and performance
of individual programs - evaluating the purpose, design, planning, results, and accountability of a
program.” Based on a weighted average, a program is rated effective, moderately effective,

' See id.

'* See 42 U.S.C. 5302(a). Entitlement jurisdictions are defined by one of five criteria: (1) Central cities of
metropolitan areas (MAs); (2) cities located in a MA with a current population of 50,000 or more; (3) cities that
previously met criteria for metropolitan cities; (4) urban counties with a population of 200,000 or more excluding
the populations of metropolitan cities and eligible Indian tribes; or (5) counties that previously met criteria for
metropolitan urban counties.

16 See Consolidated Appropriations Act, 2005, FISCAL YEAR Pub. L. No. 108-447, 118 Stat. 2810 (2004).

' Congressional appropriations for CDBG formula grants have remained relatively static over the past six budget
cycles. However, since Fiscal Year 2001, Congress has reduced funding for formula grants by roughly $300
million. In Fiscal Year 2005, Congress reduced funding by nearly $200 milling. This reduction accounted for the
program’s first “real dollar” decrease in a number of years.

'8 See EUGENE BOYD, AMERICAN NATIONAL GOVERNMENT DIVISION, CONGRESSIONAL RESEARCH SERVICE, REPORT
NO. 96-503 GOV, COMMUNITY DEVELOPMENT BLOCK GRANTS: AN OVERVIEW at 4, 5 (1998). In Fiscal Year1997,
set-asides accounted for 6.3 percent of the total CDBG appropriation. In Fiscal Year1998, that percentage increased
to 10.3 percent, and to 11.1 percent in Fiscal Year 1999. /d. at i.

'® Federal Spending Priorities: Exercising Oversight: Hearing Before the Senate Comm. on the Budget, 106th
Cong. (2000) (statement of David M. Walker, Comptroller of the United States); see also DAVID M. WALKER, U.S.
GENERAL ACCOUNTING OFFICE, GAO/T-AIMD-00-73, BUDGET ISSUES EFFECTIVE OVERSIGHT AND BUDGET
DISCIPLINE ARE ESSENTIAL — EVEN IN A TIME OF SURPLUS at 7 (2000).

% See EXECUTIVE OFFICE OF THE PRESIDENT, OFFICE OF MANAGEMENT AND BUDGET, FISCAL YEAR 2006 BUDGET
OF THE U.S. GOVERNMENT ANALYTICAL PERSPECTIVES, H. Doc. 109-2, Vol. Il at 10 (2005).
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adequate, or ineffective. Under the PART assessment tool, OMB determined that most of the
community and economic development programs evaluated “were not accomplishing their
intended results” and could not demonstrate “that they [were] having any positive impact on the
communities they serve.”” In particular, OMB rated the CDBG program as ineffective, stating,
“The Program does not have a clear, unambiguous mission. Both the definition of community
development and the role CDBG plays in that field are not well defined.””

B. COMMUNITY DEVELOPMENT BLOCK GRANT CURRENT FORMULA

HUD allocates the 70 percent of CDBG funds reserved for the grant portion of the
program to entitlement jurisdictions using a dual formula system. Formula A allocates funds
based on each entitlement community’s share of population, poverty, and housing overcrowding
as compared to all entitlement communitics. Formula B allocates funds based on each
entitlement community’s share of poverty, aged housing (built prior to 1940), and the lag in
population growth rate as compared to the total for all entitlement communities since 1960.
Entitlement jurisdictions receive the greater sum of the two formula calculations.

HUD distributes the remaining 30 percent of CDBG formula funds to 49 states and the
Commonwealth of Puerto Rico.”® The statute requires these jurisdictions to re-distribute the
funds to non-entitlement communities (i.e., those communities that do not meet the definition of
an entitlement community).”* These funds are also allocated according to a dual formula system
whereby states receive the greater sum of the two formula calculations. Here, however, Formula
A allocates funds based on a state’s percentage of population, poverty, and housing
overcrowding as compared to the aggregate of all non-entitlement areas in all states. Formula B
allocates funds based on poverty, age of housing, and population (not population growth or lag)
relative to all non-entitlement areas in all states.

The CDBG program, while enabling states and local governments to accomplish many
objectives outlined in the original authorization, exhibits several problems that require remedy.
A study of the formula allocations reveals two main fairness issues. First, there are numerous
instances of “richer” communities receiving higher per capita awards than “poorer”
communities. For instance, Wauwatosa, Wisconsin receives a per capita grant of $30.63 though
it is assessed as one of the nation’s communities with lowest need.”®> In contrast, Compton,
California has one of the highest needs of the nation’s communities and yet receives a per capita

*' 4 top to Bottom Review of the Three-Decades-Old Community Development Block Grant Program: Is the CDBG
Program Still Targeting the Needs of our Communities?: Hearings Before the Subcomm. on Federalism and the
Census of the House Comm. on Government Reform, 109th Cong. 21 (Serial No. 109-7} (2005) {hereinafter, CDBG
Hearings) (statement of Clay Johnson 111, Deputy Director for Management, Office of Management of Budget

2 Office of Management and Budget, Department of Housing and Urban Development PART Assessments 3 (2004)
<http://www.whitehouse.gov/omb/budget/fy2006/pma/hud pdf>. See also EXECUTIVE OFFICE OF THE PRESIDENT,
OFFICE OF MANAGEMENT AND BUDGET, FISCAL YEAR 2006 BUDGET OF THE U.S. GOVERNMENT ANALYTICAL
PERSPECTIVES, H. Doc. 109-2, Vol. Il at 26 (2005).

 The State of Hawaii opts not to participate in the program.

* See supran. 16.

% See TODD RICHARDSON, OFFICE OF POLICY DEVELOPMENT AND RESEARCH, DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT, CDBG FORMULA TARGETING TO COMMUNITY DEVELOPMENT NEED at B-80 (2005)
[hereinafter CDBG FORMULA STUDY].
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grant of only $26.18.° Second, similarly situated communities often get disparate per capita
awards. While Compton, California receives a per capita grant of $26.18, St. Louis, Missouri, a
community with a similar (yet lower) need index score receives a per capita grant of $73.58.%

While the formula has undergone five major assessments since 1974, only two changes
have been made to the program. During this same period, the country’s demographics and
population trends have shifted dramatically. In particular, the number of entitlement
communities has grown substantially. In Fiscal Year 2004, there were more than 1,100
designated entitlement communities, up from 732 in 1982 when the 70/30 split was first
instituted. From 1982 to 1993, an additional 128 jurisdictions qualified as new entitlement
communities. Since 1993, more than 250 more communities came online, demonstrating a vast
increase in population growth rate. While the number of communities sharing the 70 percent
portion of CDBG funds continues to grow, the overall funding has not kept pace. Thus, a larger
portion of the population is sharing a relatively static piece of the CDBG pie, resulting in fewer
funds per jurisdiction. At the same time, the number of non-entitlement communities declines,
effectively increasing their share of the 30 percent portion of CDBG funds.

C. CDBG ELIGIBLE USE OF FUNDS

CDBG funded activities must satisfy a two-part eligibility test. First, these activities
must align with one of the 25 eligible uses for CDBG funds as authorized by the HCDA.?
Second, these activities must satisfy one of three national objectives stated in the HCDA.Z

1. The Eligible Activities Test

The HCDA lists 25 activities for which grantees can expend CDBG funds. HUD
classifies these activities into two groups: (1) basic eligible activities and (2) eligible
rehabilitation and preservation activities.

a. Basic Eligible Activities

There are 17 basic eligible activities: (1) acquisition; (2) disposition; (3) public facilities
and improvements; (4) clearance activities; (5) public services; (6) interim assistance;
(7) payment of non-Federal share of a grant-in-aid program; (8) urban renewal completion;
(9) relocation; (10) loss of rental income; (11) housing services; (12) support of privately owned
utilities; (13) construction of housing; (14) homeownership assistance; (15) economic
development; (16) technical assistance; and (17) assistance to institutions of higher education.*®

The more common uses of CDBG funds fall within the categories of acquisition,
disposition, public facilities and improvements, clearance, and public services.

% See id. at B-8.

2 See id. at B-46.

% See 42 U.S.C. §§ 5305(a)1-25 (2003).
% See 42 U.S.C. § 5304(b)(3).

*® See 24 C.E.R. § 570.201 (2005).
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b. Eligible Rehabilitation and Preservation Activities

In addition to the specifically enumerated activities above, CDBG moneys may be used
to fund a broad range of rehabilitation and preservation activities, including the rehabilitation and
improvement of buildings, code enforcement, historic preservation, the renovation of closed
buildings, and the removal of lead based paint>! CDBG grantees may use funds for such
purposes as assistance to private individuals and entities in acquiring and rehabilitating
properties for personal use or resale as residences;> funding labor, materials, and other costs
associated with the rehabilitation of properties;> and rehabilitation activities that increase energy
and water consumption efficiency.**

With regard to code inspections and enforcement activities, the regulations permit
expenditures so long as the enforcement activities are in deteriorating or deteriorated areas when
such activity, coupled with private and public improvements, rehabilitation, or services, would
obstruct further decline.”® Within this category, grantees may use funds for “salaries and related
expenses of code enforcement inspectors and legal pmceedings.”“ Grantees, however, may not
use the funds to cover the costs of correcting code violations.’

2. The National Objectives Test

Though the HCDA may specifically permit an activity, the activity must also
meet at least one of the three national objectives outlined in the statute before CDBG
funds may be expended upon it. Activities must (1) “benefit low- and moderate-income
families;” (2) “aid in the prevention or elimination of slums or blight;” or (3) “meet other
community development needs having a particular urgency because existing conditions
pose a serious and immediate threat to the health or welfare of the community. . . **

These criteria are broad in scope and nearly any activity could be creatively described to
meet the “benefit low- and moderate-income persons” objective. Therefore, HUD requires grant
recipients “certify that their projected use of funds has been developed so as to give maximum
feasible priority to activities which will carry out one of the national objectives. . . ¥
Moreover, grant recipients must also ensure that 70 percent of the CDBG grant is expended over
a period of one, two, or three years, as specified in their certification, for activities meeting one
of the specified national objectives.*® These certifications must be included in the grantee’s
Consolidated Plan.

%! See 24 C.F.R. § 570.202 (2005).
32 See 24 CF.R. § 570.202(b)(1) (2005).
¥ See 24 CF.R. § 570.202(b)(2) (2005).
3 See 24 CF.R. § 570.202(b)(4), (5) (2005).
¥ See 24 CF.R. § 570.202(c) (2005).
1.
7 See id.
j: 24 C.ER. § 570.200(a)(2) (2005).
1o 23 CFR.§ 570.200(2); see also 42 US.C. § 5305 (2005).
See id. See also 24 C.F.R. § 570.208 (2005) for the criteria used to determine whether an activity satisfies one or
more of the national objectives.
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D. CURRENT CDBG PERFORMANCE MEASURES

HUD requires that each grantee submit a Consolidated Plan (“Conplan”), a
comprehensive planning document that doubles as an application for fundmg under several
Community Planning and Development (CPD) formula grant programs.*’  The Conplan
describes a jurisdiction’s strategy to pursuc the overall goals of the HUD community and
economic development programs. These goals include “develop[ing] viable urban communities
by providing decent housing and a suitable hvmg environment and expanding economic
opportunities principally for low- and moderaie-income persons. 42 HUD will evaluate a
jurisdiction's Conplan and its performance under the plan against these goals.

The Conplan is the tool by which HUD determines whether CDBG-funded activities
meet the second part of the two-part test for eligibility. Once HUD asks whether the activities
described in the Conplan are eligible for use of funds under the HCDA, HUD then uses the
Conplan to evaluate whether the activities satisfy one of the three national objectives. Prior to
acceptance of a jurisdiction’s annual certifications, HUD also uses the Conplan to determine
whether the grantee complied with its HUD-approved plan and whether CDBG-funded activities
were consistent with that plan.*

According to its own regulations, HUD will accept or reject a jurisdiction’s Conplan
within 45 days of the date of submission.*® Additionally, the HCDA generally requires that
HUD approve a Conplan submission unless the plan (or a portion of it) is inconsistent with the
purposes of the Act or is substantially incomplete.*

In addition to the Conplan, grantees must develop a plan that encourages citizen
participation in developing the Conplan, yamcularly by persons of low- or moderate-income
living in areas CDBG funds are to be used.

E. U.S. CENsus BUREAU DATA AND CDBG FORMULA CALCULATIONS

HUD presently uses five variables in its block grant formulas. These variables include
(1) total resident population; (2) the number of persons living below poverty level;
(3) overcrowding (defined as more that 1.01 persons per room in a housing unit); (4) the number
of housing units built before 1940; and (5) population growth lag compared to all metropolitan
cities since 1960. HUD relies primarily on the decennial census to provide this data objectively
and consistently. In years subsequent to the decennial census, HUD relies upon the annual
Boundary and Annexation Survey (BAS) for revised population estimates, incorporations of new

1 See 24 C.F.R. §§ 91.1(b), 91.2(a)-(b) (2005).
224 CFR. § 91.1(a) (2005).

“ See 24 C.F.R. § 91.1(a)(2) (2005).

 See 24 C.F.R. § 570.903(a) (2005).

5 See 24 C.F.R. § 91.500(a) (2005).

4 See 24 C.F.R. § 91.500(b) (2005).

47 See 24 C.F.R. § 91.105(a)(2) (2005).
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cities, and major boundary changes.“8 By law, HUD must use “the latest data consistently
available for all areas as of 90 days before the start of the fiscal year.”*

The decennial census of population traditionally included two questionnaires: the short
form and the long form. The Census Bureau uses the short form for a complete population count
with basic characteristics such as name, sex, age, and race. The long form, sent to approximately
one in six households, collects detailed characteristic data including the poverty and housing data
required by HUD for CDBG formula calculations. The strength of using the decennial census
data is the near-complete population counts and the very large sample size of the short form.
Consequently, the data is statistically sound. The weakness of using decennial census data in
CDBG formula allocations is that the federal government only collects it once every 10 years.

The Census Bureau provides estimated updates of the population or “short form” data
between decennial censuses with information found in the annual administrative records of
federal and state agencies. The Census Bureau and its state partners use statistical models that
combine information derived from census and administrative records to produce current
population estimates. This information is then benchmarked against the last decennial census
counts.”® These intercensal population estimates are available at the county level®! and are used
by HUD to make CDBG formula calculations.

‘While the Census Bureau updates population estimates based on the decennial census
short form, it does not update the extensive population characteristics data provided by the
decennial long form over the course of the intervening decade. Because no other nationally
consistent data is available, HUD has had no choice but to use the aging data between decennial
censuses. For example, by 2001, shortly before the Census Bureau released its Census 2000 long
form data, HUD would have had to allocate any CDBG funds for that year based on eleven-year-
old data.”* HUD draws data for three of the five formula variables from the long form, basing its
formula calculations on consistently old data, thereby risking accurate targeting of funds.

The Congress, the Administration, HUD, the Census Bureau, and many other federal
agencies recognize this problem of aging long form data between censuses. With congressional
support and funding, the Census Bureau launched the American Community Survey (ACS) as a
solution. The ACS will produce annual estimates of long form-type data and will replace the
decennial long form in 2010. The Bureau successfully implemented the program in the fourth

“ The U.S. Census Bureau conducts an annual survey called the Boundary and Annexation Survey (BAS) to collect
information about selected legally defined geographic areas. The BAS provides information documenting the
creation of new and dissolution of old incorporated municipalities, minor civil divisions (MCDs), and counties and
equivalent areas, and changes in the boundaries of municipalities, MCDs, counties, and federally recognized
American Indian areas (AlAs), which include reservations and off-reservation trust lands. See U.S. Census Bureau,
Boundary and Annexation Survey (last modified April 29, 2005)
<http://www.census.gov/geo/www/bas/bashome.html>.

* CDBG FORMULA STUDY 2t 8.

% See U.S. Census Bureau, FSCPE History (last modified November 19, 2003)
<http://www.census.gov/population/www/coop/history.htmI>.

3! See U.S. Census Bureau, Population Estimates (visited August 25, 2005)
<http://www.census.gov/popest/estimates‘php>.

%2 See U.S. Census Bureau, Census 2000 Data Products at a Glance (last modified April 6, 2005)
<http://www.census.gov/population/www/censusdata/c2kproducts htmi>,

10
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quarter of Fiscal Year 2004 and the agency is currently conducting the first full year of data
collection. Data for areas with a population of 65,000 or more will be available in 2006, data for
areas of 20,000 or more will be available in 2008, and data for all areas will be available in 2010.
Accordingly, HUD could more accurately target CDBG funds between censuses even if it or
Congress made no other changes the program.

The smallest level of delineated geographic areas for which the Bureau provides ACS is
the census tract.” As a result of the small size of census tracts, there will not be sufficient
sample size to annually develop statistically sound estimates. Consequently, the Census Bureau
will develop multi-year estimates by averaging data collected over three or five years depending
on the population density. This means that ACS will annually provide updated estimates based
on the average of three or five years of data. The Census Bureau refers to these estimates as
“rolling estimates.”

Discussions between the Subcommittee and HUD staff revealed that HUD has yet to
determine how it will adapt ACS data, the rolling averages in particular, into CDBG calculations.

F. STRENGTHENING AMERICA’S COMMUNITIES INITIATIVE

The Administration publicized the proposed SACI as “a unified direct-grant program
focusing on America’s most economically distressed communities.”™ The Administration
contends SACI would build upon “existing economic and community development efforts.”*

The President’s proposal consolidates 18 existing direct grant economic and community
development programs, managed by five federal agencies, into a single office within the
Department of Commerce. The targeted programs include:

Department of Housing and Urban Development Programs

Community Development Block Grants (CDBG)

Community Development Block Grants Set-Asides (CDBG SA)
National Community Development Initiative (NCDI)
Brownfields Economic Development Initiative (BEDI)

%3 Census tracts are small, relatively permanent statistical subdivisions of a county. The Census Bureau delineates
Census tracts for most metropolitan areas (MA's) and other densely populated counties. Census tracts usuaily have
between 2,500 and 8,000 persons and, when first delineated, are designed to be homogeneous with respect to
population characteristics, economic status, and living conditions. Census tracts do not cross county boundaries.
The spatial size of census tracts varies widely depending on the density of settiement. Census tract boundaries are
delineated with the intention of being maintained over a long time so that statistical comparisons can be made from
census to census. However, physical changes in street patterns caused by highway construction, new development,
etc., may require occasional revisions; census tracts occasionally are split due to large population growth, or
combined as a result of substantial population decline. See U.S. Census Bureau, Census Tracts and Block
Numbering Areas (last modified November 14, 2000) <http//www.census.gov/geo/www/cen_tract. html>.

#us. Department of Commerce, Strengthening America’s Communities (February 2005) (unpublished PowerPoint
presentation, on file with the Department of Commerce).

* Office of Management and Budget, President Bush Proposes Strengthening America’s Communities Initiative at |
(last modified February 3, 2005)
<http://www.commerce.gov/SACI/Talking%20Points_Strengthening%20Communities%20FINAL%202-03-
05.pdf>.
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o Rural Housing and Economic Development (RHEC)
» Urban Empowerment Zones Round II Grants (UEZ)
¢ Community Development Loan Guarantees (Section 108) (CDLG)

Department of Agriculture Programs

USDA Rural Business Enterprise Grants

USDA Rural Business Opportunity Grants

USDA Economic Impact Grants

USDA Rural Empowerment Zones (EZ)/Enterprise Communities (EC)

Department of Treasury Programs

e Community Development Financial Institutions (CDFI) Program
¢ Bank Enterprise Award (BEA) Program
e CDFI Native Initiatives

Department of Health and Human Services Programs

e HHS Community Services Block Grant
e Community and Economic Development
¢ Rural Community Facilities

Department of Commerce Programs
e Economic Development Assistance Programs

Collectively, these 18 grant programs amounted to $5.7 billion in appropriations for
Fiscal Year 2005. Of the 18 direct-grant programs included in SACI, the largest is the CDBG.
With an overall Fiscal Year 2005 funding level of roughly $4.71 billion, $1 billion more than the
President’s $3.71 billion request for SACI, CDBG is the largest direct-grant program to local
governments for community and economic development activities.”

Under SACI, each grant program would cease to exist independently. The grants
previously awarded under these programs would be awarded by the Department of Commerce
through the newly created Strengthening America’s Communities (SAC) Grant Program. Under
the Administration’s proposal, funding would drop to a combined $3.71 billion for all programs
in Fiscal Year 2006, a decrease of 31 percent or roughly $1.64 billion.

The Administration states its primary goal in this initiative is to ensure grant moneys
further Congress’ original intent: “to create the conditions for economic growth, robust job
opportunities, and livable communities.”>” According to an OMB review, most of the 18 direct
grant programs lack clear goals or sufficient accountability. Further, OMB contends that many
of the grants overlap in key areas, resulting in duplicative efforts and wasted money. According

% See Consolidated Appropriations Act, 2005, Pub. L. No. 108-447, 118 Stat. 2810 (2004).
57 Office of Management and Budget, President Bush Proposes Strengthening America’s Communities Initiative at
1 (last modified February 3, 2005)
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to the Administration, the current system of federal programs “forces communities to navigate a
maze of Federal departments, agencies, and programs in order to access economic development
assistance programs, each imposing a separate set of standards and reporting requirements.”s8
The new $3.71 billion initiative, the Administration argues, would “help strengthen America’s’
transitioning and most needy communities, while making better use of taxpayer dollars by
reforming and restructuring many of the existing Federal economic and community development
programs,”59 The SAC grant program would “simplify access to the Federal system, set new
eligibility criteria, and establish strong accountability standards all in exchange for the flexible
use of the funds so that communities most in need will be assisted.”®® Thus, SACI intends to: (1)
improve the efficiency of community and economic development grant programs; (2) create
greater accountability for program success; and (3) simplify access to these grant programs.

The Administration has not yet presented a detailed plan for the program or a legislative
proposal for codifying the initiative. However, the Administration stated that the new eligibility
criteria would be based upon job loss, unemployment levels, and poverty. The new
accountability measures would include increased job creation, new business formation rates,
increased homeownership, commercial development, and private sector investment. If a
community fails to meet such measures, the SACI proposal calls for the Commerce Department
to work with the community to develop an action plan and to provide technical assistance in the
effective use of funds. If a community consistently fails to meet the accountability standards, it
may lose future funding.

G. HUD ProPOSED CHANGES TO THE CDBG FORMULA

On February 21, 2005, HUD published a document entitled CDBG Formula Targeting to
Community Development Need, the result of a study on the declining effectiveness of the current
grant formula in targeting need. The study demonstrates that the current formula continues to
target need: the top 10 percent of communities with the greatest need receive four times as much
as the 10 percent of communities with the lowest 'need.(" However, this targeting is based on
poverty need. The study shows that the current formula’s ability to target community
development need has substantially declined over the last 30 years. A growing number of
communities with similar needs today receive substantially different grants. Further, the per
capita grants awarded to the neediest of communities have decreased while the per capita grants
awarded to the least needy of communities have increased,®

! See CDBG FORMULA STUDY at x.
& See id. at 37.

13
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The above entitlement grantee chart (left) demonstrates that the amount of funds
jurisdictions currently receive (the jagged line) is only slightly in accord with the amount of
funds that should be allocated according to the need index (the solid line), but it also
demonstrates that similarly situated communities receive vastly differing grant awards (differing
heighis of the peaks).” HUD posits that one explanation for these two anomalies is the flatness
of Formula A and the inequity of Formula B.* Formula A places a 25 percent weight on the
population variable, resulting in the most needy of grantees not getting substantially more funds
than the least needy of grantees simply because two cities may have similar population counts
regardless of the need of that population. Conversely, Formula B grantees often receive
substantial grants because of the large numbers of pre-1940 housing even though there may be
little community or economic need. The non-entitlement grantee chart (right) demonstrates that
there isﬁlsittle to no relationship between the need of a community and the funds allocated under
CDBG.

To address these deficiencies, HUD proposed four alternative formulas. Three of the
four alternatives maintain the 70/30 (entitlement community/nonentitlement community) split.66
The fourth alternative eliminates the 70/30 split. Only one of the four alternatives maintains the
Formula A and Formula B duality” while the remaining alternatives simplify the calculation by
using one formula each for entitlement communities and non-entitlement communities.

©* See id. at x chart ES-1.
4 See id. at xi.

% See id. at xii chart ES-2.
% See supra p. 5.

7 See id.
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Alternative 1

Alternative 1 adjusts the existing formula by changing the weights of the variables in the
current formula.®® Under Formula A, population is weighted at 10 percent {currently 25
percent), poverty is weighted at 60 percent (currently 50 percent), and overcrowding is weighted
at 30 percent (currently 25 percent). Under Formula B, the age of housing is calculated as
housing 50 years or older occupied by a poverty houschold (currently pre-1940 housing, without
regard to household need) and weighted at 50 percent (currently also 50 percent), poverty is
calculated by family and elderly poverty (currently calculated as poverty without regard fo
family status or age, thus incorporating large student populations) and is weighted at 40 percent
(currently 30 percent), and growth lag is weighted at 10 percent (currently 20 percent).
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Alternative 1 improves the targeting of each formula (the bouncing line follows the solid
need index line more closely) but does not correct the disparities that occur between Formula A
recipients and Formula B recipients (the spiking remains similar to the current formula chart).®
This alternative also results in the least disruption of funds.™

* See CDBG FORMULA STUDY. at xili-xv, 62-65.
® See id. at xiv-xvi charts ES-3 and ES-4.
M See id. at xiv, 61.
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Alternative 2

Alternative 2 climinates the dual formula system and replaces it with one formula.” For
entitlement communities, allocation is calculated using family and elderly poverty weighted at
50 percent, female-headed houscholds with children under 18 years weighted at 10 percent,
overcrowding weighted at 20 percent, and housing 50 years or older occupied by a poverty
household weighted at 20 percent. Non-entitlement community allocation is calculated using
family and elderly poverty weighted at 60 percent, female-headed households with children
under 18 years weighted at 10 percent, and housing 50 years or older occupied by a poverty
household weighted at 30 percent. The overcrowding variable is eliminated in the non-
entitlement calculation as it bears a high correlation to poverty in non-entitled communities,
which is accounted for in the other variables.

Alternutive 2
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The allocations using Alternative 2 closely match the need index (the solid line) and
address the inequities between similarly situated communities by eliminating the dual formula
(less spiking in the line representing actual allocation).”” However, because the allocation so
closely matches the need index thereby improving fairness, without increasing funding, some
very needy Formula B communities suffer dramatic decreases in funding.” Likewise, some
high-need communities that are relatively over-funded by Formula A (as compared to the need
index) suffer significant funding decreases as well (¢.g., St. Louis drops from $74 per capita to

7 See id. at xvi-xviii, 62, 66-71.
72 See id. at xvii-xviii charts ES-5 and ES-6.
" See id. at xvii, 62, 70
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$37 per capita). At the same time, high-nced communities that were under-funded are awarded
larger per capita grants more closely aligned with their needs.

Alternative 3

Alternative 3 is very similar to Alternative 2% For entitlement communities, the
allocation is calculated using the same formula as in Alternative 2 but with more weight on older
housing occupied by a poverty household and less weight on overcrowding. Family and elderly
poverty is weighted at 50 percent, female-headed households with children under I8 years is
weighted at 10 percent, overcrowding is weighted at 10 percent, and housing 50 years or older
occupied by a poverty household is weighted at 30 percent. This shift in weight places more
emphasis on communities plagued by aged housing or decline versus communities with growing
immigrant populations. The formula also allows for an upward adjustment of up to 25 percent
for communities with low per capita income or a downward 25 percent adjustment for areas with
a high per capita income, both relative to the metropolitan area per capita income. Additionally,
the formula permits a pro rata reduction to ensure aggregate grant allocations do not exceed the
program’s appropriated funds. The non-entitlement community formula is identical to the
formula used in Alternative 2.

Adternatine 3

[Entitiement Communities—70% States (Nonentitiements)—30%
50% * family & elderly poverty 60% * tamily & elderty poverty
10% * female-headed househotd with children under 18 10% * female-headed household with children under 18
10% * overcrowding 30% * housing 50 years or older occupied by 8 poverty
housebold
30% * housing 50 years or older occupied by a poverty
hiousehoid
Entittlement total denominators. Adjusted by the ratio of Stale nonentiiement total denominators
metropolitan ares per capita income divided by tocal per
capita income with an adpstment cap of ~/- 25 percent.
Pro rata reduction of adjusted grant to match grant
allocation 1o appropriations.
570 T aratve 3 Fer Cavia G
SBO 1 ceammtioeds #iiex Per Capta Grant
isiops 12.01
L SEG T
€
o4
O s4p
&
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G > Y
5
& 520 ;
'
810 & 1 !
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Low Need High Need
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™ See id, at xviii-xx, 62, 71-73.
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Alternative 3 addresses the need index by following the solid line but with a steeper
slope, meaning more funds are allocated to higher need communities and less funds are allocated
to less needy communities.”” However, as indicated by the spiking of the allocated per capita
grant, there is more variation in the amounts allocated between similarly situated communities
than in Alternative 2. While some relatively over-funded high need communities still suffer
decreases in their per capita grant, the decrease is not as significant as under Alternative 2.

Alternative 4

Alternative 4 is a single formula approach. There is no differentiation between
entitlement and non-entitiement communities (currently, the 70 /30 splif).”® The formula is
identical to the formula used for entitlement communities under Alternative 3. Allocations are
calculated based upon family and elderly poverty weighted at 50 percent, female-headed
households with children under 18 years weighted at 10 percent, overcrowding weighted at 10
percent, and housing 50 years or older occupied by a poverty household weighted at 30 percent.
As in Alternative 3, the allocation may be adjusted upward or downward by 25 percent based
upon per capita income relative to the metropolitan area per capita income and a pro rata
reduction is permitted to match the grant allocations to the program appropriations. Using this
formula and Fiscal Year 2004 figures, the end result is a de facto split of 69 percent of CDBG
funds granted to entitlement communities and 31 percent granted to non-entitlement
communities. Targeting is improved in the same way as under Alternative 3 as demonstrated by
the grant allocation line closely matching the need index line but with a greater slope. Thus,

Alternative 4

Entitiement Communities and State (Nonentitiements}—100%
50% * tamily & elderly povesty

10% * female-headed household with children under 18

10% * overcrowding

30% * housing 50 years or gider occupied by a poverty household
Adjusted by the ratio of metropolitan area per capita income divided by local per capita income (states not adjusted}
with an adjustment cap of /- 25 percent. Pro rata reduction of adjusted grant to match grant afocation to

appropriations
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" See id. at xix chart ES-7.
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higher need communities receive more funds and lower need communities receive fewer funds.”

Summary of Impact

Alternative 1 makes only minor modifications to the current formula, resulting in fewer
large losses and gains than the other alternatives. Alternatives 1, 3, and 4 result in redistribution
of funds from the least needy entitiement communities to the most needy communities, with
Alternative 4 causing the largest redistribution. Alternative 2 addresses the anomaly created by
using a dual formula system (Formula A versus Formula B), replacing the two formulas with a
single formula. However, this leads to significant per capita grant reductions to very needy
entitlement communities, a consequence that Alternative 3 attempts to address. Alternative 4 has
almost an identical impact as Alternative 3 — the upside being the most significant simplification
of allocation calculation (one formula without a 70/30 split), with the downside being slightly
more losers than winners in the allocation because the share of funds for entitlement
communities is effectively reduced to 69 percent.

The following tables demonstrate the effect on jurisdictions under each of the four
Alternative formulas. Table ES-17® shows the effect on entitlement communities, table ES-27
shows the effect on non-entiflement communities (states), and table ES-3* shows the
redistribution of funds by region.

Table ES-1
Percent of Entitlement Grantees Caining/Losing Funds by Formula Alemative

ftemative 1 iAlternative lternative 3 AHternative 4
Loss grester than 40% % 12% 15% 5%
Loss 20 to 40% 16% 16% 18% 168%
Loss 10 10 20% 15% 5% 11%, 16%
Loss U to 10% 20% 12% 1% 12%
Gain 0 to 10% 18% 12% 2% 1%
Gain 10 t0 20% 13% 1% 10% 1%
Gain 20 1o 40% 11% 1% 14% 13%
Gain greater than 40% 1% 12% 1% 8%
Yotat 100% 100% 100% 100%
N=1.165 (As compared o FY 2004 stiocation)

™ See id. at xx-xxi.

77 See id. at xxi chart ES-8.
78 See id. at xxii.

™ See id.

0 See id. at xxiii.
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Table ES-2
Percent of Nonentitfement Grantees Gaining/Losing Funds by Nonentitlement Formula
Alternatives
|Alternative 1 _{Alternative 2 JAlternative 3 Alternative 4

Loss greater than 40% 0% 4% % 0%

Loss 20 to 40% 14% 18% 18% 1B%

Loss 10 to 20% 20% 22% 22% 20%

Loss 0 to 10% 16% 16% 18% 18%

Gain 0 0 10% %% % 6% 6%

Gain 10 to 20% 20% 12% 12% 16%

Gain 20 to 40% 8% 20% 20% 20%

Gain greater than 40% 0% A% 4% 4%

Yotat 100% 100% 100% 100%

N=57 {using FY 2004 Goography)
Table ES-3

Total Regional Shifts for Both Entitlements and States for Each Alternative

iRegion Alternative 1 | Alternative 2 | Alternative 3 | Alternative 4
iNew England -22% -31% -21% -21%
INew York/New Jersey -2% -5% 3% 2%
7% ~18% -11% -12%
8% 20% 16% 16%
-11% -19% -11% -11%
13% 21% 15% 16%
Great Plains -9% ~12% 8% 8%
Rocky Mountain -5% 2% 4% -3%
PacificiHawaii 8% 14% 0% 1%
iNorihwestAlaska 8% -3% -7% 5%
Puerto Rico 33% 35% 23% 24%

N=1,156

H. THE NATIONAL ACADEMY OF PUBLIC ADMINISTRATION STUDY AND RECOMMENDATIONS
PERTAINING TO CDBG PERFORMANCE MEASURES

In 2003, the National Academy of Public Administration (NAPA) contracted with QED
Group to develop a set of performance measures for the CDBG program. In February 2005, the
NAPA panel (the “Panel”) published its findings and recommendations for developing
performance measures for the CDBG program. The Panel concluded:

[Tlhere is sufficient common ground among [CDBG stakeholders] to construct a
performance measurement system that can satisfy them and be consistent with the
Housing and Community Development Act of 1974, GPRA, and PART, The
Panel found that virtually all parties in this discussion, ranging from OMB to
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HUD to stakeholder groups, are committed to arriving at a viable approach that
reflects common agreement.

Generally, entitlement communities and states support CDBG performance
reporting as long as it is non-intrusive, extensively used, cost effective, and
compatible with existing management systems. Grantees want maximum
programmatic flexibility to tailor the investments to their local needs. At the
federal level, HUD wants a system that reflects and maintains CDBG’s flexibility,
and complies with its statutory responsibilities as an executive agency.
Meanwhile, OMB wants one that encourages HUD and grantees to demonstrate
conclusively that the investments contribute to the development of viable
communities and to low- and moderate income beneficiaries. To accomplish this,
it wants entitlement communities and states to target CDBG funding to a limited
number of neighborhoods.

To illuminate shared practices in the field, the Panel examined a wide-ranging
sample of performance measurement reports issued by federal programs,
communities and states, think tanks, university research centers, public interest
groups, citizen groups and foundations. . . . The more closely that a CDBG
performance measurement system conforms to practices in the field, the more
likely entitlement communities and states will be to report performance results
and use them in management. The Panel believes that a system proposed for
negotiation with grantees must distinguish clearly between realistic expectations
of what grantees can reasonably be expected to report and the progress toward
national results that HUD should be responsible for determining. The Panel calls
on HUD to demonstrate a relationship between locally reported data and
accountability standards for grantee performance. In turn, grantees should hold
HUD accountable for an effective research and evaluation program that
demonstrates the value that taxpayers receive from their investment in CDBG.

The Panel recommends that performance indicators should:
e Have stakeholder consensus on what should be measured.
e Focus on things that can be quantified—people, businesses or even
organizations, rather than notions of community and neighborhood betterment

where considerable conceptual ambiguity exists.

» Always report frequencies, rather than percentages or rates, to facilitate
aggregation of data across communities and states.
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* Avoid use of baselines or benchmarks in reporting due to the sporadic,
often one time only nature of CDBG investments (.g., a single investment in
a water system).

o Avoid any arbitrary time qualifiers as much as possible, but should report
annual results.

s Allow aggregation from the local to national level.

» Overlap as much as possible with other community planning and
development program indicators so that HUD can demonstrate performance
across related activities.

e Avoid double counting of benefits across CDBG, ESG, HOPWA and
HOME programs if there are any. (footnote omitted)

e Be valid in measuring consistently and correctly over time.

CDBG’s existing performance measurement system relies on data gathering and
reporting systems that are common in the department, the field and elsewhere.
The Panel is aware of other systems that might complement or supplement
performance information reported in more traditional practice. For example,
social science findings could be used to impute outcomes to CDBG beneficiaries
when it proves cost prohibitive to gather outcome information directly from
beneficiaries themselves. It recommends that HUD explore some of these
alternative systems, perhaps through a series of demonstration projects, as a way
10 measure program accomplishments.81

I. THE INTEGRATED DISBURSEMENT AND INFORMATION SYSTEMS (IDIS)

Grant recipients currently report their CDBG data to HUD through the Integrated
Disbursement and Information System (IDIS). A companion system known as Community
2020, once considered innovative by stakeholders, has become technologically obsolete and
incompatible with newer software.® Consequently, the Community 2020 system is now seldom
used. According to the NAPA study, “neither system has worked well and past efforts to fix
each one has failed or been executed in a piecemeal fashion.”®

HUD posits that much of the problem with the reporting system results from the use of
COBAL, a programming language first developed in 1960. Consequently, COBAL and

81 National Academy of Public Administration, Developing Performance Me es for the C ity Development
Block Grant at xi-xv (2005) [hereinafter NAPA Performance Measures Report}.

82 See NATIONAL ACADEMY OF PUBLIC ADMINISTRATION, INTEGRATING CDBG PERFORMANCE MEASURES INTO
IDIS at vii (2005).

8.
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programs developed using COBAL are antiquated and incompatible with today’s technologies.
HUD indicates that it is reengineering the IDIS in an effort to resolve these problems. To that
end, NAPA and other observers have commended HUD for its efforts to upgrade its information
management systems.*

Commissioned by HUD, NAPA reviewed IDIS and published a report entitled
Integrating CDBG Performance Measures into IDIS. NAPA offers several suggestions therein
for upgrades to improve existing performance measurement and reporting systems.

J. PROPOSED QUTCOME MEASUREMENT SYSTEM

In June 2004, a Joint Grantee/HUD/OMB Outcome Measurement Working Group (the
“working group”) convened to develop an Outcome Measurement System for key federal
community development programs, including CDBG. The Council of State Community
Development Agencies (COSCDA), National Community Development Association (NCDA),
National Association for County and Community Economic Development (NACCED), National
Association of Housing and Redevelopment Officials (NAHRQ), HUD’s CPD office, and OMB
were partners in this effort.

In October 2004, the working group drafted a consensus document on a proposed
Outcome Measurement System. According to the proposal, “grantees would use this System in
their five-year Consolidated Plans and Annual Action Plans, but are free to add objectives,
outcomes and indicators specific to their state or local initiatives or priorities.”®> Under the plan,
HUD will alter existing reporting requirements and mechanisms to “include... outcomes,
indicators and appropriate variable data” proposed by the working group. 8

HUD published a Notice in the Federal Register on June 10, 2005 regarding the
Performance Measurement Outcome System to obtain input from the public to operationalize the
proposal.®’ The comment period closed on September 8, 2005 and HUD expects to issue a Final
Notice by December 2005. HUD also held regional input sessions in five cities across the
country drawing more than 1,000 attendees. HUD plans to provide training to grantees in 2006
and will then phase in the new system by 2007 as the Department’s information system is
adjusted according to the proposal.*®

The proposal includes three overarching objectives: (1) “Creating Suitable Living
Environments,” (2) “Providing Decent Affordable Housing,” and (3) “Creating Economic
Oppc:)rtunities.”39 Within each objective, there are three outcome categories including
availability and accessibility, affordability, and sustainability. Under the new system:

# Interview with HUD Staff, in Washington, D.C. (Apr. 1, 2005).

% Consensus Document: Joint HUD/OMB/Grantee Outcome Measurement Working Group at 1 (last modified Nov.
20, 2004) <http://www.coscda.org/CDBGBattleCry2005/CDBGOutcomeMeasures.pdt> [hereinafter Working
Group Consensus Document].

%1

8 See Notice of Draft Outcome Performance Measurement System for Community Planning and Development
Formula Grant Programs; Request For Comments, 70 Fed. Reg. 34,044 (2005).

¥ See id. at 34,045,

% Id. at 34,046.
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Based on their intent when funding them, Grantees would determine under which
of the three objectives to report the outcomes of their projects and activities.
Similarly, once the objective is chosen, then the Grantee would also choose which
of the three outcome categories best reflects what they are seeking to achieve (the
results) in funding a particular activity. Next, Grantees would choose from a list
of indicators (also known as outputs) to report on, and supply the data for those
indicators to HUD. :

The System maintains the flexibility of the block grants [sic] programs, as the
objectives and outcomes are determined by the grantees based on the intent of the
project and activity. While program flexibility is maintained, the System offers a
specific menu of objectives, outcomes and indicators so that reporting can be
standardized and the achievements of these programs can be aggregated to the
national level.”®

III. HEARINGS
A. HEARING ON THE STRENGTHENING AMERICA’S COMMUNITIES INITIATIVE, MARCH 1, 2005

Given the Administration’s critique of the CDBG program and, conversely, given the
overwhelming opposition to SACI by the stakcholder community, the Subcommittee held its
initial oversight hearing into the CDBG program and its proposed consolidation under SACI on
March 1, 2005.

This hearing was entitled “Strengthening America’s Communities—Is It the Right Step
Toward Greater Efficiency and Improved Accountability? The Subcommittee received
testimony from a number of parties representing a diversity in interests and viewpoints regarding
both the CDBG program and SACL

A total of seven witnesses testified in two panels. The first panel consisted of the
Honorable Roy A. Bernardi, Deputy Secretary of HUD; the Honorable Clay Johnson, III, Deputy
Director of OMB; and the Honorable David Sampson, Assistant Secretary for Economic
Development of the Department of Commerce. The second panel, consisting of non-federal
CDBG stakeholders, included U.S. Conference of Mayors President Donald Plusquellic,
National Association of Counties President Angelo D. Kyle, National Community Development
Association Executive Director Chandra Western, and National League of Cities First Vice
President Jim Hunt.

The panel of federal witnesses centered its attention on the proposed SACI and the
Administration’s argument that the 18 direct grant programs affected are duplicative and
ineffective and should therefore be consolidated into one program.

Assistant Secretary Sampson testified that the Administration’s proposal “calls for the
consolidation of 18 of [the 35 federal economic and community development] programs which
are the direct-grant programs. Some of these programs, based on OMB analysis, duplicate and

®Id.
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overlap one another.”™  According to OMB, “[w]ith no administration-wide approach to guide
these efforts, many of these investments are: largely uncoordinated, too loosely targeted, weakly
leveraged, and not achieving results. Most important, these programs often cannot demonstrate
they are having any positive impact on the communities they serve.”*

Assistant Secretary Sampson likewise criticized the direct grant programs because they
allegedly “lack clear accountability goals, and...cannot sufficiently demonstrate measurable
impact on achieving improved community and economic performance.””  In addition to
improving what the Administration considers questionable impact, Sampson continued, the
Administration intended SACI to reduce duplication and confusion:

[TThe current system forces communities to navigate a maze of federal
departments, agencies and programs — each imposing a separate set of standards
and reporting requirements — in order to access federal assistance. Some of these
programs duplicate and overlap one another, and some have inconsistent criteria
for eligibility and little accountability for how funds are spent. o4

According to the Department of Commerce, “Success is often hampered by this fragmented, and
often duplicative, set of programs. In some instances, programs act in isolation from one
another, even though they share the exact same purpose...[a]s a result, funding is spread thinly
and not strategically targeted to have any impact on communities in need.””> Deputy Director
Clay Johnson testified that the Administration believes SACL will “better structure our
community and economic development programs to get more of the intended results, which are
to create vibrant communities that would not exist otherwise.”*®

While the Administration has yet to propose specific details of changes to the program
concomitant with consolidation under SACI, Mr. Sampson testified that the eligibility criteria
will change in order to improve targeting of funds:

The intent of the proposal is that most entitlement communities will continue to
remain eligible. The intent is to graduate from the program the wealthiest
communities in America and redirect that funding so that those communities who
remain eligible actually receive more money than they currently do. But the
specific line where that eligibility criteria will be drawn has not yet been
established.”’

) CDBG Hearings at 23 (statement of David A. Sampson, Assistant Secretary of Commerce for Economic
Development, Department of Commerce).
2 Id. at 21 (statement of Clay Johnson III, Deputy Director for Management, Office of Management of Budget).

% Id. at 23 (statement of David A. Sampson, Assistant Secretary of Commerce for Economic Development,

Department of Commerce).

% Id. at 26-27.

% Id. at 28.

: Id. at 20 (statement of Clay Johnson IIi, Deputy Director for Management, Office of Management of Budget).
Id. at 41 (statement of David A. Sampson, Assistant Secretary of Commerce for Economic Development,

Department of Commerce).
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Sampson continued, “[T]here are clearly a number of communities in America where you have —
1 think the number is 38 percent of current HUD CDBG grants go to communities with poverty
rates below the national awerage.”98 “[1]f you look at some of that data and you see communities
with poverty rates of 2 to 3 percent, it’s pretty clear to us that is a good candidate for retargeting
those funds to communities with poverty rates of 20 to 26 percent,” Sampson concluded.”

Mr. Johnson characterized SACI as “a tremendous opportunity to build more
accountability into the programs to ensure that the focus is on what we get for the money, not on
how much money we spend.”'® The Administration posited that in the new SAC grant program,
“communities [will] be required to meet specific accountability measures[.]”'"" Mr. Sampson
explained that “{a)ssisted communities [will be required] to track progress toward certain goals,
including such things as increasing job creation, new business formation, and private sector
investment from an economic development standpoint; and increasing homeownership...and
commercial development from a community development s’candpoint.”102 “For those
communities that show inadequate progress meeting the program’s goals,” Johnson explained, “a
plan of action will be developed and technical assistance will be provided to ensure that future
funds are strategically targeted and invested in proven activities. Communities that are
consistently unable to use taxpayer dollars to meet the accountability measures would stand to
lose future funding.”'®

In a later hearing, when asked directly whether the Administration’s assessment was an
accurate characterization of the CDBG program, Deputy Secretary Bernardi argued that the
purpose and design of the program are clear, contrary to the PART assessment. The program
was purposely designed with great flexibility in order to best address local needs:

[On] the program purpose and design [element of the PART score], we received a
zero score. Candidly, the program purpose and design, I think, is spelled out in
the Community Development Block Grant Act of 1974. The program was meant
to be utilized by local officials with determination after a tremendous amount of

community input as to how best they would utilize those resources . . . . Soitisa
very t}gxible program; it is a program that was meant to be utilized at the local
level.

Touting the flexibility of the program, CDBG stakeholders recounted a wide assortment
of activities funded by program dollars. Mayor Plusquellic related Akron’s use of funds to
demolish dilapidated housing and funds leveraged funds to encourage private sector developers
to build new housing in old neighborhoods.'® The city also used its grant dollars “to induce the
private owner of a grocery store chain to open in an area that was not served with a grocery store

% Id at42.

* Id.

:Z:’ Z at %(2) (statement of Clay Johnson 111, Deputy Director for Management, Office of Management of Budget).
. at 22.

12 14 at 30 (statement of David A. Sampson, Assistant Secretary of Commerce for Economic Development,

Department of Commerce).

1 1d. at 22.

1% Id. at 208 (statement of Roy A. Bernardi, Deputy Secretary of the Department of Housing and Urban

Development).

195 See id, at 49 (statement of Don Plusquellic, President, U.S. Conference of Mayors).
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in many years. And we’ve helped senior citizens, assisted handicapped children, and...belped
new homebuyers[.]”'% NACO President Angelo Kyle cited CDBG funds as the enabler creating
the largest high-tech business incubator in California, creating 475 jobs and revitalizing a
blighted community.'” Kyle also ran down the list of programs on which CDBG funds are used
in his hometown of Lake County, IL, which include a variety of activities and projects including
“daycare, transitional housing, homeless assistance, fair housing, emergency food assistance,
homeowner rehabilitation, first-time homebuyer assistance, and employment training, as well as
for important infrastructure improvements, public services, and economic development
activities.”'® As Councilman Hunt described CDBG, “[1t] is not just a jobs creator or economic
development tool;” CDBG is also a catalyst for many other types of projects. 199

In reaction to the Administration’s primary reason for consolidating the direct grant
programs, reducing duplication and increasing efficiency, Members of the Subcommittee
questioned whether the Department of Commerce has the expertise to manage a program the size
of CDBG alone, with an overall Fiscal Year 2005 appropriation of $4.71 billion, and whether
they have the institutional knowledge to administer what is essentially a housing and urban
development program. There is a significant internal infrastructure at HUD supporting the
administration of the CDBG program ~ one of many programs HUD administers. Deputy
Secretary Bernardi reported that there are approximately 800 employees devoted to the
community planning and development program — 200 employees are located at HUD
headquarters with the remaining 600 employees stationed across the country in 42 field
offices.'’® Approximately 40 employees of the 200 stationed in Washington, D.C. work full
time on the CDBG program in conjunction with the Section 108 Loan Guarantee Program.'!!
On average, the 600 field employees “devote at least a third of their time” to administering the
CDBG program, '

Conversely, Commerce manages a portfolio of grants totaling $2.3 billion.'? Asked
directly whether the Department has the expertise to handle the CDBG program, Deputy
Secretary Sampson responded, “we clearly understand that in consolidating all 18 of these
programs, the new entity is going to have to leverage subject matter experts within the different
programs in creating this new entity within Commerce that will be responsible for administering
Strengthening America’s Communities.”!™ Sampson further stated, “Commerce has a very
extensive grant portfolio currently...[bJut we clearly will have to leverage the subject matter
expertise 2}?5(1 the lessons learned from other agencies and other programs in creating this new
program.”

1% 1d.

:2; See id. at 59 (statement of Angelo D. Kyle, President, National Association of Counties).
Id.

' 1d. at 63 (statement of James C. Hunt, First Vice President, National League of Cities).

::? See id. at 37 (statement of Roy A. Bernardi, Deputy Secretary, Department.of Housing and Urban Development).
See id.

12 I d

112 See id. at 40 (statement of David A. Sampson, Assistant Secretary of Commerce for Economic Development,

Department of Commerce).
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Stakeholders likewise questioned the wisdom of moving a grant program the size of
CDBG to Commerce. National League of Cities First Vice President Jim Hunt argued,

The Administration claims that it is seeking to "retarget and refocus” these funds
to create new program efficiencies. However, from a practical standpoint, NLC
questions whether moving the programs from HUD, where administrative and
professional infrastructures already exist and function well, to the Department of
Commerce will generate any real savings because building the agency’s capacity
to administer the programs alone would likely consume any cost savings derived
from consolidating these programs.’

Stakeholders also testified to the accomplishments of the CDBG program and panned
OMB’s criticisms resulting from its PART assessment. In a joint written statement to the
Subcommittee, the stakeholders noted that one of the primary criticisms of the PART was the
program’s alleged lack of performance outcome measures.!’  However, these organizations
worked with both HUD and OMB in a joint working group, the purpose of which was to create
performance outcome measures and reporting criteria. The stakeholders gquestioned the
credibility of OMB’s PART assessment given that “OMB helped develop {the performance and
outcome matrix] and...signed off on the framework and the outcome measures.”’

The stakeholders further attacked the PART as an inappropriate tool for measuring
performance of a block grant program, positing the tool is better suited for the assessment of
categorical programs.'”® Conference of Mayors President, Mayor Don Plusquellic, surmised that
the PART “may be factually correct, but it’s inferentially wrong.”'® Plusquellic continued that
the PART “infers that somehow we’re doing something with these moneys other than what was
intended, and that we’re not meeting some performance standard...” but he warned the
Subcommittee that CDBG funds are “used in some of the most distressed and difficult areas in
the community, and yet they’re some of the most important, because what we do is keep from
allowing that decay from older buildings... from spreading, and we thereby bring back the whole
comrmmity.”‘21

Councilman James Hunt, testifying on behalf of the National League of Cities,
emphasized that the performance measures utilized by the Administration in the PART analysis
were inapplicable in most circumstances in which CDBG funds are used. “[M]easuring results
by [the PART] criteria makes little sense for the communities that are chronically impoverished,
have little to offer in the way of resources, and are unlikely to show significant progress over a
relatively short period.”'*  Additionally, Hunt offered, CDBG funds are used on projects the
impact of which is difficult to measure in terms of cconomics. For instance, the removal or
demolition of vacant or dilapidated buildings, which were once crime havens, result in the

118 14 at 69 (statement of James C. Hunt, First Vice President, National League of Cities).
::; }S‘;e id. at 56 (statement of Don Plusquellic, President, U.S. Conference of Mayors).

" Soe id. at 57.

120 1d. at 50.

24 I d.

22 Id. at 63 (statement of James C. Hunt, First Vice President, National League of Cities).
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expansion of businesses or in additional land for garages and yards of private citizens.'? “It is
very difficult to assess the impact of removing a drug den from a neighborhood using economic
criteria alone; moreover, it is difficult to assess the economic impact in relation to this type of
project over a short period, yet the [A]dministration’s proposal appears to do just that "1

At the same time it attacked the decision to move CDBG to Commerce and applauded
the successes of the program, the stakeholder community admitted that there is room for
improvement within the CDBG program. Deputy Secretary Bernardi acknowledged this fact and
testified that HUD had demonstrated both willingness and an ability to address the weaknesses in
the program. “[E]very program can be improved upon...we have good employees. They have
the capacity, the experience, [and] the institutional knowledge to improve on any program.”'®
Further emphasizing HUD’s willingness to better the CDBG program, Bernardi offered, “[W]e
are constantly looking, under difficult budget constraints, ways in which we can provide
additional resources to those people that need it most.”'*

Emphasizing that change is possible without eliminating the program entirely, in a later
hearing, Saul Ramirez, Jr. of NAHRO testified, “CDBG is effective and successful, but there is
always room for improvement” and “[wlhen stakeholders agree, CDBG can be improved.
Interest groups and grantees are more than willing to come to the table with Congress and the
Department to work toward responsible change.”'

To date, the Administration has not transmitted further information detailing its SACI
proposal.

B. HEARING ON CDBG FORMULA ALTERNATIVES, APRIL 26, 2005

A second hearing was held on April 26, 2005, entitled “The 70s Look: Is the Decades-
Old Community Development Block Grant Formula Ready for an Extreme Makeover?” The
hearing primarily focused on HUD’s report, CDBG Formula Targeting to Communi?/
Development Need. The report, prepared for the Department’s 2004 budget submission,'**
analyzed the distribution of program funds under the current formula as well as four HUD-
proposed alternative formulas. Additionally, the report detailed changes to the program’s need
index analysis, through which HUD assigns a numeric score to entitlement communities based
on relative need. This need index score is the basis for the determination of a community’s
annual CDBG funding.

In examining the formula alternatives presented by HUD, the Subcommittee requested
the participation of individuals representing varied groups of CDBG stakeholders including
federal and state government officials, interest groups, associations, and CDBG users. Testifying
before the Subcommittee were the Honorable Roy A. Bernardi, Deputy Secretary of HUD; Paul

22 See id. at 64.
124 I d.

:i: ﬁ at 38 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
"7 Id. at 161 (statement of Saul N. Ramirez, Jr., Executive Director, National Association of Housing and
Redevelopment Officials).

138 See id. at 132 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban
Development).

29



38

Posner, Director of Federal Budget & Intergovernmental Relations at GAO; Jerry C. Fastrup,
Assistant Director of Applied Research and Methods at GAO; and Saul N. Ramirez, Jr., now the
Executive Director of the National Association of Housing and Redevelopment Officials,
formerly the Deputy Secretary of HUD in the Clinton Administration.

The primary factor for considering a change to the formula is the perceived inequitable
distribution of program funds. HUD’s analysis revealed “stark examples of funding
disparity...communities with similar need may receive significantly more or less funding on a
per capita basis [and there are] examples of communities with less need receiving roughly the
same amount of funding as higher-need areas.”’” According to Deputy Secretary Bernardi,
“[i]n 1983 and 1995, [HUD] found that CDBG formulas had become increasingly less effective
in targeting need. The problem is that while the variables and the formulas have not changed
since 1978, [the] country has”'*®  “[Tloday’s formula — ...a formula that [had not] been
modified since 1978 — places great emphasis on certain variables that may not be a true reflection
of today’s need,” Bernardi concluded.” The goal, he continued, is to “chang[e] the program’s
formula to meet today’s needs.”">> According fo Jerry Fastrup of GAO, HUD “identified the key
factors that are the cause of [widely disparate funding levels], namely the growth lag factor and
the pre-1940 housing that [does not] take into account the income status of the households that
are living in those houses. ..along with the use of two formulas that work at cross purposes with
one another[.]”!

HUD proposes altering the formula variables employed in calculating a community’s
grant award. Those changes in the proposed formulas involve both changes to the underlying
variables themselves and a variance in weight. For example, HUD proposes calculating the grant
amount based on housing 50 years or older and occupied by a poverty household. Currently,
aged housing is defined as built before 1940, without regard to the need of the household. Other
new variables include family and elderly poverty and female-headed households with minor
children.

Members of the Subcommittee questioned whether HUD’s proposed changes to variables
accurately captured community development need. Chairman Turner explained his concern:

Dallas has needs, Dallas has poverty[] but intuitively we all know that if you drive
through Detroit, and if you drive through Dallas, [with] the issues of community
development [in mind], [one would expect] Detroit expressing a higher need and
Dallas expressing a lesser need. . . . [However, i]n looking at the four formulas
that HUD has prepared, in two out of the four [alternatives] Detroit loses, and in
all of the four [alternatives] Dallas wins.'**

2 14, at 113,
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In exploring how disparities still occur under the proposed alternative formulas, the
Subcommittee turned to a discussion of the need assumptions. In order to assess “today’s
needs,” HUD “designed an index to try to rank each community based on its relative level of
community development need...us[ing] variables that relate directly to the statutory objectives of
the CDBG program[] such as poverty, crime, unemployment and population loss.”’*® HUD
employs a number of criterions to calculate this need score. In its 2005 analysis of the CDBG
formula, HUD introduces new criterions which it proposes capture new elements of community
need, such as that resulting from immigrant population growth. At the same time, other elements
that may accurately depict community need are ignored, such as cost of living.

The discussion first turned to the concern that the new need index counts the growing
immigration population twice. The need index calculates overcrowding, the occupation of more
than 1.01 person per room.?® However, under the new need index, HUD also includes a
separate factor for immigration, weighted at 15 percent of the caleulation.”’ As GAO’s Jerry
Fastrup explained,

In [HUD’s] need criteria, the immigrant population doesn’t come into [the] need
index directly. It only comes into it indirectly, and it comes in indirectly in two
ways: one through the poverty measure, to the extent these immigrants are low-
income people that get picked up in the census counts . . .

The other way it’s picked up is in [HUD’s] second factor...that’s weighted 15
percent in [the] overall need index. The only things in there that capture
immigration is overcrowded housing, which the study says is correlated with high
immigrant populations, and to the extent that correlation is there, [HUD’s] need
index picks up immigration in that way.'*®

Members of the Subcommittee also questioned whether the CDBG program was the
correct tool for addressing the growing needs of the immigration population, what HUD called a
“new dimension of community distress.”” As Chairman Turner stated, “[immigration is] not
new...we’ve always had immigration. [It is] maybe new in certain concentrations in areas of the
South, and it may be new in the composition of that population that are immigrants [but]
certainly poverty is not new in concentrations in immigrants,”140 Further, while the nation
experienced a brief immigration surge in the 1990s, the pace of immigration is now similar to
that experienced during the formula analyses of the prior two decades.'”’ Given that “immigrant
populations are going to migrate to areas of the country that have growth, jobs, and
opportunity[,]” financing the type of aid required in immigrant communities through CDBG may
be shifting CDBG funds to areas of economic growth rather than targeting to communities in

:j: Id. at 113 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
See id. at 131.

37 See id. at 129 (statement of Subcomm, Chairman Michael R. Tumer).
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decline.'” Jerry Fastrup later echoed this point when he indicated “overcrowded housing is a
sign of a tight labor market and housing market and upward pressure in the housing market...is
usually a sign of strong growth rather than dectine.”'*

Of additional concern to the Subcommittee was the introduction of a ratio comparing
community per capita income to metropolitan area income without factoring a ratio of the cost of
living in a community versus the greater metropolitan area. The new need index incorrectly
assumes that the greater the disparity between a CDBQG eligible community’s per capita income
and its metropolitan area per capita income, the greater the community and economic
development need. According to Deputy Secretary Bernardi, “[i}f a local jurisdiction’s per
capita income is lower than the per capita income of the metropolitan area, that local jurisdiction
would receive additional dollars.”'* Without accounting for living costs, however, the new
need index builds-in a bias toward communities with a lower cost of living and high area per
capita income. GAO indicated that, by not accounting for cost of living, “both the current
formula and the two alternatives probably overstate needs in communities with relatively low
cost-of-living and understate [needs] in communities with a higher cost-of-living.” ™

According to Paul Posner of GAO, “this [per capita income] factor improves targeting,
but additional analysis is needed, because...these two specific measures [of per capita income]
tend to offset one another[.]”'*® As explained in GAO’s written testimony, “[w]hile these two
factors do direct more funding to high-need communities, they also widen rather than narrow
differences in funding among communities with similar needs, in effect, increasing the error rate
if measured simply in terms of targeting need.”'¥ Mr. Posner explains further in his testimony:

Community per capita income (PCI) is used to increase funding for low-income
communities and reduce funding for higher income communities. The
metropolitan PCI factor partly offsets the effect of community PCI by increasing
funding for communities in high-income metropolitan areas. The net effect of
both factors is that the two factors, to some extent, work at cross purposes. For
example, if two communities located in different metropolitan areas had the same
PCl, the community located in the metropolitan area with a lower area-wide
income would receive less aid than the community located in the high-income
metropolitan area. 148

While Deputy Secretary Bernardi stated it is an indicator of a community in decline when
a community has a per capita income less than the greater metropolitan area, he later conceded
that individuals “would have more of an opportunity...in a region where the per capita income in
that region is higher even if [their] jurisdiction [per capita income] is lower.”'*  Further, the

Y2 I1d. at 131.

143 Id. at 180 (statement of Jerry C. Fastrup, Assistant Director of Applied Research and Methods, Government
Accountability Office).

% 14 at 113 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
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Subcommittee discussed the fact that metropolitan regions with a higher ratio may also have
greater regional resources to address their need than communities with a lesser ratio between
community versus metropolitan per capita incomes. 150

Mr. Posner likewise commented that although the introduction of an income variable
must be further explored, “fiscal capacity is an important element to consider...particularly as
{the federal government tries to] triage scarce federal funds.”'® Mr. Posner explained “high
income communities generally have stronger tax bases from which to fund program needs
without relying on federal assistance compared to lower income areas.”'™ To provide the same
services, communities with lower tax bases will raise taxes, further burdening an already
distressed population and increasing the need gap between the communities that have and those
communities that have not. Mr. Posner continued, “So if we [are] to close the gaps between the
lower-income communities and the higher-income communities, some recognition of the
relevant capacity as well as the relevant needs among these communities...is important [to
discuss.]”'> However, Mr. Posner also reminded the Committee that “areas faced with a high
cost-ofl-slligving. ..would need to pay more for the workers who actually deliver services at the local
level.”

The Members continued questioning the validity of the new need index because of the
exclusion of all single, non-elderly poverty households. According to HUD, use of the Census
variable captures off-campus college students who may benefit from family support, skewing the
poverty variable for a community.””® However, in excluding all single, non-elderly households,
a number of individuals in need are excluded in the need index calculation. Members of the
Subcommittee directly questioned the wisdom in excluding all single, non-elderly poverty
individuals when HUD can request a tabulation specifically excluding college students alone. '
Similarly, Saul Ramirez, Jr. of NAHRO argued that even if the college town phenomenon exists,
the resulting skew of including off-campus students in the need assessment is not enough to
outweigh the skewing caused by failing to accurately account for other single and disabled
individuals living in poverty by excluding all single, non-elderly individuals living in poverty.' 7

After debating the new need index criteria at length, the Subcommittee turned to a
discussion of whether the variables comprising the current and proposed formulas are objective
and whether they operate contrary to the intent of the HCDA. Deputy Secretary Bernardi
conceded the existence of “affluent communities . . . that receive above the line in the need
index”™® and that this result can be attributed to disparities in the formula variables. Deputy
Secretary Bernardi and other witnesses cited several examples of these disparities.

150 See id. (statement of Subcomm. Chairman Michael R. Turner).

5! 14 at 146 (statement of Paul L. Posner, Managing Director of Federal Budget Analysis and Intergovernmental
Relations, Government Accountability Office).
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17 See id.. at 178 (statement of Saul N. Ramirez, Jr., Executive Director, National Association of Housing and
Redevelopment Officials).

5% Jd. at 137 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).

33



42

Designed to improve the targeting of CDBG funds, rather than “counting just the number
of units built before 1940, [the new formulas] would measure housing older than 50 years...and
occupied by a person of poverty.”'®® Chairman Turner objected to the new criterion because by
mandating that only old homes occupied by a family in need would be counted, the new
formulas would penalize communities by “removing a funding source for housing rehabilitation
based on the fact that [a community is] experiencing abandoned housing.”**® As an additional
reason abandoned housing stock should not be discounted in the need index and formula
alternatives, Chairman Tumer pointed to the original intent of the statute ~ “one of the goals and
objectives of CDBG is the acquisition and renovation of abandoned housing units, which are a
blighting influence, and this ranking of need would specifically remove those units which are
targeted for CDBG funds from the indication or the assessment of need.”'®  Mr. Ramirez
commented that the stakeholder community believes “by removing an accurate assessment of
[abandoned] dwellings,...it will only accelerate the condition of... overall blight of a
comn'mnity[A]”162

Moving to the issue of instituting changes to the formula grant, Subcommittee
Vice-Chairman Charles W. Dent questioned whether Congress could agree to any of the changes
proposed in HUD’s study or discussed during the hearing because “most Congressmen...will
look at their communities and see how they will do under the old system, look how they will do
under the new system and that will drive a lot of their decisionmaking [sic].”'®  Deputy
Secretary Bernardi noted that Congress phased-in the changes transforming the program from a
categorical grant program to a formula-based program in the 1970s and suggested the same could
be done with formula changes in the future:

[W1hen the program went from a categorical grant program to the formula . . .
back in the 1970s, there was a phase-in period that was put into place by
Congress . . . If [Congress] choosefes] to change the formula, [it] could do the
same thing here so that the community would be phased into receiving that extra
money so they have the capacity and the wherewithal to use [that extra] capacity
at the same time if they were to lose those dollars [they could adjust
accordingly].!**

While the stakeholders “support...the notion of a fair and equitable distribution of CDBG
dollars,” they strongly objected to an “immediate and radical” change in the formula.'®
Mr. Ramirez expressed concern on behalf of the stakeholder community, commenting,
“Dramatically changing the formula structure in a swift manner would create uncertainty and
inhibit CDBG's current ability to leverage billions of dollars of both private and public
investment in some of our poorest neighborhoods.”'® Ramirez further urged, “[t]he pursuit of a

%9 1d, at 114.
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more equitable system must be balanced by a desire to avoid the kinds of sudden and dramatic
shifts that create uncertainty and undermine a community’s ability to...strategically plan
improvements for the long-term to improve the quality of life of their citizens.”'®

Finally, the Subcommittee questioned the practice of “grandfathering” communities
thereby allowing communities that no longer meet the statute’s eligibility requirements to remain
entitled.'®® Chairman Turner inquired how many communities no longer meet the requirements
of an entitlement community yet continue to receive funds under the grandfather provisions.'®
In a post-hearing response, HUD identified 114 communities no longer meeting the statutory
requirements of an entitlement community receiving more than $75 million dollars in the
aggregate under the entitlement community (the 70 percent) portion of the CDBG formula grant
allocation. During the question and answer period, Mr. Ramirez touched briefly on the practice,
criticizing the direction of funds to these communities through the grant formula and urging the
Committee to investigate the issue.

[T[he grandfathering and perpetuity of communities that are no longer eligible is a
growing drag on the intent of the formula in trying to meet the distribution
potential of that formula. Close to almost 200 communities now are grandfathered
into the current formula that under the guidelines do not qualify any longer to
receive these resources under the current definition. '™

These grandfathered communities receive a significant share of a shrinking portion of
money intended for the use of a growing number of entitlement communities. According to
GAO, the number of entitlement communities can be expected to grow because population will
continue to grow.‘71 At the same time, “[w]hen population growth is factored in, the decline in
real per capita spending has declined by two-thirds[,]” leaving less money for more entitlement
communities to share.'”

At the close of the hearing, Mr. Fastrup, summarizing the importance of considering
changes to the CDBG grant formula, stated, “because of poor targeting of the program, you do
run the risk, in tight fiscal times...of perceptions of poor targeting, leading people to ask
[whether] this [is] really the highest priority use of Federal dollars or not”'” Fastrup further
opined, “to the extent that the targeting of this program is improved, it strengthens the rationale
for having this program[.]"'™ As Mr. Posner testified, “when [there is] a shrinking pool of
money, it makes targeting arguably more important to address the high needs communities’

%7 1d. at 163.
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> With improved targeting of funds, the government can “hold harmless those

»176

needs.
communities and others with [the] least capacity to absorb the cuts.

The hearing raised several additional issues that are discussed later in this report.
C. HEARING ON USE OF CDBG FUNDS AND PERFORMANCE MEASURES, MAY 24, 2005

The Subcommittee held its third CDBG hearing May 24, 2005, entitled “Bringing
Community Development Block Grant Programs Spending into the 21% Century: Introducing
Accountability and Meaningful Performance Measures into the Decades-Old CDBG Program.”
As a consequence of the Subcommittee’s prior hearings on the Administration’s Strengthening
America’s Communities Initiative and the ensuing criticisms of the CDBG program, the
Subcommittee held this third hearing to investigate current performance measures in the CDBG
program and what improvements, if any, could be made in those measures. In particular, the
Subcommittee explored HUD’s use of the Consolidated Plan (Conplan) as a tool to track an
eligible community’s plan to spend grant funds as well as use of the IDIS system to track funds
after expenditure. The Subcommittee further considered the recommendations of the Joint
Grantee/HUD/OMB OQuicome Measure Working Group to strengthen the use of these
complementary tools to measure program performance. Additionally, the Subcommittee
reviewed how eligible communities may currently spend CDBG funds. Specifically, the
Subcommittee studied the issues of supplanting funds (the use of CDBG funds on projects for
which general revenue funds are typically used) and the apparent lack of limitation on use of
CDBG funds for staff functions.

Appearing before the Subcommittee were two panels of witnesses. The Honorable Roy
A. Bernardi, Deputy Secretary of HUD, testified on the first panel. Witnesses on the stakeholder
panel included the Honorable Ron Schmitt, City Councilman of Sparks, Nevada; Thomas
Downs, Fellow at the National Academy of Public Administration; Lisa Patt-McDaniel,
Assistant Director of the Community Development Division of the Ohio Department of
Development; and Shelia Crowley, Ph.D., President of the National Low Income Housing
Coalition.

Beginning its discussion of performance measurement of CDBG grantees, the
Subcommittee first focused on the flexibility of the CDBG program and the value of that
flexibility to local governments. Numerous commentators have noted that while it is the
flexibility of the program that makes CDBG so successful in community and economic
development, flexibility is also the reason grantee performance is difficult to measure.

CDBG stakeholders universally agree that “the beauty of the Community Development
Block Grant program is its incredible flexibility.”’”” This flexibility is necessary to adequately
address the problems afflicting communities, which vary from one neighborhood to the next,
Lisa Patt-McDaniel testified:

15 Id. at 145 (statement of Paul L. Posner, Managing Director of Federal Budget Analysis and Intergovernmental
%;alations, Government Accountability Office).
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CDBG is a program that was designed to help many different kinds of
communities- those that are growing, those that are fighting off decay and those
that are already deteriorated. The current CDBG statute authorizes a menu of
eligible activities that recognizes the differences in the types of communities to be
served by the program and provides communities with appropriate tools to
address their unique problems.

The original list of eligible activities was enacted to enable communities to meet
the statutory purposes of the program. While those statutory purposes have not
changed, and over the years whenever new community problems have emerged,
such as brownfields, energy efficiency, economic opportunity, Congress has
added eligible activities to help communities address these issues. Certainly not
every community eligible for CDBG needs assistance with those issues, but again,
this approach recognizes that a broad menu of activities must be available in order
for communities to address their community development needs.'”

Describing the flexibility of the program, Deputy Secretary Bernardi testified that the
HCDA “allows grantees to determine their own local needs, to set their local priorities, and
design programs to address both.”'”  Local jurisdictions’ use of their CDBG funds is not
unfettered, however. Bernardi continued, “There are two limits that help target the use of CDBG
funds. First, every assisted activity must [meet one of the statutory objectives]. And the second
condition is a grantee must spend at least 70 (Percent, over 3 years, of its funds for activities that
benefit low and moderate-income persons.”‘8

While flexibility is the key component to the success of the CDBG program, it is a
double-edged sword that hinders measuring grantee performance and accomplishments.
Mr. Bernardi explained, “The flexibility of CDBG is of great importance to grantees because it
allows them to use the funds in so many different ways to address their needs. However, that
flexibility also created difficulty in getting consistency in accomplishments reported by
individual grantees.”™

HUD currently monitors CDBG grantees’ use of funds through the Consolidated
Planning process.'®® HUD created the Consolidated Plan (Conplan) as a method of combining
the applications for CPD’s formula grant programs.’® The Conplan was intended for use as a
tool describing how CDBG funds will be spent, thus a tool for monitoring the quality of a
community’s planned use of funds. According to Mr. Bernardi, however, as a result of
numerous Congressional mandates, “HUD’s major review focus for administration of the CDBG

78 Id. at 250-251.
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»184

program is [now] monitoring grantees’ [actual] use of funds. Bernardi explained the

evolution of HUD’s role from front-end review to back-end review:

[Plrior to 1981, the law required HUD to make a more qualitative, front end
review of a grantee’s application to determine whether the activities identified to
be undertaken addressed the needs described. In 1981, Congress determined that
it would be better for HUD to basically accept what the application said and
concentrate its review on after the fact monitoring to be sure that requirements
were met.

In 1990, Congress passed the Cranston-Gonzales National Affordable Housing Act.
Congress described therein “a more complete outline of what must be included” in a
community’s grant planning submission. With this new law, “the front-end HUD review was
limited [by Congress] to whether this plan met the broad purposes of the law and was
complete.”'™ In 1995, HUD created the Consolidated Plan as a combined application and
planning process for the CPD formula grant programs, one of which is CDBG. 18 By this time,
HUD’s grantee review process had tramsitioned from monitoring the quality of planned
expen<]18i7tures on the front-end to a back-end review to ensuring compliance in how funds were
spent.

Mr. Bernardi’s statements support numerous critics’ claims that the Conplan is merely a
report - completed with sometimes meaningless numbers - that HUD will “rubberstamp” so long
as all elements are complete. The Subcommittee directly questioned the effectiveness of HUD’s
use of grantees’ Conplans. Specifically, Chairman Turner asked Deputy Secretary Bemardi
about the Department’s rejection of Conplans: “Has HUD rejected consolidated plans from
communitics; and what is the process for rejection of a consolidated plan if one is to be rejected
and what type of discussion, feedback, or interaction occurs with the community if a
consolidated plan is viewed as either deficient or could be improved?”'® Bernardi responded,
“[TThe consolidated plan is reviewed by each one of our field offices for all of our entitlement
grantees, and as long as it adheres to the national objectives...[t]here is not a rejection of the
consolidated plan per se[.]"'*

While the Department may “rubberstamp” Conplans and not undertake an in-depth
review of all submitted plans, HUD engages in risk monitoring for the grantees deemed at
highest risk of non-compliance. “Of our 1,100 approximate grantees, we monitor about a third
of those every year to see that they are in accordance with the consolidated plan, that they are
spending their money in a timely way, that their goals and objectives and their annual action plan
are being realized,” Bernardi testified.'® He continued, “[Olur [field office] employees.. .know
full well who is performing, who is not, who needs information technology, who needs
additional capacity, and our staff is always ready and willing and is out there providing it for
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these folks.”””" When asked directly whether there is a “feedback loop” for Conplans, whether
HUD engages grantees in a discussion if their Conplan could be enhanced, Bernardi responded:

In the early years I believe we were more engaged in the preparation of the
consolidated plan. Now we pretty much leave it to the communities to make the
determinations they can justify...as to how they want to utilize their dollars. We
feel very strongly that they know best. Of course, we look at those consolidated
plans to make sure that they adhere to the rules that are in place.

At the same time, if a community ends up in trouble with a particular project, if
the plan is not being adhered to, we can take action. We don’t like to reclaim
dollars unless we absolutely have to...We try to work with the grantee so that
either the objective can be met or the objective can be changed to something else.
In the final analysis, if they are not able to do what they have to do according to
the rules and regulations, then we will take that money back. 192

Commenting on the current HUD review process, Chairman Turner observed:

[TThere has to be a question of why are you measuring it. Are you measuring it -
for compliance? And here, with CDBG, we hear that the compliance
requirements are very broad, so it [is certain] we will find some people who will
be out of compliance and be able to move them back in. But generally the criteria
appear to be so broad that measuring for compliance is not going to result in much
usefulness in the information. '

Tumer further noted his surprise at Deputy Secretary Bernardi’s description of the
Department’s limited consultation with grantees on their Conplan. “T was surprised...that there
is not a significant amount of effort in reviewing consolidated plans and reviewing the
information submitted by communities to assist and enhance them in their process of expending
CDBG funds.""**

While the Conplan apparently serves only as a tool for HUD to verify that grantees
comply with the law on what activities CDBG funds may be expended, there is no requirement
that grantees spend their funds in accordance with their submitted Conplan. Consequently, HUD
is unable to enforce compliance with the approved Conplan. Further, because of existing
weaknesses in HUD’s monitoring mechanisms, HUD has limited ability to supervise grantee
actions. These two weaknesses result in narrowed capacity to hold communities accountable for
their use of funds. Dr. Crowley explained:

[Tlhere are two serious flaws. The first — and this is a huge one — there is no
statutory requirement that jurisdictions actually spend their Federal block grant
dollars, including CDBG, on any of the needs that they identify in the Conplan.
The second flaw is that HUD has limited capacity to monitor what jurisdictions
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do with their funds and hold jurisdictions accountable for less than adequate
performance. 198

In addition to its limited use of Conplans as a performance measurement tool, another
reason HUD cannot engage in meaningful performance-based management of CDBG is the
Department’s IDIS information management system. Deputy Secretary Bernardi testified, “The
concept of IDIS was and is a great idea: it links financial information, i.e., amount of funds used,
with actual accomp]ishments.”196 Where the Conplan is a tool to monitor intended use of funds,
IDIS is the complementary tool to track actual expenditure of funds. Describing the use of the
system, Bernardi explained, “Grantees enter information directly into IDIS on the activities they
carryout with their CDBG funds and the accomplishments they achieve, by activity. Also,
because CDBG funds are drawn through IDIS, information on funds disbursed, by activity, is
readily available.”™’

Thomas Downs of NAPA presented the view of most IDIS critics: “[IDIS] works poorly,
if at all, by most standards for the boarder purposes that [HUD] claims. The [NAPA] panel
applauds [HUD] for its recent initiatives to clean up grantee data reported in IDIS so that it can
be used for management and analysis purposes. It is essentially now an expenditure control
system, not a performance management system.”'”® Downs later emphasized, “The inability of
the IDIS to absorb performance data cannot be overstated. It is basically an accounting system
that is used to show where the money goes, it doesn’t necessarily have the structure to support
performance recording.”'® Ms. Patt-McDaniel echoed Mr. Downs:

Until now, reporting and capturing many of the achievements of the CDBG
program and the others included in the Consolidated Plan have been greatly
hampered by HUD’s IDIS system. In the Consolidated Annual Performance and
Evaluation Report (CAPER), a part of the required Consolidated Plan, citizens are
informed about the results of the program’s expenditures in a narrative format, but
the current IDIS system does not allow this kind of reporting

Bernardi conceded there are limitations to the system but that HUD is in the process of
improving the system:

Obtaining consistency in reporting and improving the quality of the data on
CDBG activities in IDIS has taken years because of both the large number of
grantees and the large number of activities that may be assisted under the CDBG
program. The flexibility of CDBG is of great importance to grantees because it
allows them to use the funds in so many different ways to address their needs.
However, that flexibility also created difficulty in getting consistency in

195 14 at 263-264 (statement of Sheila Crowley, Ph.D., President, National Low Income Housing Coalition).
::;’ Id. at 204 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
Id.

"% 4. at 233 (statement of Thomas Downs, Fellow, National Academy of Public Administration).

1% Id. at 288.

2% 74, at 250 (statement of Lisa Patt-McDaniel, Assistant Deputy Director, Community Development Division, Ohio
Department of Development, on behalf of the Council of State Community Development Agencies).
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accomplishments reported by individual grantces but HUD has made a concerted
effort to address data quality in recent years. o

In agreement with Mr. Bernardi's comment, Mr. Downs suggested the difficulty in
measuring performance arises because of the type of information that a block grant program
lends itself to gathering. “It is harder with Community Development Block Grant funds to
develop performance measures, particularly outcome measures, not output measures. »202

To address the performance measurement deficiencies of both the Conplan and IDIS,
CDBG stakeholders formed a working alliance with HUD and OMB - the Joint
Grantee/HUD/OMB Quicome Measurement Working Group - to develop a framework of
common outcome measures that grantees of all government levels could use to report data and
demonstrate results to HUD. The stakeholders agreed that while it is difficult to create outcome
measures rather than just output measures, it is not an impossible feat. According to Ms. Patt-
McDaniel:

The CDBG program is an inherently flexible program, designed that way by
Congress because of the complex and varying natures of our nation’s
communities. We believe Congress got it right — we need the flexibility of
cligible activities we have to address our communities’ problems, achieve the
outcomes described above and meet the statutory intent of the program. While
that flexibility sometimes makes it difficult to measure the effectiveness of the
activities, it can be done and we are confident that the [Joint Workmg Group’s]
proposed outcome measurement system will make that possible.”

Speaking to the joint effort in creating the outcome performance measurement system,
Ms. Patt-McDaniel described the group’s aim as creating a tool which would answer the
question, “In what way can we best demonstrate that the CDBG program does achieve the results
that Congress intended for the program"” 2% Elaborating on the process, Ms. Patt-McDaniel
continued:

Our goal was to develop common outcome measures that States could use in their
programming that could also be reported to HUD and aggregated in useful ways
that would enable us to tell Congress and our constituents of the results and
benefits of the CDBG program, while at the same time encouraging our members
to establish additional measures specifically for their own programs and
initiatives. 2

The group achieved this goal by “bc(:)gm[ing] with the end in mind... why did we fund that
project, what are we trying to achieve?’*® The group found that while grantees use CDBG

! Id. at 204 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
202 1 at 288 (statement of Thomas Dowans, Fellow, National Academy of Public Administration).

25 14, at 251 (statement of Lisa Patt-McDaniel, Assistant Deputy Director, Community Development Division, Ohio
Department of Development, on behalf of the Council of State Community Development Agencies).

204 1d. at 241.
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funds for many different kinds of projects, “at the heart of these activities, there are common
outcomes that most communities are trying to achieve.”?”” Patt-MecDaniel continued, “We
believe that when this outcome measurement system is implemented, we will begin to more
clearly tell Congress and OMB more about the benefits of CDBG and the other consolidated plan
programs"’208 According to Patt-McDaniel, “Aggregating the results by outcomes can help
Federal policymakers assess whether the statutory intent of the program is being met, and the
system can be an important management tool at both the grantee and Federal level. "

HUD is working to strengthen the IDIS system following the Joint Working Group’s
outcome measurement system proposal. Bernardi advised the Subcommittee, “[HUD is(])
committed to improving the way we track performance and show results for our program.”?!
Bernardi touted the results of the working group as striking a crucial balance of maintaining the
flexibility of the program yet gathering information necessary for meaningful outcome
performance management.  “While program flexibility is maintained, the [outcome
measurement] system offers a specific menu of objectives, outcomes and indicators so that
reporting can be standardized and the achievements can be aggregated to the national level,”
Bernardi advised the Subcommittee.?’! Further, with the new measurement system, HUD wants
“to make [reporting] easier],] to reduce the grantees’ time and at the same time be able to
consolidate...into one format the consolidated plan, the annual performance plan, [and] the
CAPER plan so that individuals at HUD...can ascertain what has happened over a S-year period,
over a 1-year period of accomplishments.”212 According to Bernardi, the proposed matrix “will
produce data to identify the results of formula grant activities. It will allow the grantees and
HUD to provide a broader, more accurate picture. The goal is to have a system that will
aggregate results across the spectrum of the programs at the city level, the county, [and]
State,””'? thereby “improve[ing] the type and content of reports available to HUD for
monitoring.”***"°

Praising the Working Group’s product, Mr. Downs reported, “The [NAPA] panel
strongly supports this collaborative effort and urges the Congress and OMB to adopt both the
process and the outcome measures produced by [the] Working Group.”

Turning away from the issue of performance management, the Subcommittee explored
two specific issues regarding grantees’ use of funds. The Subcommittee first discussed the
supplanting of funds whereby a grantee uses CDBG dollars on projects and activities which are
normally paid for out of the grantee’s general revenue fund. For example, “if you can afford to
do sewers and sidewalks in rich neighborhoods, you shouldn’t be spending your CDBG dollars
to do sewers and sidewalks in poor neighborhoods. You should be spending your general fund

207 I d
28 1d. at 242-243.
2 14, at 243.
2:? ;Z at ;gg (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
. at 3
22 14 at 209.
14, at 198.
74 1d. at 209.
i:; A final rule implementing the new performance measurement system is expected in late December 2005.
Id. at 233 (statement of Thomas Downs, Fellow, National Academy of Public Administration).
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dollars to do that.”*'" The Subcommittee then turned to the question of how much of their grant
dollars a grantee may use to fund staff functions as opposed to bricks-and-mortar activities and
programs.

CDBG was never meant as a pool of money to replace general revenue funds on projects
a community should underwrite, regardless of whether grant dollars are available. According to
Dr. Crowley, “The CDBG statute expressly addresses supplanting by stating that Congress
intends that CDBG funds ‘not be utilized to reduce substantially the amount of local financial
support for community development activities below the level of such support prior to’ the
enactment of CDBG.”*'® Despite specific prohibition of supplanting in the statue, “[o]ne of the
reoccurring criticisms of CDBG is whether or not the funds have been co-opted for government
operations rather than community development functions, even if those government operations
support community development functions.”

In response to Dr. Crowley’s comments, Ms, Patt-McDaniel offered the Subcommittee a
counterpoint: “I don’t know very many local governments right now who are operating at huge,
huge surpluses, or even slight surpluses.”””’ Patt-McDaniel continued, offering an example:

[TIf you have a city...which might be considered to have some nicer areas and
some poorer areas, my guess is that a local government has a menu of
infrastructure or parks, a whole menu of activities that they want-to do, and they
have resources. They have their own [general revenue fund], they have CDBG,
they may have some State resources, but they have a variety of resources. But the
total of those resources doesn’t add up to all the infrastructure needs of that
community.

So it only makes good management sense to match the appropriate resource to the
appropriate neighborhood so that if you have CDBG, you are in desperate need of
replacing the sewer [system], which typically could be across the whole
community, you are going to use the CDBG funds where you could benefit the
low to moderate-income people and use the [general revenue fund] in the areas
where they may not make the low to moderate-income standards. '

In either case, it is difficult to determine whether a city is supplanting general revenue
dollars with CDBG dollars due to the flexibility of the program — the range of permissible
activities is broad. Dr. Crowley opined, “[S]upplanting can onlgf be prevented if HUD is capable
of monitoring how funds are used and take action if it occurs.”*? F ollowing that line of thought,
Ranking Member Wm, Lacy Clay inquired “what mechanisms, if any, have been included in the
new outcome framework to ensure that CDBG funds do not supplant local program funding

;‘; Id. at 296 (statement of Sheila Crowley, Ph.D., President, National Low Income Housing Coalition).
Id. at 267.
2 Id. at 213 (statement of Subcomm. Chairman Michael R. Tumer).
0 1d. at 298 (statement of Lisa Patt-McDaniel, Assistant Deputy Director, Community Development Division, Ohio
B‘epartmem of Development, on behalf of the Council of State Community Development Agencies),

2 1d at 267 (statement of Sheila Crowley, Ph.D., President, National Low Income Housing Coalition).
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streams??% According to Ms. Patt-McDaniel, “In the outcome framework, we were looking at
actual benefits of what we did, and not what percentage of that particular activity would end up
paying for staff time.”***

Closely related to the issue of supplanting, the Subcommittee moved to a discussion of
grantee use of funds. Specifically, the Subcommittee asked how much of its CDBG allotment a
grantee may expend on staff functions. Not all expenditures on staff functions are
impermissible. Congress instituted a 20 percent cap on administration and planning functions to
setile the debate of how much money is required for those functions.” According to
Mr. Bernardi, “There are caps on administration and planning, and that cap is 20 percent. There
is also a cap on public service, which is 15 percent. . . . The other areas the communities can
pretty much make the determination as to how they want to spend their dollars, in what areas.”?*

Chairman Turner questioned the apparent lack of an overall limitation on how much
money may be spent on staff functions. “One of the criticisms that we hear about CDBG is the
opportunity for local governments to utilize the funds rather than for community development,
but to fund what many people consider local government activities that perhaps the local tax base
should be supporting rather than CDBG,” Turner stated.”’ Conceivably, the Chairman
continued, a grantee could spend all of its grant dollars on staff functions in the eligible criteria
categories.”™ “As long as the dollars are used to provide goods and services for individuals who
meet the low and moderate-income threshold[, the] flexibility of the program allows the entities
to use the money as they see fit,” Bernardi assented,”

Accordingly, grantees may circumvent the 20 percent cap on administration and planning
activities by categorizing particular staff functions as one of the enumerated 25 eligible activities.
“A government entity could, in going down the smorgasbord of eligible uses, allocate 100
percent of its CDBG moneys for staff functions within those eligible uses and not be in violation
of the restrictions placed upon CDBG,” Chairman Tumer concluded.”™ “I believe you are
correct,” Bernardi concurred. ™!

In order to determine the overall percentage of grant funds spent on staff functions, the
Chairman requested information detailing staff-related expenditures by the 100 most populated
cities receiving CDBG funds.”®  Subsequent to the hearing, Mr. Bernardi submitted a
spreadsheet detailing the administrative expense information as requested. The information
provided recounts, in the aggregate, significant portions of grant awards allocated to staff and

2 14 at 291 (statement of Subcomm. Ranking Member Wm. Lacy Clay). :

4 1d. at 291 (statement of Lisa Patt-McDaniel, Assistant Deputy Director, Community Development Division, Ohio

Department of Development, on behalf of the Council of State Community Development Agencies).

* See id. at 201 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban

Development). The spending cap on administration and planning functions is located in the CDBG appropriation

laws.

6 1d. at 211. :

7 1d. at 212 (statement of Subcomm, Chairman Michael R. Turner).

8 Soe id. at 211,

zz {d. at 212 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
Id. at 212 (statement of Subcomm. Chairman Michael R. Turner).
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administrative functions. Although the administrative and planning cap is 20 percent, 19 of the
100 entitlement communities exceeded that cap. According to Mr. Bernardi:

CPD’s investigation of these results indicates the primary factor contributing to
this level of performance is the impact of unliquidated obligations from the prior
program year. In order to provide a more accurate picture of the planning and
administrative costs for these 100 grantees, CPD will collect and forward to the
Committee additional information based upon the data used to calculate
compliance with the twenty percent cap on planning and administrative
expenses.

In addition to the information detailing administrative and planning expenditures, the
Department also included data for housing rehabilitation administration and code enforcement,
the only two categories outside of administrative and planning which exclusively constitute staff
expenditures.”® Fifteen of the 100 grantees expended in excess of 10 percent for the program
year 2003 for housing rehabilitation administration. Four of those 15 grantees expended in
excess of 15 percent. Fewer exceeded those amounts for code enforcement. Five of the 100
grantees disbursed greater than 10 percent while an additional two grantees disbursed greater
than 20 percent.235

Finally, Mr. Bernardi informed the Subcommittee that “direct project delivery costs may
include the costs of staff carrying out the activity as well as other costs such as architectural and
engineering services for construction activities or rent and utilities related to an eligible public
service[.]”**® Unfortunately, Bernardi was unable to detail those expenditures: “such specificity
cannot be isolated within the data available to HUD.”®" As a result, HUD is unable to
determine what percentage of CDBG funds are expended on staff functions by the 100 most
populated entitlement communities.

Mr. Bernardi pointed out, however, that HUD regulations permit the use of funds for
“reasonable administrative costs and charges related to the planning and execution of activities
assisted with CDBG funds.”*® He continued, “This provision clearly states that staff and
overhead costs directly related to carrying out activities eligible under the CDBG program are
eligible as part of those activities.”>>”

The congressional prohibition against supplanting notwithstanding, HUD lacks the ability
to determine whether funds are supplanted for general revenue funds because it does not collect
the necessary data. Anecdotal evidence suggests numerous communities spend beyond the 20
percent cap on program administration functions. Further, HUD is unable to verify or invalidate
crtitics’ claims concerning communities directing CDBG dollars to support staff functions

23 14, at 302 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).

B4 See id. at 303.
25 See id.
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because it is unable to calculate an overall percentage of CDBG funds expended on staff
functions spanning all eligible activity categories with the current data collected.

IV. FINDINGS AND RECOMMENDATIONS
A. THE STRENGTHENING AMERICA’S COMMUNITIES INITIATIVE (SACI)
1. Findings.

a. HUD has initiated several in-house measures to improve internal administration of
the CDBG program, an indication that reform of CDBG can be accomplished within
HUD.

HUD initiated numerous in-house efforts to improve the administration of the CDBG
program. With the development of performance measures by the Joint Grantee/HUD/OMB
Outcome Measurement Working Group as well as the research and study resulting in the CDBG
Formula Targeting to Community Development Need publication, HUD demonstrates
recognition of the need for improvement and willingness to effect change within its program.

b. HUD's institutional history, capacity, and expertise enhance the agency’s ability to
administer the CDBG program. Thar expertise and capacity is lacking at the
Department of Commerce.

In testimony before the Subcommittee, several stakeholders criticized SACI as fiscally
illogical. The stated purpose of SACI is to improve the administration and management of the
I8 grant programs, including CDBG. With an overall Fiscal Year 2005 appropriation of $4.71
billion CDBG is more than double the size of the Department of Commerce’s current grant
portfolio, necessitating the development of an infrastructure capable of overseeing such an
€normous program.

During the March 1, 2005 hearing, Subcommittee Vice-Chairman Dent questioned
whether the Department of Commerce has the housing and community development expertise to
manage the program.**" In response, Assistant Secretary Sampson, acknowledged the agency
would have a ramping-up period before it could effectively manage the program:

Commerce has a very extensive grant portfolio currently. We manage about a
$2.3 billion grant portfolio of community and economic development grants
currently. But we clearly will have to leverage the subject matter expertise and
the lessons learned from other agencies and other programs in creating this new
program. !

National League of Cities First Vice President Jim Hunt echoed Representative Dent in
questioning the wisdom of moving such a large program to an agency that does not have the
existing infrastructure to support it:

0 See id. at 39 (statement of Subcomm. Vice-Chairman Charles Dent).
M 14 at 40 (statement of David A, Sampson, Assistant Secretary of Commerce for Economic Development,
Department of Commerce).
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The Administration claims that it is seeking to "retarget and refocus” these funds
1o create new program efficiencies. However, from a practical standpoint, NLC
questions whether moving the programs from HUD, where administrative and
professional infrastructures already exist and function well, to the Department of
Commerce will generate any real savings because building the agency’s capacity
to administer the programs alone would likely consume any cost savings derived
from consolidating these programs. 4

Chandra Western, Executive Director of the National Community Development
Association, likewise doubted the efficiency of moving to Commerce a program twice the size of
its current portfolio:

[A]ll the programs that are being proposed for consolidation and [to] be moved
over...[to] Commerce are already eligible under CDBG... I think that the whole
proposal is counterproductive in terms of maximizing efficiency to move [a] big
program and what it’s been doing for 30 years over to Commerce without any
infrastructure or any idea [of] how the distribution of funds is going to take place
to accomplish the same things we are already doing, and doing very well.?*

The Administration has not yet provided enough details on SACI enabling an
evaluation determining whether the proposal would enhance the program’s effectiveness.
The only SACI details provided to Congress for evaluation of the proposal are that it
reduces program funding, consolidates programming, and transfers program
administration from HUD to the Department of Commerce.

Until additional information is furnished to the Committee that would better justify
moving the CDBG program to the Department of Commerce, the Committee will continue
questioning the value of moving the program from HUD.

c. The Administration’s PART analysis, while successful in identifying key
opportunities for reform of some programs, may not be an appropriate evaluative
tool for the Community Development Block Grant program because of its flexibility.
The Administration should consider whether alternative analytical 1ools exist that
can better measure the CDBG program.

One of OMB’s chief criticisms of the CDBG program resulting from the PART analysis
is that “[t}he program does not have a clear and unambiguous mission. Both the definition of
‘community development’ and the role CDBG plays in that field are not well defined "™ Over
the course of the series of hearings detailed within this report, witnesses often questioned
whether the PART analysis is an appropriate tool for evaluating large, flexible grant programs
administered cooperatively among federal, state, and local agencies. For example, Angelo Kyle,
President of the National Association of Counties, commented, “PART fails to consider the
broad and wide-range nature of the [CDBG] program, as well as the role of local governments in

22 14 at 69 (statement of James C. Hunt, First Vice President, National League of Cities).

23 Id. at 82 (statement of Chandra Western, Executive Director, National Community Development Association).
% Office of Management and Budget, Department of Housing and Urban Development PART Assessments 3
{2004} <http://www.whitehouse.gov/omb/budget/fy2006/pma/hud.pdf>.
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designing activities using CDBG [funds] that address challenges that are of a particular value to
their community.”*¥

" Deputy Secretary Bernardi strongly disagreed with OMB’s assessment of CDBG’s
purpose, stating that the difficulty in measuring the program arises in its great flexibility:

{On] the program purpose and design [element of the PART score], we received
a zero score. Candidly, the program purpose and design... is spelled out in the
Community Development Block Grant Act of 1974, The program was meant to
be utilized by local officials with determination after a tremendous amount of

community input as to how bet they would utilize those resources . . .. Soitisa
very flexible program; it is a program that was meant to be utilized at the local
level 2

Ranking Member Clay observed that a program like CDBG may be difficult to measure
using PART because a “a block grant program with few strings attached make[s] assessment
more challenging than other programs with more stringent requirements.”*’ Deputy Secretary
Bernardi agreed, “[Ylou are absolutely right. When you have that kind of flexibility, the
measurement of those programs becomes more of a challenge.”**®

When Congress created CDBG in 1974, it identified four programmatic goals. Three of
those goals include the provision of “[d]ecent housing, suitable living environment{s], and
economic opportunities for persons of low and moderate income[.]"*** Congress identified the
fourth goal in its direction that CDBG funds be used “for the support of community development
activities” which are intended to: (1) eliminate slums and blight; (2) remove conditions
detrimental to the health, safety and welfare of the public; (3) conserve and expand the nation’s
housing stock; (4) expand and improve the quality of community services for persons of low and
moderate income; (5) create a more rational utilization of land and other resources; (6) reduce
the isolation of low and moderate income groups and create greater diversity in neighborhoods;
(7) restore and preserve historical and other properties of special value; (8) stimulate private
investment in underserved areas; and (9) improve energy efficiency in an effort to preserve
scarce energy resources. >’

Congress also sought to create a program that would provide financial assistance to
communities of varying sizes and needs. Specifically, it sought to create a program that:

(1) provides assistance on an annual basis, with maximum certainty and
minimum delay, upon which communities can rely in their planning;

(2) encourages community development activities which are consistent with
comprehensive local and areawide [sic] development planning;

% CDBG Hearings at 60 (statement of Angelo D. Kyle, President, National Association of Counties).

6 Id, at 208 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
7 Id. at 217 (statement of Subcomm. Ranking Member Wm. Lacy Clay).

8 4. (statement of Roy A. Bemnardi, Deputy Secretary, Department of Housing and Urban Development).

4 U.S.C. § 5301(c),
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(3) furthers achievement of the national housing goal of a decent home and a
suitable living environment for every American family; and

(4) fosters the undertaking of housing and community development activities in a
coordinated and mutually su?portive manner by Federal agencies and programs,
as well as by communities.”

Throughout the Subcommittee’s hearings on CDBG, witnesses referenced numerous
projects furthering the statutory goals. For example, one of the primary goals of the program is
to benefit individuals and groups of low- and moderate-incomes. National Association of
Housing and Redevelopment Officials Executive Director Saul Ramirez, Jr. noted, “In 2004,
approximately 95 percent of funds expended by entitlement communities and 96 percent of State
CDBG funds expended were for activities that principally benefited low and moderate-income
persons.”™”?

OMB’s PART assessment also identifies “weak targeting of funds by the CDBG formula
and by grantees to areas of greatest need.” The National Academy of Public Administration’s
report on CDBG points out, however, that “there is no targeting requirement in the
}egislation.”zs“ The report continues, “Making CDBG more categorical b;/ concentrating and
focusing investments to places seems to contradict the statute’s intent.”* 1In his testimony,
Thomas Downs explained:

The panel also disagrees with OMB’s criticisms that CDBG is not geographically
or place targeted. Although the panel appreciates OMB’s view that directing
funding to distressed areas may provide greater benefits to poor people, the 1974
Housing Act has no such requirements to be geographically targeted. Therefore,
the panel believes that OMB criticized grantees for something they were not
required to be doing.”*

There appears to be support for NAPA’s contention in the statute. Specifically, the
statute implies that CDBG’s objective is to protect “the future welfare of the Nation and the
well-being of its citizens.””>” The statute expressly states that, among other objectives, CDBG
funds are to be directed toward the provision of “a decent home and suitable living environment
for all persons, but principally those of low and moderate income.”™® CDBG funds are
therefore meant to benefit all persons, especially if they are of low and moderate income,
regardless of where they are located. As Mr. Downs noted, “There is some disagreement in the

3142 U.8.C. § 5301(d).

2 CDBG Hearings at 162 (statement of Saul N. Ramirez, Jr., Executive Director, National Association of Housing
and Redevelopment Officials).

353 EXECUTIVE OFFICE OF THE PRESIDENT, OFFICE OF MANAGEMENT AND BUDGET, FISCAL YEAR 2006 BUDGET OF
g‘SI;IE U.S. GOVERNMENT ANALYTICAL PERSPECTIVES, H. Doc. 109-2, Vol. IIf at 118 (2005).

s :{APA PERFORMANCE MEASURES REPORT at 29.

36 CDBG Hearings at 232 (statement of Thomas Downs, Fellow, National Academy of Public Administration).
5742, U.8.C. §5301(b)

8 42.U.S.C. §5301(c)(3).
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field as to whether the Secretary of HUD can compel communities to geographically target.
Perhaps this is an issue that Congress should or could clarify.”**

The Committee believes that the PART tool, while effective in measuring programmatic
success in other government programs, is ineffective at qualitatively measuring the success of
flexible block grant programs. Block grant programs that are inherently flexible in order to best
address an array of issues do not have a prescriptive set of outcomes by which grantee
accomplishments can be easily measured.

d. Over recent years, the CDBG formula grant program has suffered an aggregate
funding reduction, resulting in many communities receiving less funding. The
Administration’s SACI proposal would further reduce appropriations for the
consolidated programs without substantiating cost savings or efficiencies.

In Fiscal Year 2002, Congress appropriated $4.3 billion for the CDBG formula grant
program, down from $4.4 billion in Fiscal Year 2001. 20 Congress again reduced the CDBG
formula grant appropriation in each of the three succeeding fiscal years. In the Fiscal Year 2005
Consolidated Appropriations Act, Congress appropriated only $4.15 billion for the program. 2
In comparison, the Administration’s Fiscal Year 2006 budget request for the direct grant portion
of SACI was $3.7 billion.

Arguing that the drastic cut in CDBG funding would be irrecoverable, James Hunt of the
National League of Cities summarized the potential impact of the SACI proposal:

The Administration’s SAC proposal collapses 18 current programs, whose
combined fiscal year 2005 budgets total approximately $5.5 billion, into a single
grant program funded at $3.7 billion. The Administration’s proposed budget for
SAC grants represents a funding cut of nearly 35 percent from what Congress
allocated in fiscal year 2005 for all 18 programs. This cut disproportionately
harms CDBG funding because CDBG’s [overall] fiscal year 2005 level of $4.7
billion represents nearly 80 percent of the $5.5 billion of combined funding.
Moreover, the proposed $3. 7 blllxon for SAC grants is $1 billion short of
CDBG’s current funding level.?

2. Recommendations.

a. Congress should refrain from enacting any legislation in the 109th Congress that
would either eliminate the CDBG program or move it from the Department of
Housing and Urban Development to the Department of Commerce.

b. HUD should continue efforts to improve the internal administration of the CDBG
program by addressing the issues identified throughout this document.

% CDBG Hearings at 232 (statement of Thomas Downs, Fellow, National Academy of Public Administration).
0 See Department of Housing and Urban Development, Community Development Allocations and Appropriations
(last modified December 22, 2004) <http://www.hud.gov/offices/cpd/cc itydevelop /budget/index.cfim>,
! See P.L. 108-447, H.Rept, 108-792.

2 CDBG Hearings at 68 (statement of James C. Hunt, First Vice President, National League of Cities).
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¢. The Administration should consider reviewing the applicability of the PART analysis
Jor block grant programs that are designed to have broad programmatic goals,
provide a high degree of flexibility to recipients, and are administered cooperatively
among state and local stakeholders.

d. Sustaining funding for the CDBG program should remain g federal government
priority.

B. HUD ProprOSED CDBG FORMULA TARGETING REFORM
1. Findings.

a. The process of selecting the needs index criteria, designed and utilized by HUD
in determining the current CDBG formula grant and in HUD’s proposed
alternatives, is inheremtly subjective. As a result, the need index may not
accurately capture a community's need.

Studies of the current formula allocations reveal two main faimess issues. First, there
are many examples where economically wealthier communities receive higher per capita awards
than economically poorer communities. For instance, Wauwatosa, Wisconsin currently receives
a per capita grant of $30.63. The city, however, has been ranked by HUD as one of the nation’s
lowest need communities,?®® In other words, Wauwatosa is an economically wealthy
community. In comparison, Compton, California has one of the highest needs ratings in the
nation, yet it only receives a per capita grant of $26.18.” The contrast between these two
examples highlights a fundamental unfairness.

A second issue is that the current formula produces a result where similarly situated
communities will often be awarded disparate per capita grants. As noted above, Compton,
California receives a per capita grant of $26.18. St. Louis, Missouri, however, a community with
a slightzlgf5 lower need score than Compton, California, receives a greater per capita grant of
$73.58.

These results point to a significant problem with how HUD weights certain need index
variables. In the current CDBG formula, HUD heavily weights the existence of pre-1940
housing within a community, treating it as a proxy of need. This variable alone results in
disparate grant awards because it results in a regional bias usually benefiting Northeastern and
Midwestern communities. Communities in these areas are more likely to have older housing
stock compared to communities in the West and South for two reasons. First, communities in the
Northeast and Midwest are typically older communities than those established in the West and
South.  Second, older homes are routinely restored in wealthier communities whereas
communities with fewer resources are more likely to demolish older housing stock. Deputy
Secretary Bernardi explained:

8 See CDBG FORMULA STUDY at B-80.
% See id. at B-3.
%5 See id, at B-46.
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[There] are affluent communities . . . that receive above the line in the need index,
the Portsmouths and the Newtons...and just by having to indicate that it’s pre-
1940 housing, they receive a benefit there. And there are many, many individuals
there that reside in those properties that are anything but poor people in need. %

Although the existence of older housing stock within a community may have served as an
indicator of need at one time, the nature and quality of older housing stock in a particular
community can change over time due to restoration efforts. The current CDBG formula has no
mechanism to account for these changes.

The proposed CDBG formula alternatives also contain other elements that would
inappropriately skew funding allocations. By not counting single households living in poverty,
the proposed formula alternatives could place communities with a large number of non-elderly,
poor, single households at a disadvantage. Similarly, the use of per capita income as a variable
without considering cost-of-living pressures, among other variables may also inappropriately
skew grant allocations. It is the view of the Committee that while the need index criteria are
objectively applied, the process by which those criteria are selected by HUD is inherently
subjective. Consequently, the need index score may not accurately reflect a community’s need.

b.  The proposed need index counts twice a community’s immigrant population in
need by measuring a community’s aggregate expression of poverty as well as its
immigrant population, captured by measuring overcrowding,

HUD’s proposed need index measures poverty in factor 1, which captures a community’s
immigrant population living in need. That factor is weighted at 80 percent. Additionally, factor
2 of the need index measures overcrowding, which according to HUD ‘“represents a new
dimension of community need, growing immigrant populations.”*®’ HUD posits, “Much of the
growing immigrant population is moving into expensive housing markets for work, the
consequence is a shortage of [affordable] housing that leads to overcrowding”**® The need
index places a 15 percent weight on the factor 2 score. As GAO points out in its testimony,
poverty is a characteristic alone that would capture an immigrant population living in need:

In [HUD’s] need criteria, the immigrant population doesn’t come into their need
index directly. It only comes into it indirectly, and it comes in indirectly in two
ways: one through the poverty measure, to the extent these immigrants are low-
income people that get picked up in the census counts. . .

The other way [immigrant population is] picked up is in [HUD’s] second
factor...that’s weighted 15 percent in [HUD’s] overall need index. The only
things in there that capture immigration is overcrowded housing, which the study

% CDBG Hearings at 137 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban
Development).

%7 CDBG FORMULA STUDY at 27,

268 Id,
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says is correlated with high immigrant populations, and to the extent that
correlation is there, [HUD’s] need index picks up immigration in that way.”**

By considering separately poverty and overcrowding (as an indicator of poverty), the
proposed need index essentially counts twice the need resulting from the existence of an
immigrant population living in need.

¢. HUD proposes separately acknowledging increased immigrant populations as a
unique stress on community development and recommends providing increased
CDBG funding to such communities. Immigration and its resulting community
pressures are not new, though impacted communities have changed.
Immigration poses unique community challenges that may not be appropriate to
address using the CDBG program.

HUD asserts the population growth and economic activity associated with a growing
immigrant population “come at the cost of increased fiscal stress associated with providing
community services for the growing population of low-wage workers.”*"

A growing population will likely increase the financial burden of any city, but a growing
population may also indicate a growing community. As Jerry Fastrup, Assistant Director of
Applied Research and Methods at GAO, summarized:

[TIf you are looking at the CDBG program as a program that’s trying to
compensate for fiscal distress and economic decline and the need to rehabilitate
dilapidated housing and those kinds of things, [it] strikes us that overcrowded
housing is a sign of a tight labor market and housing market and upward pressure
in the housing market [is] usually a sign of strong growth rather than decline.””!

Given the budget realities facing the federal government — as well as states and
municipalities — it is plausible that Congress would soon be faced with tough policy decisions
resulting from the potentially serious drain on CDBG funds caused by this new variable.
Therefore, in addition to determining whether HUD’s suggested alternatives accurately assess
community need created by a growing immigrant population, Congress should also consider
whether the CDBG program is the correct vehicle for addressing those needs.

d. The need index designed and utilized by HUD in Jormulating  its
recommendations assumes that a greater disparity in the ratio between a CDBG
eligible community’s per capita income and its metropolitan area per capita
income is an expression of greater need. That assumption may be too simplistic
and does not consider other faciors that could be at work in any given
community. Therefore, HUD'’s need assumption based on this factor may not
accurately express community need.

* CDBG Hearings at 180 (statement of Jerry C. Fastrup, Assistant Director of Applied Research and Methods,
Govemnment Accountability Office). :

7% CDBG FORMULA STUDY at 27,

™ CDBG Hearings at 180 (statement of Jerry C. Fastrup, Assistant Director of Applied Research and Methods,
Government Accountability Office).
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In its study proposing changes to the grant formula, HUD proposed considering the
relative income of communities. This new element would be calculated by comparing a
community’s per capita income to the metropolitan area’s per capita income. According to Paul
Posner, this introduces “an entirely different element into the equation, which is the issue of
income and measuring the relative income of communities.””

While this element may capture disparity in per capita income, it does not consider
factors impacting the resources available to address community need. Chairman Turner
inquired, “By taking metropolitan per capita income into consideration and not taking [into
consideration] costs . . . aren’t you heavily weighting toward what could be low-cost, wealthy
communities?*?”  Chairman Turner continued, noting,“[H]igh-growth areas where there is a
significant amount of opportunities will have wages that have upward pressure that may not yet
have expressed high cost-of-living in either housing or other elements of family support.”*’*

Deputy Secretary Bernardi disagreed, arguing:

Initially [there would be high wages and low costs]; but eventually {cost] catches,
and catches up in a hurry.... I think what we’ve done here is to look for
jurisdictions where the per capita income is lower, obviously, than the per capita
income in that metropolitan area. That would demonstrate to me that’s a
community that has some concerns, has some decline. And that is why that
community would receive, according to alternative 3, additional funding.”™

Deputy Secretary Bemardi indirectly acknowledged, however, that the use of per capita income
as a variable in alternative 3 is an imperfect attempt at weighting an assortment of variables in an
effort to compensate for disparities between populations that live relatively close to one other.
Specifically, Bernardi said:

[One] can look at a city that has a low per capita income, and then look to the
metropolitan area and see a higher per capita income, and the fact is that the
people who [designed the alternatives] were looking for a way to weight, if you
will, those individuals living just a few miles from other individuals who,
becauszg of many varied circumstances, that [sic] per capita income is extremely
lower.

Expressing support for HUD’s approach, Mr. Ramirez testified:

We believe that communities, even those that have a higher per capita income, do
have pockets of poverty within them. In fact, many of those communities
struggle with their labor force that service those communities around the country
in providing safe and decent housing, and not forcing many of the service-

* Id. at 146 (statement of Paul L. Posner, Managing Director of Federal Budget Analysis and Intergovernmental
Relations, Government Accountability Office).
Zi 1d. at 135 (statement of Subcomm. Chairman Michael R. Turner).
1d.
i;z 1d, at 136 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
id.
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oriented labor for to seek shelter and grow their communities within blighted
areas. . . . And so we do believe that’s that balance, to some degree, that this
formula has struck. It does allow for communities, high per capita communities
to deal with these pockets of poverq?/ and address the low and moderate-income
families within those communities.”’

Mr. Posner, however, questioned the effectiveness of HUD’s approach:

[O}verall I think we [see] the two factors in alternative 3...offsetting one another.
On the one hand, you’re trying to target aid proportionately to cities and areas
that have lower incomes to raise on their own; on the other hand, you're
providing greater aid to those communities if they happen to be nested in higher-
income metropolitan areas. This is something T think that needs a lot more
thinking. I think [HUD is] heading in the right direction by trying to capture the
element of capacity and wealth.””®

Concurring with Mr. Posner, Mr. Fastrup opined that HUD’s method of taking into
account the differences between high- and low-cost-of-living areas by measuring per capita
income assumes areas of high per capita income have a correspondingly high cost of living.
“[HUD] basically assumes that all of the difference in per capita income between a low-income
metropolitan area and a high-income metropolitan area...[is] all cost of living differences, and
that’s not true,” Fastrup told the Subcommittee. “So I think that method of putting metropolitan
income into the formula is overdoing it to some extent,” he concluded.””

The Committee agrees with the conclusions articulated by GAO. The need index
designed and utilized by HUD in formulating its recommendations relies too heavily on a
potentially flawed assumption that a greater disparity in the ratio between a CDBG eligible
community’s per capita income and the per capita income of its metropolitan area is an
expression of greater need. The Committee believes that HUD’s assumptions may be too
simplistic and does not consider other factors that may be at work in a given community.
Consequently, the Committee also finds that HUD’s assumptions may not accurately express
community need.

e. A community’s abandoned and vacant housing stock may represent a significant
contributing factor to community blight. However, the need index considers only
the condition of occupied structures in a community, ignoring the quality and
condition of abandoned and vacant housing stock.

The elimination of community blight is one of CDBG’s enumerated goals. In 1974,
Congress found that “the Nation’s cities, towns, and smaller urban communities face[d] critical
social, economic, and environmental problems arising {in part] from...inadequate public and

27 14 at 182 (statement of Saul N. Ramirez, Jr., Executive Director, National Association of Housing and
Redevelopment Officials).

8 Id (statement of Paul L. Posner, Managing Director of Federal Budget Analysis and Intergovernmental
Relations, Government Accountability Office).

™ Id. at 184 (statement of Jerry C. Fastrup, Assistant Director of Applied Research and Methods, Government
Accountability Office).
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private investment and reinvestment in housing and other physical facilities, and related gublic
and social services, resulting in the growth and persistence of urban slums and blight[.]”** In
order to address the issue, Congress declared the primary objective of the Housing and Urban
Development Act to be the “development of viable urban communities, by providing decent
housing and a suitable living environment and expanding economic opportunities” through the
use of CDBG funds on, in part, “the elimination of slums and blight and the prevention of
blighting ixgi;lluences and the deterioration of property and neighborhood and community
facilities[.]”

While Deputy Secretary Bernardi acknowledged the “obvious” blight created abandoned
and vacated housing in communities across the nation, HUD’s formula alternatives ignore the
blighting influence of abandoned residential structures.”® In assessin% need, the formula
alternatives only count housing units occupied by poverty-stricken families.”™ By not providing
for a valuation of these dwellings, HUD ignores the probability that the blighted condition of a
neighborhood and the overall community would be accelerated.*®

In effect, Deputy Secretary Bernardi acknowledged that the current formula penalizes
communities for having blighted housin§ because need is based upon the residence of poverty-
stricken families within the community.”™® The Committee is concerned that the current formula
therefore removes a source funding for housing rehabilitation solely because poverty-stricken
households do not occupy abandoned or vacant properties. The Committee views this approach
as incomplete and urges HUD to recognize vacant and abandoned housing stock as a
contributing factor to community blight in its need index.

f. In order to compensate for distortions caused by student populations in some
communities, HUD proposes excluding all single occupant households from the
poverty variable in the formula alternatives. In doing so, however, HUD may
exclude a significant population of non-elderly individuals living in poverty that
should be served by the CDBG program.

In its formula alternatives, HUD excluded all single, non-elderly households living in
poverty to compensate for the distortion in assessing need caused by the presence of off-campus
college students. In so doing, HUD also excludes single individuals living in poverty, including
the disabled.

In order to verify that the exclusion of single, non-elderly persons in poverty would not
“misrepresent the needs of communities with particularly high portions of their population made
up of non-college students who are single, non-elderly, and in poverty... HUD requested a
special tabulation of census data that specifically excluded full-time college students from the

024 CFR. § 5301(a).

3124 CF.R. § 5301(c).

B2 See CDBG Hearings at 134 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban
Development).

23 See id. (statement of Subcomm. Chairman Michael R. Turner).

4 See id at 181-182 (statement of Saul N. Ramirez, Jr., Executive Director, National Association of Housing and
Redevelopment Officials).

¥ See id at 134-135 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban
Development).
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poverty count.”** HUD found that little difference in the need score index results when using a
factor discounting student populations versus counting only poverty-stricken elderly or family
households, thereby excluding all single, non-elderly households living in poverty.® By its
own analysis, however, HUD states that a small number of communities would in fact be
harmed.*® Those communities would see as much as a 10 percent reduction in their share of the
national poverty total when the poverty-stricken elderly or family houschold factor is used over
the factor discounting student population.”

Consequently, it is the view of the Committee that if data is available to exclude the off-
campus student population without also discounting non-elderly single households living in
poverty, that data should be used to more accurately capture a community’s need.

2. Recommendations.

a. HUD should acknowledge that any proposed “needs test” may be inherently
subjective by its nature. Therefore, the policy implications of new or additional
“needs tests” should be fully vetted before they are implemented.

b. HUD should not count more than once, directly or indirectly, any single element
of community need.

¢. HUD should undertoke further study of the community stresses caused by
immigrant population growth to determine if the resulting needs should be
addressed by a program other than CDBG.

d. HUD should reevaluate the use of the ratio between a community’s per capita
income and its corresponding metropolitan area’s per capita income in the
CDBG need index.

e. HUD should recognize the contributing factor of vacant and abandoned housing
stock to community blight in its need index.

f HUD should determine if data is available to exclude off-campus student
populations without also discounting non-elderly, single households living in
poverty. If that data exists, it should be used to create a more accurate refection
of a community s needs.

C. CURRENT CDBG FORMULA GRANTS
1. Findings.

& HUD does not operate continuous formula review under a structured program to
ensure the CDBG formula grant program keeps pace with rapid changes in the
nation’s demographic composition and economic needs. There are factors that

% CDBG FORMULA STUDY at 16, n. 13
27 Soe id.
8 See id.
9 See id.
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would improve the assessment of need and the targeting of funds in addition 1o
those reviewed in the HUD study.

The current formula grant remains largely unchanged since its inception 30 years ago.
Meanwhile, the nation’s demographics have changed dramatically during that same peried. Over
the previous three decades, HUD only studied the formula five times — in 1976, 1979, 1983,
1995, and 2005.*® HUD initiated the majority of these studies in-house to ask the question:
“[H]ow is the CDBG program doing in terms of meeting the community development need in
this country?””' The Committee believes a more frequent and structured periodic review would
keep the formula contemporary with the changes in demographics and need across the country.

In June 2005, Chairman Turner and Representative Robert Ney, Chairman of the House
Financial Services Subcommittee on Housing and Community Opportunity, requested a GAO
study on the CDBG grant formula. The request solicited: (1) a review of the current needs
criteria as well as recommendations for new criteria to calculate a more accurate need index; (2)
an evaluation of formula options that includes consideration of a community’s fiscal capacity to
address its needs; (3) an assessment of alternative formulas which distribute funds based on the
prevalence of low-income citizens, (4) alternate need criterions and formula options that
narrowly focus the targeting of CDBG funds; and (5) an evaluation of whether the current 70/30
split should be maintained, altered, or eliminated. Representatives Turner and Ney expect GAO
will finalize this report during the second session of the 109th Congress.

b.  Numerous communities are “grandfathered” by the Housing and Community
Development Act of 1974 and thus continue receiving funds through the
entitlement portion of the CDBG formula grant despite no longer meeting the
definition of an “entitlement community.” This results in a lower per capita grant
per entitlement jurisdiction and therefore less effective targeting of CDBG funds.

By statute, only entitlement communities may receive allocations from the 70 percent
portion of funds reserved for entitlement communities under the CDBG formula grant.
Entitlement communities are defined as central cities of metropolitan areas, cities with
populations of 50,000 or more, and statutorily defined urban counties.” At the program’s
inception, there were 506 entitlement communities.”® In Fiscal Year 2005, there were 1,112
entitlement communities, an increase of 606 communities.”> During this same time, the amount
of funds shared by these communities — that is, the 70 percent portion of grant funds — has
remained relatively static. Conversely, the numbers of non-entitlement communities, which
share the 30 percent portion of grant funds, dwindled. Consequently, entitlement communities
receive shrinking per capita grants while non-entitlement communities receive growing per
capita grants.

0 See id.
! CDBG Hearings at 112 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban
Development).
2 See 42 USC § 5302.
3 See Letter from Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development to the
Honorable Michael R. Turner, Chairman of the Subcommittee on Federalism and the Census of the House
ggmmittee on Government Reform 2 (Jun. 1, 2005) (on file with Subcommmittee) [hereinafter HUD Letter].

See id.
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Under the HCDA, entitlement communities benefit from grandfathering protection when
they drop below a population of 50,000 or lose their classification as a central or principal
city.” At present, there are eight urban counties and 106 central cities grandfathered in the
CDBG formula grant program.” Collectively, these 114 communities receive more than $75
million in formula dollars that would otherwise fund community and economic development
activities in the nearly 1000 other certified entitlement communities.”’

The Committee finds that grandfathered communities do not meet the statutory definition
of communities eligible to receive monies from the entitlement community portion of funds.
Therefore, they are not the recipients Congress originally intended for those funds. To address
the non-entitlement communities’ needs, Congress adopted the 70/30 split thereby reserving
funds for non-entitlement communities’ use. The grandfathered communities, as they are no
longer entitlement communities, should only receive funds from that pool. In specifying a
grandfather provision, however, one may reasonably infer that Congress intended to prevent
significant disruption in grant funds to communities and the services those funds enable. Not
only would “de-grandfathering” these 114 communities result in more funds available for the
growing number of entitlement communities, but by moving the communities to the 30 percent
portion of the CDBG program, they would share funds with a decreasing number of other non-
entitlement communities.

¢ Any change in the formula grant will lead to significant disruption in funding for
some communities.

The stakeholder community argues that any change to the formula grant will result in
significant and abrupt funding changes to already fiscally troubled communities. In challenging
the proposition that the current CDBG formula grant no longer effectively targets the needs
identified in the HCDA, Saul Ramirez, Jr., Executive Director of the National Association of
Housing and Redevelopment Officials, argued:

The statute requires that at least 70 percent of all CDBG funds expended go
towards activities to benefit low- and moderate-income persons. However,
communities are, in fact, targeting much more aggressively than the statute
requires. In 2004, approximately 95 percent of funds expended by entitlement
communities and 96 percent of state CDBG funds expended were for activities
that principally benefited low- and moderate-income persons.”

The Committee does not disagree with these statistics. Communities currently receiving
CDBG funds expend those dollars as legally required by the 70 percent statutory threshold.
However, the Committee believes that while funds are targeted as required within the community
to which they are awarded, CDBG funds as a whole are not targeted to those communities with
the greatest need.

5 See 42 USC § 5302.

% See HUD Letter at 2.

7 See HUD Letter at 4-6.

8 CDBG Hearings at 162 (statement of Saul N, Ramirez, Jr., Executive Director, National Association of Housing
and Redevelopment Officials).
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The Committee recognizes that any change in the formula grant will result in decreased
funds to numerous communities and thus disrupt those communities’ plans for community and
economic development. The stakeholder community supports “the notion of a fair and equitable
distribution of CDBG dollars, but urge[s] [Congress] to proceed with caution” and advises that
“[i]f Congress feels change is truly necessary, then we would think likely that change could
happen in a way that mitigates uncertainty and avoids sudden and substantial losses in
funding.””® The Committee fully agrees with this assessment and heeds these cautions.
Consequently, the Committee suggests a phase-in of any formula changes and the resulting
funding adjustments to ease the transition, a tool not foreign to the CDBG program. According
to Deputy Secretary Bernardi, Congress instituted a phase-in period when it transformed the
program from a categorical grant program to a formula-based program in the 1970s.

[Wlhen the program went from a categorical grant program to the formula . . .
back in the 1970’s, there was a phase-in period that was put into place by
Congress . . . If [Congress] choose[es] to change the formula, [it] could do the
same thing here so that the community would be phased in to receiving that extra
money so they have the capacity and the wherewithal how [sic] to use the [extra]
capacity at the same time if they were to lose those dollars [they could adjust
accordingly].*®

2. Recommendations.

a. Congress should institute a mandatory, periodic review of the CDBG formula
grant. Further, HUD should actively work in concert with GAO in the requested
study of alterative need index and formula criteria. Any formula grant
modifications should respond to two expressed Congressional goals: increasing
the effectiveness of CDBG targeting and achieving cost savings and efficiencies.

b. Congress should consider whether “de-grandfathering” communities that no
longer meet the definition of metropolitan city or urban county would result in
increased cost savings and more effective targeting to need.  If Congress
determines to go forward with de-grandfathering, HUD should be tdsked with
undertaking a review and recommending the least disruptive method.

¢. If Congress amends the CDBG grant formula, HUD should design a plan to
phase in those formula changes over time so that communities marked for
Jfunding reductions will experience minimal revenue disruptions.

D. PERFORMANCE MEASURES
1. Findings

a. Performance measurement for the CDBG program is currently limited to HUD's
use of the Consolidated Plan (Conplan), which will more likely than not be
approved by HUD if the plan is “complete” or “substantially complete.” The

299
d
3 1d. at 139 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
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Conplan can potentially serve as a mechanism for holding CDBG communities
accountable for their program performance. As currently utilized by HUD,
however, the Conplan serves no apparent purpose.

The Conplan was intended for use as a tool describing how CDBG funds will be spent,
thus a tool for monitoring the quality of a grantee’s planned use of funds. As a result of
numerous Congressional mandates, however, “HUD’s major review focus for administration of
the CDBG program is [now] monitoring grantees’ [actual] use of funds.”® Because the statute
can be loosely interpreted to require approval unless the plan is incomplete, critics assert that
HUD essentially “rubber stamps™ most Consolidated Plans. “[A]s long as it adheres to the
national objectives. . [t]here is not a rejection of the consolidated plan per se,” Bernardi informed
the Subcommittee.””® Bernardi further conceded that the Department only thoroughly reviews
plans that}g})peared to be “high risk” while approving others that are complete or substantially
complete.

Observers also question whether HUD actuaily reads each Conplan, suggesting that HUD
simply does not have the time or manpower to review 1,100 Consolidated Plans within the 45-
day time period.*™ In the event they do read every submitted Conplan, there is no process in
place to assist communities and enhance their ability to expend their CDBG funds.*®

While the Conplan apparently serves only as a tool for HUD to verify that grantees
comply with the law on what activities CDBG funds may be expended, there is limited utility in
monitoring according to the Conplan because there is no requirement that grantees spend their
funds in accordance with their submitted Conplan. Consequently, HUD is unable to enforce
compliance with a community’s approved grant activities and programs,

Accordingly, the utility of the Conplan, which is approved unless substantiaily
incomplete, is unclear to the Committee when there is no requirement to comply with an
approved Conplan and consequently no ability to enforce expenditures on approved activities
and programs,

b. HUD's IDIS information management system is based on an operating language
written over 40 years ago. The program has become obsolete and incompatible
with many end-user systems. Even if IDIS was not obsolete, it does not lend itself
well to the collection of performance measuring data.

According to Deputy Secretary Bernardi, “The concept of IDIS was and is a great idea: it
links financial information, i.e., amount of funds used, with actual accomplishments.”>®” Where
the Conplan is a tool to monitor intended use of funds, IDIS is the complementary tool to track
actual expenditure of funds. The National Academy of Public Administration concluded,

1 1d. at 202 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).

iz 1d. 2t 210 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
See id.

™ See id. at 292 (statement of Sheila Crowley, Ph.D., President, National Low Income Housing Coalition),

%% See id. at 287 (statement of Subcomm, Chairman Michael R. Turner).

2% See id. at 263 (statement of Sheila Crowley, Ph.D., President, National Low Income Housing Coalition)..

*" Id. at 204 (statement of Roy A. Bernardi, Deputy Secretary, Department of Housing and Urban Development).
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however, “[IDIS] works poorly, if at all, by most standards for the boarder purposes that [HUD]
claims.”"®  Past efforts to fix the system have either failed or “been executed in a piecemeal
fashion.”>®  Most witnesses concurred with NAPA's view that the program was time
consuming, limited, and inefficient in its use.

While HUD is currently upgrading the system, the process has been slowed for a wide
variety of reasons — some attributable to HUD and others attributable to outside factors.
However, even if upgrades to the IDIS system were more rapid, the system functions as nothing
more than an accounting system. “The inability of the IDIS to absorb performance data cannot
be overstated. It is basically an accounting system that is used to show where the money goes, it
doesn’t necessarily have the structure to support performance recording,” reported Thomas
Downs. >® According to Lisa Patt-McDaniel, reporting CDBG achievements captured in the
Conplan has been difficult due in great part to IDIS. “[In] part of the Consolidated Plan, citizens
are informed about the results of the program’s expenditures in a narrative format, but the current
IDIS system does not allow this kind of reporting.™"!

In essence, IDIS is a tool to track where grantees spend their grant dollars. It is not a tool
to measure how effectively those funds are being spent.

The Committee is concerned that the IDIS system, as is, does not lend itself well to the
collection and analysis of data used to measure performance. Additionally, because the IDIS and
other HUD performance measuring computer programs are obsolete, they are proving an
impediment to the local jurisdictions in their efforts to create their own performance measures.
Accordingly, the Committee finds that despite recent efforts to upgrade the IDIS system, more
work remains if there is to be meaningful performance measurement and accountability inserted
in the CDBG program.

¢. HUD should consider acting on the recommendations of the Joint Working
Group and those published by the National Academy of Public Administration in
its February 2005 report on performance measures for the CDBG program.

The Committee agrees with NAPA’s report that stakeholders “support CDBG
performance reporting as long as it is non-intrusive, extensively used, cost effective, and
compatible with existing management systems.””'” According to the NAPA report, any
successful performance measurement system must be multi-faceted to meet the differing needs
of grantees, HUD, and OMB:

Grantees want maximum programmatic flexibility to tailor the investments to
their local needs. At the federal level, HUD wants a system that reflects and
maintains CDBG’s flexibility, and complies with its statutory responsibilities as
an executive agency. Meanwhile, OMB wants one that encourages HUD and

;g; 1d. at 233 (statement of Thomas Downs, Fellow, National Academy of Public Administration).
Id.
40 14, at 288 (statement of Thomas Downs, Fellow, National Academy of Public Administration).
*"' Id. at 250 (statement of Lisa Patt-McDaniel, Assistant Deputy Director, Community Development Division, Ohic
Department of Development, on behalf of the Council of State Community Development Agencies).
2 NAPA PERFORMANCE MEASURES REPORT at Xii.
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grantees to demonstrate conclusively that the investments contribute to the
development of viable communities and fo low- and moderate-income
beneficiaries. To accomplish this, it wants entitlement communities and states to
target CDBG funding to a limited number of neighl:oorhoods.3 3

According to Lisa Patt-McDaniel, the Joint Working Group “succeeded” in developing
performance measures upon which all stakeholders can agree. 14

To address the performance measurement deficiencies of both the Conplan and IDIS as
detailed heretofore, CDBG stakeholders formed a working alliance with HUD and OMB ~ the
Joint Grantee/HUD/OMB OQutcome Measurement Working Group - to develop a framework of
common outcome measures that grantees of all government levels could use to report data and
demonstrate results to HUD. According to Patt-McDaniel, “The CDBG program is an inherently
flexible program, designed that way by Congress because of the complex and varying natures of
our nation’s communities,” however, it is “that flexibility [that] sometimes makes it difficult to
measure the effectiveness of the activities[.]”*"

In designing an outcome performance measurement system, Ms. Patt-McDaniel
described the group’s aim as creating a tool which would answer the question, “In what way can
we best demonstrate that the CDBG program does achieve the results that Congress intended for
the program?”*!® Their goal was to create measures that would result in the aggregation of data,
demonstrating the results and benefits of the CDBG program.

Beginning with the question, “why did we fund that project, what are we trying to
achieve?,” the group found that while grantees use CDBG funds for many different kinds of
projects, “at the heart of these activities, there are common outcomes that most communities are
trying to achieve.” *'" With the implementation of this system, Patt-McDaniel believes grantees
will be able to report data that can be aggregated by outcomes to “help Federal policymakers
assess whether the statutory intent of the program is being met, and the system can be an
important management tool at both the grantee and Federal level. 71

According to Deputy Secretary Bernardi, “While program flexibility is maintained, the
outcome measurement system offers a specific menu of objectives, outcomes and indicators so
that regorting can be standardized and the achievements can be aggregated to the national
level. ™" Further, advised Bernardi, the proposed matrix “will produce data to identify the
results of formula grant activities. It will allow the grantees and HUD to provide a broader, more
accurate picture. The goal is to have a system that will aggregate results across the spectrum of

313 1 d

3 See id. at 242 (statement of Lisa Patt-McDaniel, Assistant Deputy Director, Community Development Division,
Ohio Department of Development, on behalf of the Council of State Community Development Agencies).

3 Id. at 251.

P 1d, at 241.

17 14, at 246.

8 1d. at 243.

3% Jd. at 206 (statement of Roy A, Bernardi, Deputy Secretary, Department of Housing and Urban Development).
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the programs at the city level, the county, [and] State,””* thereby “improve[ing] the type and
content of reports available to HUD for monitoring.”**!-*#2

The Committee applauds HUD’s collaborative effort with the Joint Working Group to
develop a new performance measure matrix for the CDBG program. The Subcommittee also
commends HUD for its impending Notice of Final Rule on this matter. The Committee
acknowledges, however, that upgrading the Consolidated Plan or any performance measure
system with the introduction of rigorous performance indicators could represent a significant
technical challenge for many jurisdictions.

2. Recommendations

a. Congress should consider revising or eliminating the statue which requires how
Consolidated Plans are used in monitoring CDBG targeting and accountability.

b. HUD should work closely with OMB to replace the current IDIS system with a
system that will measure performance in addition to functioning as an auditing
and accounting tool.

¢. In addition to its efforts implementing the Joint Grantee/HUD/OMB Working
Group Outcome Measurement System, HUD should adopt and implement the
recommendations presented by the National Academy of Public Administration
on performance measures.

E. CURRENT ELIGIBLE UsES oF CDBG Funps
1. Findings.

a. CDBG programmatic success has been effectively linked to the flexibility of the
use of funds. Such broad flexibility should be maintained.

Flexibility has been the key feature of the CDBG program most often lauded by end-
users and other stakeholders. According to the James Hunt, the flexible nature of the program
has “allowed local government broad latitude in how it uses grant funds, and whether that use is
for the creation of new economic development opportunities, affordable housing, public
facilities, or services.™”  Councilman Hunt argued that because of this flexibility, the CDBG
program has “given cities the latitude to address ‘urgent needs’ like climinating drug dens and
other cancers on our communities — latitude not found with other programs.”?* “It is because of
CDBG’s flexibility and autonomy of local control that the CDBG program has become, from the

0 14, at 198.

2 1. at 209.

32 As noted previously, a Final Rule implementing the new outcome performance measurement systern is expected
in late December 2005.

zj Id. at 72 (statement of James C. Hunt, First Vice President, National League of Cities).
Id
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local perspective, the most effective form of federal assistance currently available,” Hunt
concluded.””

Thomas Downs of the National Academy of Public Administration also applauded the
flexibility of the program, stating, “The 1974 Housing Act clearly gives wide latitude ~
intentionally, I might add - to States and communities to spend CDBG moneys to meet the needs
of poor people and distressed communities.”” Mr. Downs explained:

Part of the genius of the program is its breadth of decision making that allows
State and local jurisdictions to solve problems that are unique within their
community. And we have discovered long ago that there is a fundamental
difference between Minot, North Dakota, and Miami. That is built into the
program. )

The Committee agrees with stakeholders that the fundamental element of the CDBG
program is its flexibility in the use of funds. While this flexibility may create accountability
problems, it also provides local communities the latitude they require to expend the funds
necessary to quickly and reliably address local needs. It has consistently been shown that federal
government cannot effectively and efficiently anticipate local needs from inside the Beltway.
State and local governments are often far more responsive to the needs of its citizens. Therefore,
it is the view of the Committee, based on the notion and concept of federalism, that the broad
flexibility inherent within the CDBG program should be maintained for the foreseeable future.

b. Observers routinely criticize the CDBG program because entitlement
communities may spend significant portions of their CDBG funds on staff
positions and other administrative costs. Although CDBG grantees operate
under a spending cap specifically on the administrative and planning activities
category, there is not a cap on aggregate spending — spanning all eligible
activity categories - for these functions.

Congress instituted a 20 percent spending cap on items falling within the administration
and planning activities category to limit the amount of funds that could be expended on non-
program activities, including staff functions. HUD reported that 19 of the 100 most populated
entitlement communities exceeded the 20 percent spending cap on administrative and planning
activities category. Further, CDBG frequently endures criticism, that grantees spend well
beyond that 20 percent on staff functions alone, merely by categorizing a particular function as
an eligible activity.

Deputy Secretary Bernardi testified, “As long as the dollars are used to provide goods
and services for individuals who meet the low and moderate-income threshold], the] flexibility
of the program allows the entities to use the money as they see fit.”>* Accordingly, grantees
could conceivably spend 100 percent of its grant dollars on staff functions by categorizing

125
1d

¥ Id. at 232 (statement of Thomas Downs, Fellow, National Academy of Public Administration).

7 14, at 295.

3 Id. at 212 (statement of Roy A. Berardi, Deputy Secretary, Department of Housing and Urban Development),
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particular functions as one of the 25 eligible activities and not be in violation of the spending
restrictions.

There are two additional categories outside of administrative and planning activities that
exclusively constitute staff expenditures. In program year 2003, 15 grantees expended more
than 10 percent (four of which exceeded 15 percent) on housing rehabilitation administration
while seven grantees expended more than 10 percent (two of which exceeded 20 percent) on
code enforcement. HUD does not collect the appropriate data, however, to determine the overall
amount of CDBG funds spent on staff functions falling outside of the 20 percent spending cap on
administrative and planning activities. )

Further, Mr. Bernardi testified, “direct project delivery costs may include the costs of
staff carrying out the activity as well as other costs such as architectural and engineering services
for construction activities or rent and utilities related to an eligible public service[.]** Bemardi
was unable to provide details on those activities, however, because “such specificity cannot be
isolated within the data provided to HUD.”**® Consequently, HUD is unable to determine what
percentage of CDBG funds are expended on staff functions by the 100 most populated
entitlement communities.

The Committee finds that it is probable some CDBG grantees permissibly spend an
excessive amount of grant dollars on administrative and staff functions that could be categorized
as an eligible activity. In doing so, these communities spend irreplaceable dollars on functions
other than those which are necessary to accomplish the tangible goals of CDBG programs and
activities. Because HUD does not have the data necessary to precisely determine the amount of
funds expended on such functions, the Committee cannot state with certainty how egregious the
problem may be.

2. Recommendations.

a. Congress should review and consider revising the eligible activities enumerated
in Sec. 5305 of the Title 42 of the United States Code to maintain a wide degree
of flexibility of use with in the CDBG program.

b. An aggregate cap on spending, applicable to all administrative and staff
Junctions spanning all eligible activity categories, is necessary to ensure CDBG
Junds are available for the “bricks and mortar” community development
Junctions targeted by the program.

F. CENsus BUREAU PRODUCTS
1. Findings

a. The decennial census is the primary source of data currently used for CDBG
Jormula calculations. It currently provides data for all five of the CDBG formula
variables. The decennial census long form provides data for three of the five

2 1d. a1 303,
30
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formula variables and other useful data to HUD and state and local planners but
has shortcomings because this data is updated once every 10 years and quickly
becomes dated. The U.S. Census Bureau, using the American Community
Survey, is now providing similar data updated annually. If HUD were to better
use this and other Census products it could greatly enhance the targeting
accuracy and fairness of CDBG formula allocations.

Discussions between Subcommittee and HUD staff have revealed that HUD has yet to
determine how it will adapt American Community Survey (ACS) data and the rolling averages in
particular, into CDBG calculations. Some observers argue that HUD should begin now to
examine how it can best use ACS data in the design of its community development policies and
formula calculations.

In a separate hearing entitled “Life in the Big City: What is Census Data Telling Us
About Urban America and Arve Policymakers Really Listening?,” held on May 10, 2005, the
Federalism and Census Subcommittee examined the diverse data provided by the U.S. Census
Bureau and how it is used by public and private sector planners. For example, the new
Longitudinal Employer Household Dynamics (LEHD) program is linking shifts in industrial
sectors and workforce requirements. The Bureau also is significantly improving GIS
information nation-wide. The GIS is becoming an increasingly important planning tool. HUD,
in cooperation with the U.S. Census Bureau, should explore opportunities for innovative
applications of Census Bureau data to improve the targeting of CDBG funds allocations and for
measuring the performance of CDBG projects.

Another issue raised in the May 10, 2005, hearing was the ongoing need for data user
education for improved use of Census Bureau data products — simply because the data is
available, does not mean that the data is effectively used. In the Subcommittee’s May 24, 2005,
hearing on CDBG performance measures, Lisa Patt-McDaniel testified that if Congress wishes to
address the issue of CDBG program effectiveness, “it should direct HUD to find ways to train
local governments on best practices on community planning....”**' The Committee understands
HUD requires that CDBG applicants and recipients use Census Bureau data and somewhat
facilitates that use through certain types of technical assistance. Nonetheless, it is clear from
both the May 10, 2005 and May 24, 2005 hearings that there are opportunities for more effective
application of the wide variety of data provided by the Census Bureau for community planning
purposes. To accomplish that goal, practitioners need more training. This especially holds true
in smaller communities where a dedicated demographer may not be on staff. HUD should, in
cooperation with the U.S. Census Bureau, explore opportunities for innovative applications of
Census Bureau data to improve community development programs.

2. Recommendations

a. The Committee recommends that HUD, in cooperation with the U.S. Census
Bureau, explore opportunities for innovative applications of Census Bureau data
to improve community development programs.

**! Id. at 287 (statement of Lisa Patt-McDaniel, Assistant Deputy Directér, Community Development Division, Ohio
Department of Development, on-behalf of the Council of State Community Development Agencies).
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Mr. McHENRY. It is still regarded as a strong road map of how
to improve the CDBG program by addressing the need as well as
ensuring that we have the proper numbers.

So with that, Mr. Chairman, I thank you for having this hearing
today. I appreciate your leadership and thank you for your friend-
ship.

[The prepared statement of Hon. Patrick T. McHenry follows:]
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Thank you, Chairman Clay, for holding today’s hearing on the value of census data.

As the Chairman has already stated, the data collected by the Census Bureau is vitally important to the
calculation of funding levels and appropriations in federal programs, at the Congressional level and by
federal agencies themselves. Data is also used by state and local governments to allocate resources and
services, and by the private sector to determine where to invest and develop industry.

The subject of today’s hearing underscores the importance of filling out that Decennial Census form when it
arrives in April of 2010 and sending it in — and for us, as Members of Congress, encouraging all of our
constituents to do so as well.

Since the Committee last met on this subject in March, the Census Bureau has now wrapped up its address
canvassing effort, which Acting Director Mesenbourg, who is here to testify before us today, has called the
“comerstone” of the 2010 Census.

Approximately 140,000 census workers took to America’s strects this Spring to verify addresses and
assemble the Bureau’s lists of where Decennial forms will be sent and, if needed, enumerators will visit in
2010. On separate occasions, Chairman Clay and I have stated that we both have unanswered questions
about this vast canvassing effort. The outcome of the Decennial Census depends largely on this step in
operations, and there is an obvious need to review and assess its successes and faitures.

1t is my hope that we can bring you in again soon, Mr. Mesenbourg, to evaluate the work the Bureau has
done so far in preparation for Census Day before we jump ahead to what will be done with all of the
collected data.

That said, today’s hearing provides an important opportunity for this Committee to ensure that both census
data and federal funding formulas are fair, accurate, and effective.
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Chairman Clay, | would like to thank you for raising concerns about the inequities of the Community
Development Block Grant Program. [ share your concerns. As for how census numbers affect CDBG, 1
would like to point out that the CDBG funding formula involves many factors and that in the 109th
Congress, this Subcommittee published a bipartisan report dealing with that funding formula. The report is
still seen as a roadmap of how we can improve the CDBG program by addressing need, and I ask that it be
included in today’s hearing record.

Again, thank you Mr. Chairman for holding this hearing and I look forward to the testimonies from our
witnesses.
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Mr. CLAY. Thank you so much, Mr. McHenry. Be assured that as
soon as the new Director is confirmed by the Senate, they will mo-
mentarily be before this committee. So thank you.

I would like to recognize the gentlewoman from California for 3
minutes.

Ms. WATSON. Thank you, Mr. Chairman. Thank you so much for
holding today’s important hearing examining the role census data
plays in the formulas used for distributing Federal funds. I look
forward to hearing from today’s witnesses about the mythologies
behind these formulas and the steps being taken to promote the
census, improve participation, and decrease the differential under-
count to ensure that Federal funds are appropriated to the areas
in America where they are needed most.

Since the establishment of the decennial census in 1790, every
census has experienced an under-count. According to the Govern-
ment Accountability Office, the 2000 census missed an estimated 2
percent of the U.S. population, a disproportionate number of which
were minorities, low income households, and children. My district
in particular has traditionally been under-counted due to a lack of
mutual understanding and engagement with local constituencies.

This under-count is troubling because without accurate popu-
lation data, it is impossible to ensure that we have a complete view
of our Nation’s demographics, that Americans have proper rep-
resentation in State and Federal Governments, and that Federal
grants are targeted to where they are needed most.

According to the Census Bureau, for the fiscal year 2007, over
$400 billion was allocated through Federal grants and direct assist-
ance programs based on formulas reliant on data from the 2000
census. The amount of critical Federal funding at stake reinforces
the importance of an accurate and comprehensive 2010 census
count for local, State, and tribal governments.

Mr. Chairman, I would like to thank today’s panelists for their
cooperation with our proceedings and for your leadership in ensur-
ing that the 2010 census provides the most complete enumeration
of our population in American history.

Thank you and I yield back.

[The prepared statement of Hon. Diane E. Watson follows:]
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Thank you Mr. Chairman for holding today’s
important hearing examining the role census data plays
in the formulas used for distributing federal funds. I
look forward to hearing from today’s witnesses about
the methodologies behind these formulas and the steps
being taken to promote the census, to improve
participatioy, and to decrease the differential
undercount to ensure that federal funds are
appropriated to the areas in America which need them

most.
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Since the establishment of the decennial census in
1790, every Census has experienced an undercount.
According to the Government Accountability Office, the
2000 Census missed an estimated 2% of the U.S.
population; a disproportionate number of which were
minorities, lower-income households, and children. My
district in particular has traditionally been
undercounted due to a lack of mutual understanding

and engagement with local constituencies.

This undercount is troubling to me because without
accurate population data it is impossible to ensure that
we have a complete view of our nation’s demographics,
that Americans have proper representation in state and
federal government, and that federal grants are

targeted to where they are needed most.
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According to the Census Bureau, for the Fiscal
Year 2007 over $400 billion was allocated through
federal grants and direct assistance programs based on
formulas reliant on data from the 2000 Census. The
amount of critical federal funding at stake reinforces
the importance of an accurate and comprehensive 2010

Census count for local, state, and tribal governments.

Mr. Chairman, I would like to thank today’s
panelists for their cooperation with today’s proceedings,
and for your leadership in ensuring that the 2010
Census provides the most complete enumeration of our

population in American history.

Thank you and I yield back the remainder of my

time.
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Mr. Cray. Thank you so much. I also want to recognize a guest
here who will serve on the panel here, my good friend Marcy Kap-
tur from Ohio. Thank you for coming today. If you have any open-
ing statement, you can be recognized for 3 minutes.

Ms. KAPTUR. I wanted to thank you very much for the oppor-
tunity to sit in.

Our community of Toledo, OH in the Ninth District well knows
the importance of the census and the distribution of the tax dollars
that our citizens send here to Washington and then by formula are
sent back home.

On the second panel I will have the pleasure of introducing our
Mayor and his team, who have traveled very far, Mayor Carleton
Finkbeiner. I would like to recognize him now. He is a 12-year
Mayor of our city and the first strong Mayor in Toledo’s history. We
are very proud of him. No one has fought harder for accurate cen-
sus counts than he has, having been someone who helped to do the
census when he was a youngster and having seen what actually
happened when people went out into the field. So we look forward
to his testimony this afternoon.

I thank you very much for the time.

Mr. CLAY. You are very welcome. We look forward to your service
on this committee today. Without further ado, I want to start by
introducing our first panel.

We will first hear from Mr. Thomas Mesenbourg who is currently
serving as the Acting Director of the U.S. Census Bureau. He has
more than 36 years of Census Bureau experience and now oversees
the day to day operations of the Federal Government’s perennial,
preeminent statistical agency.

Next we will hear from Mr. Robert Goldenkoff, a Director on the
U.S. Government Accountability Office’s Strategic Issues team. He
has over 20 years of program evaluation experience with GAO and
is currently responsible for reviewing the 2010 census and Govern-
ment-wide human capital reforms.

Our third witness is Mr. Todd Richardson, the Associate Deputy
Assistant Secretary in the Office of Policy Development for the U.S.
Department of Housing and Urban Development. At HUD, he leads
a team of staff responsible for analyzing current data and drawing
on the results of past research to assist the Secretary with making
informed policy decisions.

Our next witness is Mr. Donald Moulds, the newly appointed
Principal Deputy Assistant Secretary for Planning and Evaluation
in the U.S. Department of Health and Human Services. In this ca-
pacity, he provides leadership, direction, and management of policy
research, analysis, evaluation, and coordination of Department-
wide science and data policy activities and issues.

Our last witness on the first panel, Mr. Stuart Kerachsky, is the
Acting Commissioner of the National Center for Education Statis-
tics in the U.S. Department of Education. His career has been de-
voted to applying the best scientific methods to bringing informa-
tion and evidence to bear on improving social programs.

Let me thank all of you for appearing today before the sub-
committee. It is the policy of the committee to swear in all wit-
nesses before they testify. I would like to ask each witness to
please stand and raise your right hands.
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[Witnesses sworn.]

Mr. CrAy. Thank you. You may be seated. Let the record reflect
that the witnesses answered in the affirmative.

Each of you will have 5 minutes to make an opening statement.
Your complete written testimony will be included in the hearing
record. The yellow light in front of you will indicate that it is time
to sum up. The red light will indicate that your time has expired.
When you hear this, that means shut it off. [Laughter.]

Mr. Mesenbourg, you may proceed with your opening statement.

STATEMENTS OF THOMAS MESENBOURG, ACTING DIRECTOR,
U.S. CENSUS BUREAU; ROBERT GOLDENKOFF, DIRECTOR,
STRATEGIC ISSUES, U.S. GOVERNMENT ACCOUNTABILITY
OFFICE; TODD RICHARDSON, ASSOCIATE DEPUTY ASSIST-
ANT SECRETARY, POLICY DEVELOPMENT, U.S. DEPARTMENT
OF HOUSING AND URBAN DEVELOPMENT; DONALD MOULDS,
ACTING ASSISTANT SECRETARY, PLANNING AND EDU-
CATION, U.S. DEPARTMENT OF HEALTH AND HUMAN SERV-
ICES; AND STUART KERACHSKY, ACTING DIRECTOR, NA-
TIONAL CENTER FOR EDUCATION STATISTICS, U.S. DEPART-
MENT OF EDUCATION

STATEMENT OF THOMAS MESENBOURG

Mr. MESENBOURG. Chairman Clay, Ranking Member McHenry,
and members of the subcommittee, thank you for the opportunity
to discuss the role that data produced by the Census Bureau plays
in Federal funds distribution. I appreciate the subcommittee’s at-
tention to this important issue and I am pleased to be testifying
alongside four of the agencies that use our data.

This helps make an important distinction. The Census Bureau is
not involved in developing, administering, or evaluating the fund-
ing formula or the programs that use our data. However, the Cen-
sus Bureau through the decennial census, the American Commu-
nity Survey, and our Population Estimates Program is the producer
of many of the data sources used by agencies in their funding for-
mula. Our job is to produce the most accurate and complete data
possible.

Today I will focus my testimony on how the Census Bureau pro-
duces the three major data sources used for funding formulas. The
decennial census program includes both the 2010 census and the
detailed demographic, social, economic, and housing characteristics
information produced by the American Community Survey. The
American Community Survey collects data monthly for population
and housing characteristics that previously were collected in the
dlelcennial census long form. Of course, we publish that data annu-
ally.

The Population Estimates Program produces population esti-
mates for the Nation, States, counties, cities, and towns on an an-
nual basis. These population estimates update the most recent de-
cennial counts each year with new information using births,
deaths, and net migration information. The population estimates
are used in many formulas to allocate funding. They are also used
in the production of the final American Community Survey esti-
mates released to the public. Thus the quality of the official popu-
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lation estimates and the American Community Survey are inex-
tricably linked to the accuracy of the decennial census.

Federal agencies that administer grants and other Federal funds
allocation programs typically use a mix of the decennial census,
population estimates, and information from the American Commu-
nity Survey. I make this point to stress the importance of the up-
coming 2010 census. Our Governments Division recently analyzed
140 Federal grant and direct assistance programs for fiscal year
2007 and concluded that over $400 billion are distributed annually
using one or more of these Census Bureau data sources. There is
no better way to emphasize the importance of the 2010 census for
local, State, and tribal governments than by acknowledging this.

In the years between the decennial censuses, the Population Es-
timates Program of the Census Bureau produces the official popu-
lation estimates for the United States. They are considered esti-
mates because they are population figures that do not arise directly
from a complete count. They are determined by using available
data, for example, from available administrative record data on
births and deaths as well as information from the IRS to track net
migration flows. The estimates rely heavily on data from the latest
available decennial census as those census data serve as the basis
on which the population estimates are constructed.

Again, though, the most important contributing factor to a
State’s estimated population at any given point in time is the count
of that State’s population in the most recent decennial census. To
ensure the population estimates are as accurate as possible, it is
important and critical to have an accurate census count upon
which the estimates can be built. To that end, we encourage every-
one to participate in the 2010 census.

In closing, I want to stress that the Census Bureau’s goal is to
produce complete and accurate data that meet the needs of our cus-
tomers. For Federal funds allocation, the single most important
contribution the Census Bureau can make is to count everyone,
count them once, and count them where they usually reside. This
is the daunting challenge but we are committed to making the
2010 census the most successful ever.

Thank you for this opportunity to testify.

[The prepared statement of Mr. Mesenbourg follows:]



PREPARED STATEMENT OF
THOMAS MESENBOURG
ACTING DIRECTOR
U.S. CENSUS BUREAU

Census Data and Their Use in Federal Formula Funding

Before the Committee on Oversight and Government Reform
Subcommittee on Information Policy, Census, and National Archives
U.S. House of Representatives

9 July, 2009

Mr. Chairman, Ranking Member McHenry, Members of the Subcommiittee,
thank you for the opportunity to discuss the role that data produced by the
Census Bureau play in federal funds distribution.

I appreciate the Subcommittee’s attention to this important issue, and I am
pleased to be testifying alongside three of the agencies that use our data. This
helps to make an important point. The Census Bureau is not involved in
developing, administering, or evaluating the programs that use our data in their
funding formulas. However, the Census Bureau, through the decennial census,
the American Community Survey, and Population Estimates Program, is the
producer of the data products used by agencies in their funding formulas. Our
job is to produce the most accurate and complete data possible.

Today I will focus my testimony on how the Census Bureau produces the three
major data sources used for funding formulas. The Decennial Census Program
includes both the 2010 Census and the detailed demographic, social, economic,
and housing characteristics provided annually by the American Community
Survey (ACS). The American Community Survey collects data monthly for
population and housing characteristics that were previously collected in the
decennial census long form.
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The Population Estimates Program produces population estimates for the
Nation, states, counties, cities, and towns on an annual basis. These population
estimates update the most recent decennial census counts each year with new
information on births, deaths, and net migration. The population estimates are
used in many formulas to allocate funding. They are also used in the production
of the final ACS estimates released to the public. Thus, the quality of the official
population estimates and the ACS are closely connected to the accuracy of the
decennial census. Federal agencies that administer grants and other Federal
funds allocation programs typically use a mix of decennial census data,
population estimates, and estimates of specific characteristics of the population;
most often income and poverty data from the ACS are used in the formulas.

I'make this point to stress the importance of the upcoming 2010 Census. Our
Governments Division analyzed 140 federal grant and direct assistance programs
in FY 2007 and concluded that over $400 billion are distributed annually using
one or more of these data sources. There is no better way to emphasize the
importance of a complete 2010 Census count for local, state and tribal
governments than by acknowledging this.

Population Estimates Program Data

In the years between decennial censuses, the Population Estimates Program of
the Census Bureau produces the official population estimates for the United
States. They are considered “estimates” because they are population figures that
do not arise directly from a census or count - they are determined by using
available data (for example, administrative record data on births and deaths) in
conjunction with census counts. The estimates rely heavily on data from the
latest available census, as those census data serve as the basis on which the
estimates are built.

The basic procedure we use to estimate the population is to start with the
decennial census counts, add births to U.S. resident women, subtract deaths of
U.S. residents, and add an estimate of net international migrants. Data on the
number of births and deaths are provided by the National Center for Health
Statistics and our state partners. The number of net international migrants is
estimated by the Census Bureau using a method that capitalizes on the latest
available data from the ACS as well as other data sources.
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To produce the state-level population estimates, we follow a similar formula. We
begin with the decennial census counts, add births to residents of the state,
subtract deaths of residents of the state, add an estimate of net international
migration into the state, and add an estimate of the net migration between the
state being estimated and the rest of the United States. The state-to-state
migration estimates are based on information derived from federal tax records
and Medicare enrollment data. We follow a similar procedure to produce
county-level estimates.

Our job is to produce the most accurate population estimates we can for all
geographic areas. We do this with well-established demographic methods. We
always seek to improve our programs, and the Population Estimates Program is
no exception. Last year, we conducted a large research effort to evaluate the
method we use fo produce our population estimates against a series of
alternative methods. The method we currently use performed very well.
Nonetheless, we will continue to evaluate our work once the 2010 Census is
complete.

In addition, the Census Bureau has two programs in place to help improve the
accuracy of the population estimates. The first is a cooperative program that we
have with the states, the Federal State Cooperative Program for Population
Estimates or FSCPE. The Census Bureau established this partnership with the
states in 1967 to foster cooperation in the annual production of population and
housing estimates for states, counties, and subcounty areas. State members of
the FSCPE provide input data for their respective state’s estimates and review
the results prior to public release of the data. The state representatives also
provide advice and guidance on technical issues involved in the production of
estimates and participate in the review and evaluation of the 2010 Census counts.

The Census Bureau also has a program in place referred to as the Challenge
Program, which allows local entities to provide additional data to the Census
Bureau to help improve the population estimates. The data provided by local
areas can often make our population estimates more accurate.

Again, though, the most important contributing factor to a state’s estimated
population at any given point in time is the count of that state’s population in the
most recent decennial census. To ensure the population estimates are as accurate
as possible, it is important to have an accurate census count upon which the
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estimates can be built. To that end, we encourage everyone to participate in the
2010 Census.

In closing, I want to stress that the Census Bureau’s goal is to produce complete
and accurate data that meet the needs of our customers. For federal funds
allocation, the single most important contribution the Census Bureau can make is
to count every one, count them only once, and count them where they usually
reside. This is a daunting challenge, but we are committed to making the 2010
Census the most successful ever.

Thank you again for this opportunity to testify. I am happy to answer any
questions.
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Mr. Cray. Thank you, Mr. Mesenbourg. Mr. Goldenkoff, you are
recognized.

STATEMENT OF ROBERT GOLDENKOFF

Mr. GOLDENKOFF. Chairman Clay, Ranking Member McHenry,
and members of the subcommittee, thank you for the opportunity
to be here today to discuss the role that population data plays in
the allocation of Federal funds to States and localities.

In my written statement, we reported that in past years the Fed-
eral Government has annually distributed over $300 billion in Fed-
eral assistance through grant programs using formulas driven in
whole or in part by census population counts. According to a new
Census Bureau study, this figure is now over $400 billion for fiscal
year 2007. What is more, the American Recovery and Reinvestment
Act will obligate an additional $161 billion to Federal grant pro-
grams for fiscal year 2009, including some programs that depend
to some extent on census population data to determine the amount
of Federal assistance.

As agreed with the subcommittee, my testimony describes how
census data are used in the allocation of Federal formula grant
funds and how the structure of the formulas and other factors can
affect those allocations. In particular, I want to stress two key
points. First, although population counts play an important role in
the distribution of Federal funds, other factors such as the design
of the grant formulas can mitigate the effect that any population
changes have on funding levels.

Second, because population estimates are important for Federal
funding allocations and the decennial census is the foundation for
these estimates, an accurate enumeration in 2010, including the re-
duction in the historic under-count of minority and other popu-
lations as well as a complete count of communities affected by Hur-
ricane Katrina and other natural disasters, is absolutely essential.

Federal grants use various sources of population data in their
funding formulas. The largest of these is the decennial census,
which the Census Bureau conducts every 10 years.

The Bureau also estimates the population for the years between
censuses, known as post-censal estimates. For example, the alloca-
tion formula for Social Services Block Grants, which help States
fund day care, health, substance abuse, and numerous other pro-
grams, uses the most recent post-censal population estimates to
distribute funds.

Another source of population data is the Bureau’s American
Community Survey, which provides detailed annual data on socio-
economic characteristics for the Nation’s communities. It is used to
allocate Federal funds for such programs as the Section 8 Housing
Voucher Program, which is aimed at increasing affordable housing
choices for very low income households.

A third source is the Current Population Survey, which is con-
ducted by the Census Bureau for the Bureau of Labor Statistics.
CPS data are used to allocate funds for programs under the Work-
force Investment Act of 1998, which provides work force develop-
ment services to employers and workers.

Among funding formulas that rely on population data, the degree
of reliance varies. On the one hand, the Social Services Block
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Grant formula allocates funding based on States’ population rel-
ative to the total U.S. population. On the other hand, some for-
mulas such as Medicaid use population plus one or more other
variables to determine funding levels.

As the completeness and accuracy of population data can mod-
estly affect grant funding streams and other applications of census
data, the Bureau has used a variety of programs to address pos-
sible errors in population counts and estimates.

Importantly, however, while accurate population data play an
important role in allocating Federal assistance, various grant-spe-
cific factors can also affect the distribution of Federal funds and
can mitigate the impact of population changes. For example, some
grant programs including Medicaid employ floors in order to miti-
gate the outcome that would result if a particular grant allocation
were determined by the funding formula alone. Further, in order
to prevent funding losses from a formula change, programs can in-
clude hold harmless provisions guaranteeing a level of funding that
is based on a prior year’s funding.

In conclusion, while population data play an important role in al-
locating Federal assistance through formula grant programs, the
design of a grant can also affect funding allocations and in some
cases can mitigate or entirely mute the impact of a change in popu-
lation. Further, shifts in population, inaccuracies in census counts,
and methodological problems with population estimates can also
impact the distribution of Federal grant money.

Nevertheless, given the importance of census data as a baseline
for post-censal estimates used for grant programs as well as for
congressional apportionment and redistricting, counting the Na-
tion’s population once, only once, and in the right location in 2010
will be absolutely critical.

Mr. Chairman, this concludes my remarks and I will be glad to
answer any questions that you or other subcommittee members
may have.

[The prepared statement of Mr. Goldenkoff follows:]
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FORMULA GRANTS

Census Data Are among Several Factors That Can
Affect Funding Allocations

What GAO Found

Federal grants use various sources of population counts in their funding
formulas. They include the decennial census, which provides population
counts once everyl0 years, and also serves as the baseline for estimates of the
population for the years between censuses—known as postcensal estimates.
Other sources of population data include the Bureau's American Community
Survey and the Current Population Survey conducted by the Bureau for the
Bureau of Labor Statistics, which provides raonthly data.

The degree of reliance on population in funding formulas varies. For example,
the Social Services Block Grant formula allocates funding based solely on a
state’s population relative to the total U.S. population. Other programs use
population plus one or more variables to determine funding levels. Medicaid,
for example, uses population counts and income to determine its federal
reimbursement rate.

On the basis of simulations GAO conducted of federal grant allocations by
selected federal grant programs—for illustrative purposes only—we found
that changes in population counts can affect, albeit modestly, the allocations
of federal funds across the states. For example, in 2006 we found that
compared to the $159.7 billion total federal Medicaid funding in 2004, 22 states
would have shared an additional $208.5 million in Medicaid funding, 17 states
would have lost a total of $368 million, and 11 states and the District of
Columbia would have had their funding unchanged. In total 0.2 percent of
Medicaid funds would have shifted as a result of the simulation.

In addition to population data, various other factors related to the design of
federal grant programs may mitigate the effect that population changes can
have on the distribution of federal funds. For example, in order to prevent
funding losses from a formula change, several programs include hold-
harmless provisions guaranteeing that each recipient entity will receive a
specified proportion of the prior year’s amount or share regardless of
population changes.

- View GAO-09-832
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Chairman Clay, Mr. McHenry, and Members of the Subcommittee:

Thank you for the opportunity to be here today to discuss the role that the
nation’s population count plays in the allocation of federal funds to states
and localities. As agreed with the Subcommittee, my remarks today
describe (1) how census data are used in the allocation of federail formula
grant funds, and (2) how the structure of the formulas and other factors
can affect those allocations.

My main point is that although population counts play an important role in
the distribution of federal funds, other factors, such as the design of the
grant formulas, can mitigate the effect that any population changes have
on funding levels. It does not necessarily follow that an increase or
decrease in population size would have a proportional effect on the
amount of federal assistance an entity ultimately receives. Nevertheless,
because population estimates are important for federal funding
allocations, and the decennial census is the foundation for these estimates,
an accurate enumeration in 2010—including a reduction in the historic
undercount of minority and other populations, as previously reported'—is
essential.

As you well know, the decennial census is a critical national effort
mandated by the Constitution, and census data are used to apportion
congressional seats and redraw congressional districts. Data from the
decennial census, and annual estimates of the nation’s population that are
derived from the decennial, directly and indirectly affect the allocation of
federal assistance to state and local governments. In past years, the federal
government distributed over $300 billion annually in federal assistance
through federal gramt programs to states and localities using formulas
driven in whole or in part by census population data. The enactment of the
American Recovery and Reinvestment Act of 2009 (Recovery Act)'—
which is intended to help restore the economy, invest in our national
infrastructure, and minimize and avoid reduction in state and local
government services—will allocate additional money through grant
programs. Of the $580 billion in additional federal spending associated
with the Recovery Act, the federal government will obligate an estimated
additional $161 billion to federal grant programs for fiscal year 2009,

L GAO, 2010 Census: C FCatis Ci i
GAO-09-525T (Washington, D.C.: Mar. 23, 2009).

% Pub. L. No. 111-5, 123 Stat. 115 (Feb. 17, 2009).

Has P ial to Boost Partict
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including some programs that depend on census population data in whole
or in part to determine the amount of federal assistance.

The Census Bureau (Bureau) puts forth tremendous effort to conduct an
accurate count of the nation’s population. However, some degree of error
in the form of persons missed (an undercount), counted more than once
(an overcount), or in the wrong location is inevitable. Such errors are
particularly problematic because of their differential impact on various
subgroups. Minorities, renters, and children, for example, are more likely
to be undercounted by the census, while more affluent groups, such as
people with vacation homes, are more likely to be enumerated more than
once.

Further, the U.S. has an increasingly mobile population, and natural
disasters such as Hurricane Katrina can have a dramatic impact on
population counts of affected communities. For example, in the wake of
Hurricane Katrina, the Red Cross estimated that over a half a million
people were displaced and either temporarily or permanently migrated to
other areas. Because many federal grant prograras rely to some degree on
population reeasures, shifts in population, inaccuracies in census counts,
and methodological problems with population estimates can all affect the
allocation of funds.

My remarks are based primarily on reports we have previously issued on
various formula grant programs and the allocation of federal funds (please
see the final pages of this testimony for a list of related GAO products). To
update information from our prior work, we reviewed funding data for
selected grant programs in the Office of Management and Budget's
Analytical Perspectives, Budget of the U.S. Government, Fiscal Year
2010 and interviewed Bureau officials. We selected five grant programs
based on prior work we conducted that illustrate how population and
other factors can affect the allocation of federal funds. According to the
General Services Administration's Catalog of Federal Domestic
Assistance, the federal government administers over 1,800 different grant
programs. Some grant programs use census population data in their
allocation formulas while others do not. The five programs we selected
constituted about $225.7 billion in fiscal year 2008 obligations, and
represented more than 40 percent of federal program grant obligations in
that year. The programs we selected (and the amount of money obligated
in fiscal year 2008) include:

Page 2 GAOD-09-832T
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the Medical Assistance Program (Medicaid),” which is a joint federal-state
program that finances health care for certain low-income individuals
(about $214.0 billion in fiscal year 2008 obligations);*

the Community Development Block Grant program (CDBG),® which is
intended to develop viable urban communities by providing decent
housing and a suitable living environment and expanding economic
opportunities, principally for persons of low and moderate income (about
$4.9 billion in fiscal year 2008 obligations);*

the Vocational Rehabilitation Program (VR),” which administers grants for
the purpose of providing vocational rehabilitation services to persons with
disabilities who are seeking competitive employment ($2.9 billion in fiscal
year 2008 obligations);

the Social Services Block Grant (SSBG) program,”® which is a federal
program that provides funds to assist states in delivering social services to
adults and children ($1.7 billion in fiscal year 2008 obligations); and

the Ryan White Comprehensive AIDS Resources Emergency (CARE) Act
of 1990, which was enacted to address the needs of jurisdictions, health
care providers, and people with human iramunodeficiency virus/acquired
immunodeficiency syndrome (HIV/AIDS) and their family members (about
$2.2 billion in fiscal year 2008 obligations).

42 U.S.C. §§ 1396 10 1396w-2.

* Growing obligations in fiscal years 2009 and 2010 would then be supplemented by an
estimated $79.8 billion under the Recovery Act.

$42U.S.C. §§ 53015321

“The CDBG obligation in fiscal years 2009 and 2010 will be supplemented by an estimated
$3 billion under the Recovery Act.

T29US.C. §§ 720-75L

The VR obligation in fiscal year 2009 will be supplemented by an estimated $540 mitlion
under the Recovery Act.

43 US.C. §§ 1397-1397¢
42 U.S.C. §§ 300ff to 300£-121.

Page 3 GAO-09-832T
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Changes in Census
Population Counts
Can Affect the
Allocation of Federal
Funds

Federal grants use various sources of population counts in their funding
formulas, First, the Bureau conducts the decennial census, which provides
population counts once every 10 years, and also estimates the population
for the years between censuses——known as postcensal estimates. For
exariple, the SSBG allocation formula uses the most recent postcensal
population estimates to distribute funds. Second, the Bureau’s American
Community Survey provides detailed annual data on socioeconomic
characteristics for the nation’s communities and is used to allocate federal
funds for such programs as the Section 8 housing voucher program,” an
effort aimed at increasing affordable housing choices for very low-income
households. In addition, the Current Population Survey conducted by the
Bureau for the Bureau of Labor Statistics provides monthly data and is
used to allocate funds for programs under the Workforce Investment Act
of 1998,” which provides workforce development services to employers
and workers. ’

Among funding forraulas that rely on population data, the degree of
reliance varies, On the one hand, the SSBG formula allocates funding
based on a state's population relative to the total U.S. population. On the
other hand, some formulas use popuiation plus one or more other
variables to determine funding levels. Medicaid, for example, uses
population counts and income to determine the federal reimbursement
rate. The Medicaid formula is based on the ratio of a state’s aggregate
personal income to the same state’s population relative to aggregate U.S.
per capita personal income. Other grant programs, such as CDBG, are
driven by multiple factors in addition to population such as poverty,
housing overcrowding, and the age of the housing. Population plays a
more limited role in other programs. Federal assistance under one part of
the CARE Act does not use census population counts in its funding
formula. Rather, census population counts are used in this part as criteria
for program eligibility—CARE Act funds under this part are awarded to
urbanized areas, which are determined in part by census population
counts. The actual amount of federal assistance is based on the counts of
people with HIV/AIDS.*

Y42 US.C. § 14371
¥ Pub. L. No. 105-220, 112 Stat. 936 (Aug. 7, 1998).
¥ See, e.g., 42 U.S.C. §§ 300£E-11, 300MF-13.
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Accurate Population
Counts Are Important for
Allocating Federal
Assistance

On the basis of simulations we conducted of formula grant allocations, we
found that changes in population counts can affect, albeit modestly, the
allocations of federal funds for the programs analyzed. Note that these
simulations were for illustrative purposes only-—to demonstrate the effect
that alternative population estimates could have on selected federal grant
programs.

In two prior reports, we simulated the reallocations that would have
resulted from using alternative population counts for Medicaid
allocations.™ In our 2003 report, based on population estimates that
differed from the 2000 Census count by about 3.2 percent across the U.S.
and varying state by state, we found that of the $110.9 billion total federal
Medicaid spending in 2002, 18 states would have shared an additional
$377.0 million in Medicaid funding, 21 states would have lost a collective
$363.2 million, and 11 states and the District of Columbia would have had
their funding unchanged.

Tn our 2006 report, based on population estimates that differed from the
2000 Census count by about 0.5 percent across the U.S. and varying state
by state, we found that of the $159.7 billion total federal Medicaid funding
in 2004, 22 states would have shared an additional $208.5 million in
Medicaid funding, 17 states would have lost a total of $368 million, and 11
states and the District of Columbia would have had their funding
unchanged.” In total, 0.2 percent of Medicaid funds would have shifted as
a result of the simulation, In our 2006 repdrt, we also simulated the
reallocations of SSBG funding and found that of the $1.7 billion in SSBG
allocations, 27 states and the District of Columbia would have shared a
gain of $4.2 million and 23 states would have shared a loss of $4.2 million.
In total 0.2 percent of SSBG funds would have shifted as a result of the
simulation.

 GAQ, Federal Assi Tustrative $i of Using Statistical Populati
Estimates for Reallocating Certain Federal Funding, GAO-06-567 (Washington, D.C.: June
22, 2006) and Medicaid Formula: Differences in Punding Ability among States Qften Are
Widened, GAO-03-620 (Washington, D.C.: July 10, 2003).

' GAO-06-567.
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The Census Bureau Has
Procedures for Addressing
Errors in Population
Counts

Since the completeness and accuracy of population data can modestly
affect grant funding streams and other applications of census data, the
Bureau has used a variety of programs to address possible errors in
population counts and estimates. Not all of these programs are completed
by December 31 of the decennial year—the date on which population data
are to be sent to the President for purposes of congressional
apportionment. Corrections made after this date may be reflected in the
population counts made available for redistricting or the allocation of
federal funds.

Demographic Full Count Review: For the 2000 Census, analysts were hired
under contract by the Bureau to identify, investigate, and document
suspected data discrepancies in order to clear census data files and
products for subsequent processing or public release. Bureau reviewers
were to determine whether and how to correct the data by weighing
quality improvements against time and budget constraints. Bureau officials
told us that they expect to implement something similar to the 20600
prograr, but they have not made a final decision for 2010.

Count Question Resolution (CQR): In addition, for the 2000 Census the
Bureau implemented the CQR program to provide a mechanism for state,
local, and tribal governments, as well as Bureau personnel, to correct the
counts of housing units and other types of dwellings and their associated
populations. Governmental entities could use the updated information
when applying for federal assistance that uses census data as part of the
allocation formula. Between the program’s initiation in.June 2001 and its
completion in September 2003, the CQR program corrected data affecting
over 1,180 of the nation’s more than 39,000 governmental units. Although
the national- and state-level revisions were relatively small, in some cases
the corrections at the local level were substantial. For example, the
Bureau added almost 1,500 persons to the population count of Cameron,
Missouri, when CQR found that a prison’s population was erroneously
omitted. Bureau officials told us that they expect to implement something
similar to the 2000 program, but they have not made a final decision for
2010.

Census Challenge Program: Further, to permit challenges to population
estimates prepared by the Bureau, the Bureau administers a program
whereby governmental units—including states, counties, and tribal and
local governments—may file informal challenges within a desi ed
period of time after the estimate is released by the Bureau. In the event
that the challenge cannot be resolved informalily, the governmental unit

Page § GAO-09-832T
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may proceed with a formal challenge where the state or local government
unit has a right to a hearing.” Using such documentation as new
construction permits, and data from water and electrical utilities, localities
can ask the Bureau to review and update their population counts. Between
2001 and 2007, 259 challenges led to adjustments in census population
estimates.

Coverage Measurement: Beginning with the 1980 Census, the Bureau has
had procedures in place to measure the accuracy of the census (or
“coverage”) by relying on additional information obtained from an
independent sample survey of the population. However, due to concerns
over the quality of the data and other factors, the Bureau has never used
the results of its coverage measurement efforts to adjust the census
population count. For the 2010 Census, the Bureau plans to measure
coverage error for various demographic groups and geographic areas, but
does not plan to use the results to adjust the final population counts.

Factors Other Than
Population Can Affect
Distribution of
Federal Funds

Although accurate population counts and estimates play an important role
in allocating federal assistance, various other factors related to the design
of federal grant programs may mitigate or increase the effect that
population changes can have on the distribution of federal funds. These
factors include floors on matching rates, floors for small states, hold-
harmless provisions, complex formula structures, lags in data, and
whether funding for a specific program is from a fixed pool or open ended.
1 will describe each in greater detail.

Floors on Matching Rates: Some grant programs eraploy floors in order to
mitigate the outcore that would resuit if a particular grant allocation were
determined by the funding formula alone. For example, the Medicaid
statute provides for a 50 percent floor.” In our 2003 report on federal
formula grant funding, we found that for certain states the Medicaid
matching provisions mitigated the effect of the Medicaid funding formula,
which has a population component.” In 2002, under the statutory formula,
which is based on personal income relative to state’s population,
Connecticut—a state with a high per-capita income—would have received

15 C.FR. §§ 90.1-90.18.

Y The Medicaid statute also generally provides for an 83 percent ceiling on the matching
rate of each state’s contribution, 42 U.8.C. §1396d(b). However, 1973 is the most recent
year that any state has qualified for the 83 percent ceiling in the federal matching rate.

* GAO-03-178.
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a 15 percent federal matching rate. Because of the statutory floor,
Connecticut instead received a 50 percent federal match,

Floors for Small States: To ensure at least a minimum level of funding for
all states, program formula aliocations with formulas that rely on
population data can include floors for small states. The VR formula
employs a floor allocation that overrides the population-based
allocations.” The least-populated states receive a higher allocation than
they would have otherwise received under the formula.

Hold-Harmless Provisions: In order to prevent funding losses from a
formula change, programs can inciude hold-harmless provisions
guaranteeing a level of funding that is based on a prior year’s funding. For
example, one part of the CARE Act contains hold-harmless provisions
whereby some recipients are guaranteed they will receive at least as much
funding as in the previous year.”

Complex Formula Structures: Many formulas include measures other than
population to distribute funds. VR allocations depend upon three factors:
the state’s 1978 allocation, population, and per capita income.” As a result,
the effect of increases in population raay be mitigated by their 1978
allocations and changes to the state's per capita income, CDBG allocations
are based on a complex dual formula structure using statistical factors
reflecting several broad dimensions of need. Each metropolitan city and
urban county is entitled to receive an amount equaling the greater of the
amounts calculated under two formulas. The factors involved in the first
formula are population, extent of poverty, and extent of overcrowded
housing, weighted 0.25, .50, and 0.25, respectively. The factors involved in
the second formula are population growth lag, poverty, and age of
housing, weighted 0.20, 0.30, and 0.50, respectively.” In these formulas, the
inclusion of population moderates the targeting impact of the other
formula factors. We previously reported that complex approaches such as
this can result in widely different payments to communities with similar
needs.®

Y29 U.S.C. § 730(a).

* See, e.g., 42 U.S.C. § 300K-13(2)(4).
#29US.C. § 730

* 42 U.8.C. § 5306,

® GAO, Community Development Block Grant Formula: Options for Improving the
Targeting of Funds, GAO-06-904T (Washington, D.C.: June 27, 2006).
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Lags in Data Used to Allocate Funds: Statutes that require formulas to use
specific sources of data can introduce lags in the data being used when
those data are not immediately available. Lags inherent in the collection
and publication of data by statistical agencies that gather and process data
can result in a formula relying on data that are several years old. For
exarnple, the Medicaid statute generally specifies that matching rates for
Medicaid be calculated 1 year before the fiscal year in which they are
effective, using a 3-year average of the most recently available per capita
income data reported by the Department of Commerce.” For fiscal year
2007, matching rates were calculated at the beginning of fiscal year 2006
using 3-year average data for 2002 through 2004—the latest then available.
Where recipients have been affected by recent changes to their population,
the recipient may view such allocations as slow to respond to these
changes in population.

Fixed Pool versus Open Ended Funding: Most programs have a finite or
fixed pool of funds to distribute, while others do not. In a fixed pool
program, such as SSBG, when a population change results in an increased
allocation for one state, the increase is offset by decreases in allocations
to one or more other states. In open-ended prograras, such as Medicaid,
states can receive more funding when states spend more from their own
source of revenue, without a corresponding decrease to other states.

In conclusion, while population data play an important role in allocating
federal assistance through formula grant programs, other grant-specific
features—several of which I have discussed today—can also play a role in
funding allocations, and in some cases can mitigate or entirely mute the
impact of a change in population. Importantly, not all grants work the
same, and an increase or decrease in population size may not have a
proportional impact on ultimate funding levels. Nevertheless, given the
importance of census data as a baseline for postcensal estimates used for
grant programs, as well as for congressional apportionment and
redistricting, counting the nation’s population once, only once, and in the
right location in 2010 is an essential first step.

Mr. Chairman, this concludes my remarks. I will be glad to answer any
questions that you or other Subcommittee members may have.

#42U.8.C § 1301(a).
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For further information regarding this statement, please contact Robert
Contacts and Goldenkoff, Director, Strategic Issues, on (202) 512-2757 or at
Acknowledgments goldenkoffr@gao.gov. Contact points for our Offices of Congressional

Relations and Public Affairs may be found on the last page of this
testimony. Individuals making key contributions to this statement included
Ty Mitchell, Assistant Director; Sarah Cornetto; Erin Dexter; Robert
Dinkelmeyer; Gregory Dybalski; Amber G. Edwards; Amanda Harris; and
Tamara F. Stenzel.
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Mr. CrAy. Thank you so much for your testimony, Mr.
Goldenkoff. Mr. Richardson, you are recognized for 5 minutes.

STATEMENT OF TODD RICHARDSON

Mr. RICHARDSON. Thank you. Chairman Clay, Ranking Member
McHenry, and members of the subcommittee, thank you for invit-
ing me to testify today.

HUD annually allocates directly or through guided competitions
more than $10 billion to cities, counties, States, Indian tribes, and
other grantees using several different formulas based on census
data. The Community Development Block Grant program, proposed
for fiscal year 2010 to allocate nearly $4.2 billion, allocates the
largest share of the dollars.

CDBG is a relatively complicated dual formula with one formula
allocating toward communities that have growth and higher pov-
erty and other formula allocating to communities that generally
have old housing and population loss. These formulas rely on five
variables from the Census Bureau. From census 2000 data, we
have persons in poverty, overcrowded households, and housing
units built prior to 1940. These variables are fixed until we inte-
grate American Community Survey data in fiscal year 2011. From
annual Population Estimates data, including updated data as a re-
sult of challenges, we have the number of persons and a variable
called growth lag.

I am going to talk a little bit about growth lag because it affects
the question that you raised about Toledo. The growth lag variable
is used to fund communities that have had historically declining
populations. If a community that has historically declining popu-
lations does a population challenge that shows its population is ac-
tually larger than we had thought it was, the net result on the
CDBG formula, unlike most formulas, is to result in a funding
change that would reduce funding under the CDBG program. So
that is a little unusual in terms of how formulas operate. But that
has been in place since 1977 when the formula was put in place.

Mr. CrAy. I am going to ask you to explain it in more detail
when we get to the questioning period. But go ahead.

Mr. RICHARDSON. Absolutely. Other programs that allocate fund-
ing using the basic CDBG formula are the Emergency Shelter
Grant Program and the guiding initial pro-rata need allocation for
the Continuum of Care homeless program competition.

Separate formulas relying on census data largely sample data
from the census 2000. They include the HOME, Native American
Housing Block Grant, Indian CDBG, Section 202, and Section 811
programs. The Housing Trust Fund, created in HERA and pro-
posed by the President to receive $1 billion for fiscal year 2010
would also be allocated to States using special tabulation data on
housing needs.

In 2010, as you know, the Census Bureau plans to publish the
first 5-year data products based on American Community Survey
data collected in 2005 through 2009. Beginning in fiscal year 2011,
HUD plans to use ACS 5-year average data in place of the census
2000 sample data that are used to allocate most of the funding for
the programs I just described.
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Our understanding is that the 5-year ACS data will be weighted
to the average of the population controls over the 5-year period.
This is a very good thing since it leads to an integration of updated
population and updated counts for all of the variables for each for-
mula on an annual basis. That said, the initial move to the ACS
data in fiscal year 2011 is very likely to cause some significant
changes in allocation amounts for program grantees.

Quality of data is only half of the equation in allocation formulas.
Quality of the formula is equally important. Because housing and
community development needs are not static, it is important to reg-
ularly assess whether these formulas need updating so they remain
well targeted to the intended needs and treat all grantees fairly.

In 2005, HUD published a report that identified some problems
with how the CDBG formula targets funds. The 2005 report dem-
onstrates some stark examples of how the CDBG formula is cur-
rently not as fair as it could be. It over-funds some less needy
places, it under-funds some very needy places, and it allocates very
different grant amounts to places with similar needs. The current
formula on average will target more funds to the most needy com-
munities but does so much less so than it did when it was devel-
oped in the 1970’s.

There are several problems with the current formula including
the use of housing built before 1940 as a proxy for population loss,
aging infrastructure, and dilapidated housing. While this may have
worked in the 1970’s, since the 1970’s the more distressed commu-
nities have torn down that old housing while the less distressed
communities have retained it. This leads to a shift in dollars from
distressed communities to less distressed communities.

Other variables like poverty are good measures but they create
some anomalies such as college towns getting large grants because
of the large number of students that are counted in poverty and
the growth lag variable which generally targets places that are los-
ing populations. There are some well off communities that have
been static in population since 1960 that get significant grants as
well.

The other problem is that this is a dual formula. A dual formula
creates some anomalies in itself, funding similarly needy commu-
nities at very different amounts.

As you are well aware, changing the CDBG formula to correct its
targeting problem is politically challenging. If funding is held static
or declining, a change in the formula that results in increases in
funding for some communities also results in decreases for others.
Fiscal year 2010, however, offers a rare opportunity to change the
CDBG formula without causing a funding decrease for any commu-
nity relative to the fiscal year 2009 allocations. This is because for
fiscal year 2010 President Obama has proposed to fully fund CDBG
at $543 million more than the amount funded in 2009. This gives
us an opportunity to implement a hold harmless provision.

Thank you.

[The prepared statement of Mr. Richardson follows:]
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Chairman Clay, Ranking Member McHenry, and members of the subcommittee, thank you for
inviting me to discuss how the Department of Housing and Urban Development uses Census
data, the criteria used to calculate funding for the Department’s major programs, and how the
Department uses the yearly Census estimates and the American Community Survey to adjust
funding formulas. I will also talk abut the Department’s report entitled “CDBG Formula
Targeting to Community Development Need” as well as the Obama Administration’s proposal to
pursue formula reform in conjunction with a funding increase for the CDBG program in Fiscal
Year 2010.

Allocation Formulas Using Census Data

HUD annually allocates approximately $7.8 billion directly to cities, counties, states, and Indian
tribes using formulas based on Census data. An additional $2.3 billion is allocated via
competitions guided by initial allocations to counties or field offices using Census data. Those
formulas are:

The Community Development Block Grant Program (CDBG) that is proposed for FY 2010 to
allocate $4.178 billion to more than 1,150 cities and counties directly as well as to smaller cities
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and counties through their states. This is a relatively complicated dual formula but
fundamentally relies on five variables from the Census Bureau. From Census 2000 sample data:

e persons in poverty;
¢ overcrowded households; and
e housing units built prior to 1940.

From annual population estimate data, including updated data as a result of challenges:

e number of persons; and
» growth lag, which provides more money to communities with slow population growth or
population decline since 1960. That is, declining population equates to more funding.

Other programs that allocate funding using the basic CDBG formula are the Emergency Shelter
Grant Program (3150 million for FY 2010) and for guiding the initial pro-rata need allocation for
the Continuum of Care homeless program competition ($1.643 billion proposed for FY 2010).

A separate formula that relies on Census 2000 sample data related to various dimensions of
housing need is the HOME Investiment Partnership program, proposed at $1.821 billion for FY
2010.

The Native American Housing Block Grant formula, proposed at $643 million for 2010, uses a
special tabulation of Census 2000 data on the housing needs of Native American households in
areas identified as Indian areas and places where tribes have made substantial housing
investment. The $65 million Indian CDBG program is allocated to regions using Census data as
part of a competition process. The $522 million proposed for new development in the Section
202 Supportive Housing for the Elderly program in FY 2010 and $114 million for the Section
811 Supportive Housing for Persons with Disabilities program also use Census data to allocate
funds by HUD field office, where competitions are held. The Housing Trust Fund, created in
HERA and proposed by the President to receive $1 billion for FY 2010, would also be allocated
to states using special tabulation data on housing needs.

In 2010, the Census Bureau plans to publish the first 5-year data products, based on American
Community Survey (ACS) data collected in 2005 through 2009. As such, HUD would expect to
use these data in its FY 2011 formula allocations in place of the Census 2000 data currently in
use.

Currently, the Census 2000 sample data that allocate the vast majority of the funds under these
formulas are not adjusted by population estimates and will remain static at their 2000 counts
until the ACS data are migrated into the formulas. The only variables updated annually are the
variables that explicitly use a count of the population — in CDBG those are population and
growth lag.

Our understanding is that the 5-year ACS data will be weighted to the average of the population

controls over the five year period. This is a very good thing since it leads to an integration of
updated population and updated counts for all of the variables for each formula on an annual

2
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basis. That said, the initial move to the ACS data in FY 2011 is very likely to cause some
significant changes in allocation amounts for program grantees because most of the funds from
the formula grant programs noted earlier are still being allocated based on Census 2000 sample
data counts.

Fair Market Rents (FMRs) and Income Limits

HUD uses data from the Census Bureau for far more than the allocation formulas. One of the
most important uses of the data for its programs is to calculate Income Limits and Fair Market
Rents. These calculations have an enormous impact on who is eligible for a host of programs
and the maximum rents HUD will subsidize, a critical component driving how much HUD pays
out in housing subsidy each year. HUD programs affected by FMRs and/or Income Limits
include the Public Housing program, Section 8 Housing Assistance Payments program, Section
202 Supportive Housing for the Elderly, and Section 811 Supportive Housing for Persons with
Disabilities, Moderate Rehabilitation Single Room Occupancy Program, CDBG and HOME.
Combined, funding for these programs is proposed at more than $34 billion for FY 2010 and
serve more than 4.5 million households. Many other government programs are also impacted by
these program parameters, including the Low-Income Housing Tax Credit program that has
produced over 1.2 million low-income housing units.

Income Limits are calculated directly from HUD’s annual median family income (MFI)
estimates with adjustments for area housing costs and family size. Median family incomes come
directly from ACS income data; relative housing costs are derived from FMRs. FMRs use ACS
data that include gross rents, total utility costs and housing characteristics such as bedroom size,
and whether the unit has a full kitchen and full plumbing. Additional census data used for rents
include the year the structure was built, the year the tenant moved in, and total acreage on which
the property resides.

While the ACS, conducted annually, is an enormous improvement in data currency, and
therefore accuracy in time, over the Decennial Census snapshot taken once a decade, it will
never provide the coverage or the statistical precision of the Decennial Census. This is because
the annual ACS relies on approximately 1.9 million completed surveys annually, while the
Decennial Census Long form had about 19 million completed surveys. Aggregated over five
years of the ACS cycle, five year ACS data estimates will be based on approximately 10 million
completed surveys, a little over half the number of completed surveys for the long form.

For Income Limits this means that, using five year data, the entire country will have a local
estimate. However, estimate will be less accurate. Currently, HUD uses income estimates in
inverse proportion to their margins of error. The larger the margin of error, the more HUD relies
on state level as opposed to local level survey results. Margins of error for one and three year
estimates are, on average, four times larger than the margins of error for Decennial Census
estimates, ranging up to a full 25% of the estimate.

FMRs are based on a fraction of the data that can be used for income estimates, FMRs are
calculated using the gross rent of market rate, two-bedroom, standard-quality, non-luxury, safe,
sanitary rental units into which the occupant has moved recently. FMRs are expected to control



112

for housing quality and housing assistance (i.e. reflect market rate units). Information on
housing assistance is missing entirely from the ACS and housing quality information is limited to
confirmation that the unit has a full kitchen and full plumbing. Paring the universe down to two-
bedroom, standard-quality units into which the occupant has recently moved eliminates
approximately 80 percent of the ACS sample.

Annual ACS data that can be used to generate ideally computed FMRs is sufficient to calculate
FMRs for only 2 percent of the very large FMR areas. These areas represent 55 percent of the

national population. ACS three-year rent data provides sufficient sample to cover 3 percent of
the FMR areas and 60 percent of the national population.

Large confidence intervals are inevitably the result of smaller sample sizes relative to the total
population being measured. The larger the margin of error, the less precisely HUD programs
and other formula allocations can be administered and the less accurately the program resources
can be targeted to the families that need them within the legal constraints of the program. The
Census Bureau can only produce estimates with smaller margins of error with the additional
resources required to increase sample sizes.

Consolidated Plan and areas of Low and Moderate Income Benefit

In addition to allocation formulas and calculation of income limits and fair market rents, Census
data is used for analysis and planning by HUD and HUD grantees. To participate in the CDBG
and HOME programs, grantees must prepare a Consolidated Plan that analyzes their local
housing needs and comprehensively plans for the use of HUD resources. To facilitate this, HUD
provides special tabulations of Census data that count the number of low-income families with
housing needs in every census tract. When the ACS 5-year data is available, HUD intends to
have these special tabulations updated annually, and will provide the data to grantees.

Note that the CDBG program also identifies targeting of funds to areas that have a majority of
low or moderate income households as meeting the national objective of benefiting low- and
moderate-income persons. These areas are currently identified using Census 2000 long-form
data at the Census Block Group level. Beginning in 2011, HUD intends to use ACS 5-year data
at the Census Tract level to define these areas.

Formula Targeting

HUD allocates substantial resources for affordable housing and to address community needs by
formula. Some formulas, such as the public housing, Housing Choice Voucher, and Project
Based Section 8 programs, are driven by unit counts, contracts, and prior per unit subsidy needs,
among other factors. Others like CDBG, HOME, NAHBG, ESG, and the new Housing Trust
Fund are distributed using population, demographic data, and other sources such as construction
costs. Housing and community development needs are not static and it is important to regularly
assess whether these formulas need updating so they remain well targeted to the intended needs
and treat all grantees fairly.
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In 2005, HUD published a report that identified some problems with how the CDBG formula
targets funds. CDBG is intended to develop viable urban communities by providing decent
housing and a suitable living environment, and by expanding economic opportunities, principally
for low- and moderate-income persons. The funds are used to carry out a wide range of
community development activities directed toward revitalizing neighborhoods, economic
development, and providing improved community facilities and services. Entitlement
communities develop their own programs and funding priorities. However, grantees must give
maximum feasible priority to activities which benefit low- and moderate-income persons. A
grantee may alse carry out activities which aid in the prevention or elimination of slums or
blight.

Each decade for the last three decades, HUD’s Office of Policy Development and Research has
developed a community development index to measure community development needs in
America. The 2005 index uses 17 variables to measure, among other things, poverty, crime,
unemployment, general economic decline, and certain housing problems. Each decade we have
compared how the CDBG formula targets funds against this composite needs index. And each
analysis has sharpened the picture of the opportunity we are missing. The decades-old CDBG
formula increasingly allocates funding in a distorted way. The 2005 report demonstrates some
stark examples of how the CDBG formula is currently not as fair as it could be.

o It over funds some less needy places.
o It under funds some very needy places.
o And it allocates very different amounts of money to places with identical needs.

The current formula, on average, still targets more funds to the most needy communities, but
much less so than it did in the 1970s.

There are several problems with the current formula. The current variables were identified based
on 1970 Census data to serve as a proxy for community development need. Our nation has
change a lot since 1970 so some of these variables are no longer good measures. A good
example of this is using housing built before 1940 as a proxy for population loss, aging
infrastructure and dilapidated housing. This worked in the 1970s but over time the distressed
communities have torn down their old housing while less distressed communities have renovated
their old homes. This has shifted dollars from distressed communities to less distressed
communities. For example, since 1980, Detroit, East Saint Louis, and Newark have demolished
half of their old housing while Newton, MA; Oak Park, 1L; Royal Oak, MI; and Evanston, IL
have retained their older housing.

Other variables are generally good at targeting to need but create anomalies. Poverty is a good
example. While poverty generally is a good variable for targeting to need, it disproportionately
favors college towns because Census data show a high percentage of college students, many of
which are supported by their family, as being in poverty. For example, Davis, CA, a college
town, has a poverty rate of 27 percent. If college students are subtracted out, Davis® poverty rate
falls to 7 percent. Growth lag, the measure of population change since 1960 that provides
funding for communities growing slowly or losing population, generally targets to need, but it
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also funds some slow growing, well-off communities and it creates significant anomalies
between similarly needy communities.

The most important problem is not as obvious. The current formula is quite complicated. At the
core of the formula is that it is actually two formulas, and the grant is based on whatever formula
a community gets the greater of. This dual formula creates a serious problem where
communities with very similar overall need on a per capita basis get very different grant
amounts. This disparity is mostly a function of this dual formula.

As you are well aware, changing the CDBG formula to correct its targeting problems is
politically challenging. If funding is held static or declining, a change in the formula that results
in increases in funding for some communities also results in decreases for others. In the case of
CDBQG, not changing the formula for over 30 years means that without a funding increase, any
change to the formula that fixes the problems I've noted would result in significant increases and
decreases in funding for some communities.

CDBG Reform

FY 2010, however, offers a rare opportunity to change the formula without causing a funding
decrease for any community relative to their FY 2009 allocations. This is because for FY 2010,
President Obama has proposed to fully fund CDBG, at $4.178 billion for the formula in 2010,
representing a $543 million increase over 2009 funding. We look forward to working with the
Congress to cotrect the problems I”ve highlighted. With the increase, we can fix the formula so
that high need and historically underfunded communities have their grants increased while not
reducing the grants below their 2009 levels for any other community. This requires a change to
the authorizing language. HUD also wants to work with the Congress to establish new
performance measurement and accountability standards for grantees that receive the funds. Once
we have gotten the funds into the hands of communities based on their needs, HUD wants more
tools to ensure that those communities are held accountable for applying those funds in a way
that most effectively addresses their specific needs.

As this testimony demonstrates, the data collected by the Census Bureau is absolutely critical for
HUD to run its programs. Thank you for your time, I look forward to answering any questions
you might have.
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Mr. CrAY. Thank you. Mr. Moulds.

STATEMENT OF DONALD MOULDS

Mr. MouLDs. Good afternoon, Chairman Clay, Ranking Member
McHenry, and distinguished members of the subcommittee. Thank
you for the opportunity to appear before you today to discuss the
topic of how data from the U.S. Census Bureau are used by the De-
partment of Health and Human Services in the allocation of Fed-
eral program funds through formula grants.

HHS is the U.S. Government’s principal agency for protecting the
health of all Americans and providing essential human services, es-
pecially for those who are least able to help themselves. We admin-
ister more than 300 programs covering a wide spectrum of activi-
ties and representing almost a quarter of all Federal outlays.

HHS administers more grant dollars than all other Federal agen-
cies combined and awards approximately 60 percent of the Federal
Government’s grant dollars. In fiscal year 2008, HHS awarded
nearly $265 billion in grants representing 38 percent of total De-
partmental spending. The Centers for Medicare and Medicaid Serv-
ices awarded the largest amount of grant dollars and the National
Institutes of Health awarded the largest number of grants.

For most of the formula grants administered by HHS, the grant
allocation formula and data elements are specified in statute. At-
tached to my written statement is a table listing the HHS-spon-
sored grants that specified the used of data from the Census Bu-
reau in allocating grant funds.

I would like to highlight a few examples of how HHS uses spe-
cific census data elements in grant programs. They are representa-
tive of a variety of grant programs administered by HHS as well
as the types of census data that are used in calculating grant
award amounts in carrying out statutory intent.

The first is the Child Care and Development Fund, which is the
primary Federal program specifically devoted to providing families
access to child care and improving the quality of child care. Grants
are awarded to States through three component funding streams,
two of which rely on the use of Census Bureau data in their fund-
ing formulas. One allocates block grant funding to States using a
formula that includes the State’s share of the Nation’s children
under five. The other awards funding to eligible States based on
their share of the Nation’s children under age 13. Data for both
children’s ratios are obtained from the Census Bureau.

The Congregate Nutrition Services and Home-Delivered Nutri-
tion Services programs provide meals and related nutritional serv-
ices to older individuals to help them remain independent and in
their communities. Grants for Congregate Nutrition Services and
Home-Delivered Nutrition Services are allocated to States and ter-
ritories by a formula based on their share of the population aged
60 and over using data issued by the Census Bureau.

The mission of the Maternal and Child Health Block Grant is to
improve the health of mothers, children, and their families by im-
proving access to health care, eliminating health disparities, and
improving the quality of health care. Funding for one component
of this program is allocated to States in proportion to their popu-
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lation of low income children relative to the Nation’s. The formula
uses census data.

The majority of HHS’s grant allocations, however, are not driven
by Census Bureau data. For example, over three quarters of man-
datory grant funds awarded by HHS are received by States
through the Medicaid program. Census data are used by the Bu-
reau of Economic Analysis but not by HHS to produce State and
national per capita income data, which then are used in calculating
the Federal Medical Assistance Percentage [FMAP]. State spending
on covered Medicaid services is matched by the Federal Govern-
ment at the FMAP rate.

The authorizing statues that specify funding allocation formulas
for HHS grant programs typically specify the use of either the de-
cennial population figures or the most recent population estimates
from the current Population Survey published by the Census Bu-
reau. The statutory formulas do not direct the Department to use
the census data that have been adjusted for population under-count
and HHS does not make any adjustments of its own.

In summary, HHS uses a variety of data from the Census Bu-
reau in calculating funding levels for Federal grant programs. Of
the 300 programs administered and managed by the Department
of Health and Human Services, 50 are grant programs. Of them,
census data are used to calculate funding levels in 35. Census data
are used by HHS in all cases where authorizing legislation dictates
its use and the manner in which it is to be used. HHS does not
exercise any discretion to adjust funding formulas.

Thank you for the opportunity to testify. I would be happy to an-
swer any questions you might have.

[The prepared statement of Mr. Moulds follows:]
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Good afternoon Chairman Clay, Ranking Member McHenry, and distinguished
members of the Subcommittee. I am Donald Moulds, the newly appointed Principal
Deputy Assistant Secretary for Planning and Evaluation in the Department of Health and
Human Services (HHS) and the Acting Assistant Secretary. Thank you for the
opportunity to appear before you today to discuss the topic of how data from the United
States Census Bureau (Census Bureau) are used by HHS in the allocation of federal

program funds through formula grants.

The Assistant Secretary for Planning and Evaluation (ASPE) is the principal
advisor to the Secretary of the Department of Health and Human Services (HHS) on
policy development in health, disability, aging, human services, and science, and
provides advice and analysis on economic policy. We also are the departmentél focal
point for policy research, analysis, evaluation and coordination of department-wide
science and data policy activities and issues. Upon receipt of the Committee’s request,
ASPE reviewed all grant programs that HHS funds, with a specific focus on how Census
data are used in calculating funding amounts for grants and whether adjustments in
funding are made based on the population “undercount.” ASPE does not compute (or
provide data to other entities within the Department to compute) federal funding
allocations for various department formulae grant programs. Each operating agency
within the Department is responsible for obtaining the required data for calculating
funding levels for individual grantees according to statutory definitions for its programs
and for preparing the allocation tabulations for funding in a statistically accurate and

apolitical manner.
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HHS is the United States government's principal agency for protecting the health
of all Americans and providing essential human services, especially for those who are
least able to help themselves. HHS administers more than 300 programs, covering a wide
spectrum of activities, and representing almost a quarter of all federal outlays. The
Department’s Fiscal Year 2009 budget authority, excluding the Recovery Act, is $777

billion.

HHS administers more grant dollars than all other federal agencies combined and
awards approximatély 60 percent of the federal government’s grant dollars. In order to
achieve our strategic goals and objectives, HHS forms partnerships with other federal
Departments; State, local, and tribal governments; tribal institutions; hospitals; the
business community; nonprofit and community-based organizations; and foreign
countries and international organizations. The primary vehicles used to fund these
partnerships are grants. Grants are financial assistance awards that provide support or
stimulation to accomplish a public purpose authorized by federal statute. HHS manages
an array of grant programs in health care financing, basic and applied science, public
health and public health services, income support, child development, and health and -

social services.

HHS awards two types of grants: formula and discretionary. Formula grants are
those that a federal agency is required by statute to award if the recipient, usually a State,
submits an acceptable State plan or application, and it meets the eligibility or compliance
requirements of the statutory and regulatory provisions of the program. Discretionary

grants are those that permit the federal government, according to specific authorizing
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legislation, to exercise judgment, or “discretion,” in selecting the applicant or recipient

organization through a competitive grant process.

In Fiscal Year 2008, HHS awarded nearly $265 billion in grants. Eighty-five
percent of HHS grant funding was directed toward mandatory programs, while 94 percent
of grantees received discretionary grants. The Centers for Medicare and Medicaid
Services (CMS) awarded the largest amount of grant dollars - $181 billion, or 69 percent
of total HHS grant funds. The National Institutes of Health awarded the largest number
of grants - 52,000, or 69 percent of all grants awarded — but less than § percent of total

HHS grant funds.

For most of the formula grants administered by HHS, the formula and data
elements that are to be used in allocating grant doflars are specified in statute. Attached
to my written statement is a table listing the HHS-supported grants that specify the use of
data from the Census Bureau in allocating grant funds. The majority of HHS’ grant

allocations are not driven by Census Bureau data.

For purposes of this hearing, T will focus my testimony principally on mandatory
grants. Mandatory grants can take the form of block grants and entitlements, which can
be either open-ended or closed-ended. The authorizing legislation for block grants,
which also may be referred to as formula grants, determines the purpose of the block
grant, eligibility, the scope of the program, and the grant allocation methodology.
Formula grants are typically based on factors such as population, poverty level, or other

relevant data.
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Following are some examples of how HHS uses specific Census data elements in
several different grant programs. They are representative of the variety of grant programs
administered by HHS, as well as the types of Census data that are used in calculating

grant award amounts in carrying out statutory intent.

Administration for Children and Families

The Administration for Children and Families (ACF) is responsible for federal
programs that promote the economic and social well-being of families, children,
individuals, and communities, ACF progl'ams finance a broad range of programs for
children and families to promote stability, economic security, responsibility and self-
sufficiency. ACF awarded the second highest percentage of total grants funds (17

percent, or $46 billion), representing 10 percent of the total number of grant awards.
Child Care and Development Fund

The Child Care and Development Fund (CCDF), administered by the
Administration for Children, is the primary federal program specifically devoted to
providing families with access to child care and improving the quality of child care. It is
the largest block grant program administered by ACF that uses Census data in allocating
funds. CCDF provides funds to States through three component funding streams, each of
which has a separate allocation formula and uses different data elements and sources.
Two of the funding streams rely on the use of Census Bureau data in their funding
formulaé. Shares of the Child Care and Development Block Grant are allocated to States
using a formula consisting of three factors, including a State’s share of the nation’s
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children under age five. Separately, States meeting certain eligibility criteria may be
awarded shares of the CCDF Matching Fund based on the number of children under age
13 in the State compared to the national total of children under 13. Data for the ratio of
children under age 5 and the ratio of children under age 13 are obtained from the Census

Bureau.
Social Services Block Grant

The Social Services Block Grant Program provides funding for social services
directed towards achieving economic self-sufficiency, preventing or correcting neglect,
abuse, or the exploitation of children and adults, preventing or reducing inappropriate
institutionalization, and securing referrals for institutional care. Each grant recipient has
the flexibility to determine what services will be provided and then either provides
services directly or purchases them from qualified providers. Funds are allocated
annually to states based solely on a State’s population as a share of the national
population. The source of the population data is the Census Bureau’s Population
Estimates Program (with the assistance of the Federal State Cooperative Program for

Population Estimates).

Administration on Aging

The Administration on Aging (AoA) allocates formula grants to the States,
Tem'tories and tribal organizations to promote the development of a comprehensive and
coordinated system of home and community-based services for 6lder people and their-
family caregivers. Through the aging services network, it plays an important role in

6
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delivering services and supporting consumer-centered systems of care that enable older

individuals to remain living in their own homes and communities for as long as possible.
Special Programs for the Aging, Title IIl, Part C, Nutrition

AoA’s nutrition grant programs are the largest of its grants to State and
community programs on aging. Nutrition services are provided under the Older
Americans Act to reduce hunger and food insecurity, promote socialization of older
individuals, and promote the health and well-being of older individuals and delay adverse
health conditions through access to nutrition and other disease prevention and health
promotion services. The Congregate Nutrition Services and Home-Delivered Nutrition
Services programs provide meals and related nutrition services to older individuals in a
variety of settings or by home-delivery to help them remain independent and in their
communities. Grants for Congregate Nutrition Services and Home-Delivered Nutrition
Services are allocated to States and Territories by a formula based on their share of the

population aged 60 and over, using data issued by the Census Bureau.

Health Resources and Services Administration

The Health Resources and Services Administration (HRSA) is the principal
federal agency charged with increasing access to health care for those who are medically
underserved. HRSA’s portfolio includes a range of programs or initiatives designed to
increase access to care, improve quality, and safeguard the health and well-being of the

Nation’s most vulnerable populations. HRSA distributes approximately 90 percent of its
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funding in grants to U.S. States and Territories, public and private health care providers,

health professions training programs and other organizations.
Maternal and Child Health Block Grant

The mission of the Maternal and Child Health (MCH) Block Grant is to improve
the health of mothers, children and their families. As HRSA’s second largest formula
grant program, its goals are to improve access to health care, eliminate health disparities,
and improve the quality of health care. One component of this program provides grants
to the States, District of Columbia and other jurisdictions that, in part, are allotted by a
legislated formula that sets aside funds for Special Projects of Regional and National
Significance and Community Integrated Service Systems. A portion of the appropriated
funds is allocated to States in proportion to a State’s population of low-income children

relative to the nation’s, The formula uses Census data.

Substance Abuse and Mental Health Services Administration

The Substance Abuse and Mental Health Services Administration (SAMHSA)
works to ensure that people with or at risk for mental or substance use disorders have the
opportunity for recovery and to lead a fulfilling life in the community. SAMHSA funds
and administers a rich portfolio of grant programs and contracts that support State and
community efforts to expand and enhance prevention and early intervention programs
and to improve the quality, availability and range of substance abuse treatment, mental
health and recovery support services, in local communities, where people can be served

most effectively.
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Substance Abuse Prevention and Treatment Block Grant

The Substance Abuse Prevention and Treatment (SAPT) Block Grant is the
largest block grant administered by SAMHSA. It is intended to be used by States for
planning, carrying out, and evaluating activities to prevent and treat substance abuse and
other substance-related HIV and tuberculosis activities as defined in statute. The Block
Grant provides 34 percent of State expenditures on substance abuse treatment and 64
percent of State expenditures on prevention. The formula for allotment of funds is
primarily based on the relative size of the State’s at-risk population, the relative costs of
providing substance abuse prevention and treatment services in a State, and its relative
ability to pay for these services. The formula uses the most recent data from various

sources including the U.S. Census Bureau.

Example of a Non-Formula Competitive Grant

In addition to these formula grant programs, HHS awards discretionary grants to a
variety of types of organizations. The types of activities commonly supported by
discretionary grants include demonstration, research, training, service, and construction
projects or programs. Discretionary grant awards account for 94 percent of the total
number of grant awards made in FY 2008, although they comprise only 16 percent of the

grant funds.

The Centers for Disease Control and Prevention (CDC) administers several
programs that use population data in the award making process. CDC works with
partners throughout the nation and world to protect health and safety, by providing

9
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credible information to enhance health decisions, and promoting health through strong
partnerships. One example of a CDC discretionary grant program that uses Census data
is the recent funding opportunity announcement “Collaborative Chronic Disease, Health
Promotion, and Surveillance Program Announcement: Healthy Communities, Tobacco
Control, Diabetes Prevention and Control, and Behavioral Risk Factor Surveillance
System.” Both the tobacco and diabetes components of this funding announcement use
state population based data as a factor in determining funding level decisions. In
addition, CDC releases bridged-race population estimates of the United States based on
Census counts for use in calculating vital statistics. CDC also has just launched the debut
of a new web-based tool, the National Environmental Public Health Tracking Network
(NEPHTN) to track health, exposure, and hazard information and data from a variety of
nationél, state, and city sources. Census data is critical to the NEPHTN in providing

information about a population’s income, race, or occupation.

Data Adjustments

The authorizing statutes that specify funding allocation formulae for HHS grant
programs vary in their data sources and elements. Those that identify the use of
population data from the Census Bureau specify the use of eifher the Decennial
population figures or the most recent population estimates from the Population Estimates
Program or the Current Population Survey published by the Census Bureau. The
statutory formulae do not direct the Department to use the Census data that have been
adjusted for population undercount, and HHS does not make such adjustments either.

We, therefore, accept the Census data as authoritative and apply them to the formulae. It

10
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is fair to assume that the annual Census population estimates do reflect the effects of
challenges, which Census has accepted in previous years. However, HHS does not make

any adjustments of its own.

Summary

HHS uses a variety of data from the Census Bureau in calculating funding levels
for federal grant programs. Many of the formula grant examples 1 have cited use
tabulations of population counts by State and by various age groups to distribute grant
funds. Of the 300 programs administered and managed by the Department of Health and
Human Services, 50 are grant programs, representing approximately 37 percent of HHS
expenditures in FY 2008. Of the 50 grant programs, Census data are used to calculate
fund{ng levels in about 35 of them Census data are not used, however, for some of our
largest progtams including, for example, Medicare, which makes direct payments to
providers, and the Temporary Assistance for Needy Families (TANF) block grant

program, which is allocated to States on the basis of their past welfare expenditures.

Census data are used by HHS in all cases where authorizing legislation dictates its
use and the manner in which it is to be used. HHS does not exercise any discretion to

adjust funding formulae because of undercounts in urban areas.

Thank you for the opportunity to testify. I would be pleased to answer any

questions you may have.

11
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HHS Formula Grant Programs Utilizing Census Data

Special Programs for the | A0A/93.041 AoA awards funds through a statutory formula to
Aging - Title VII, Chapter state Agencies on Aging. The statistical factor used
3 Programs for Prevention for fund allocation is the state population of persons
of Elder Abuse, Neglect, 60 years of age and over and the source is the most No
and Exploitation recent data available to the Assi S y for
Aging. In addition, minimum allotments are
established for states,
Special Programs for the A0A/93.042 AoA awards funds through a statutory formula to
Aging - Title VII, Chapter state Agencies on Aging. The statistical factor used
2 Long Term Care for fund allocation is the state popul. of persons
Ombudsman Services for 60 years of age and over and the source is the most No
Older Individuals recent data available to the Assi S y for
Aging. In addition, minimum allotments are
established for smaller states and territories.
Special Programs for the AoA/93.043 AoA awards funds through a statutory formula to
Aging — Title I, Pat D - state Agencies on Aging. In general, each state
Disease Prevention and shall be allotted an amount which bears the same
Health Promotion Services ratio to such sums as the population of older
individuals in such state bears to the population of
older individuals in all states. The number of No
individuals aged 60 or older in any state and in all
states shall be determined by the Assistant Secretary
on the basis of the most recent data available from
the Bureau of the Census, and other reliable
demographic data satisfactory to the A
Secretary.
Special Programs for the A0A/93.044 AoA awards funds through a statutory formula to
Aging — Title III, Part B - state Agencies on Aging. In general, each state
Grants for Supportive shall be allotted an amount which bears the same
Services and Senior ratio to such sums as the population of older
Centers individuals in such state bears to the population of
older individuals in all states. The number of No

individuals aged 60 or older in any state and in all
states shall be determined by the Assistant Secretary
on the basis of the most recent data available from
the Bureau of the Census, and other reliable

d phic data satisfactory to the A

Secretary.
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Special Programs for the
Aging - Title If, Part C
Nutrition Services

AcA/93.045
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AoA awards funds through a statutory formula. In
general, each state shall be allotted an amount which
bears the same ratio to such sums as the population
of older individuals in such state bears to the
population of older individuals in all states. The
number of individuals aged 60 or older in any state
and in all states shall be determined by the Assistant
Secretary on the basis of the most recent data
available from the Bureau of the Census, and other
reliable demographic data satisfactory to the
Assistant Secretary.

National Family Caregiver
Support, Title ITL, Part E

Ao0A/93.052

AoA awards funds through a statutory formula to
state Agencies on Aging. In general, the Assistant
Secretary shall allot amounts among the states
proportionately based on the population of
individuals 70 years of age or older in the states.
The number of individuals 70 years of age or older
in any state and in afl states shall be determined by
the Assistant Secretary on the basis of the most
recent data available from the Bureau of the Census
and other reliable demographic data satisfactory to
the Assistant Secretary.

Medicare Enrollment
Assistance Program

AoA/93.071

AoA awards funds through a statutory formula to
state Agencies on Aging. AoA will utilize
appropriate census (poverty) and Medicare coverage
(enrollment) data to identify statutory target
populations.

State Abstinence
Education Program

ACF/93.235

Funds are allocated among the states and
jurisdictions based on a formula determined by the
proportion that the ber of low i hild:

in the state bears to the total number of low income
children for all states.

No

Temporary Assistance for
Needy Families
Supplemental Grants for
Population Increases in
Certain States

ACF/93.558

Funds are allocated in part on the basis on the
population growth rate of a state as determined by
the Bureau of the Census; only states that qualified
in 1998 continue to receive supplemental grants.

Community Services
Block Grant

ACF/93.569

The official poverty line, as established by the
Secretary of HHS, is used as a criterion of
eligibility. Each state is allotted an amount which
bears the same ratio as the amount received by the

13
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state for fiscal year 1981 under Section 221 of the
Economic Opportunity Act of 1964 bore to the total

amount received by all states for fiscal year 1981, No
Child Care and ACF/93.575 Allocations for states are based on a formula that
Development Block Grant takes into the number of children below the
age of five, the number of child iving
assistance through the School Lunch Program in the No
state, and per capita income.
State Court Improvement | ACF/93.586 Each state court with an approved application is
Program allotted $85,000 for fiscal year 2007-2011. In
addition to this base amount, the remainder of the
amount appropriated for all state courts
(812,080,287 for fiscal year 2008) will be divided
among those courts with approved applications No
according to each state's proportionate share of :
children under the age of 21. If any state courts do
not apply for their share of these funds, the
laimed will be reall d each year to
all other state courts with approved applications.
Community-Based Child | ACF/93.590 States that meet all of the eligibility requirements
Abuse Prevention Grants will be awarded funds based in part on the number
of children under the age of 18 in each such state. No
Child Care Mandatory and | ACF/93.596 Eligible states are allocated matching funds based
Matching Funds of the on the number of children under age 13 in a state
Child Care and compared with the 1 total of children under No
Development Fund age 13.
Voting Access for ACF/93.617 The statistical factor used for fund distribution is the
Individuals with population age 18 and over in each state.
Disabilities — Grants to No
States
Voting Access for ACF/93.618 The statistical factor used for fund distribution is the
Individuals with resident population in each state.
Disabilities-Grants for
Protection and Advocacy
No
Systems
Runaway and Homeless ACF/93.623 Basic Center funding beyond a statutorily-
Youth Act - Basic Center p ibed minimum is allotted annually to states by
ACF on the basis of the states’ relative populations No

Funding

of individuals who are less than 18 years of age.
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See 42 USC 5711.

Developmental
Disabilities Basic Support
and Advocacy Grants

ACF/93.630

Two-thirds (2/3) of the amount appropriated is
allotted to each state according to the ratio the
population of each state bears to the population of
the United States, weighted by the relative per
capita income for each state. One-third (1/3) of the
amount appropriated is allotted to each state
according to the ratio of beneficiaries in the state
receiving benefits under Childhood Disabilities
Beneficiary Program, related to the age 18 to 65
population of the state as bearing on the national
total of such population, weighted by the total
population of the state. The data used to compute

1

alic are suppli ily by the Social
Security Administration and the U.S. Department of
Commerce, for the three most recent consecutive

years for which satisfactory data are

ok

Children's Justice Grants
to States

ACF/93.643

Each state receives a base amount with an additional
amount based on the population of children under
age 18 in each state.

Child Welfare Services —~
State Grants

ACF/93.645

Each state receives a base amount with additional
funding allotted on a variable formula which takes
into the child population under 21 and the
complement of the state per capita income
compared to the U.S per capita income. The
statistical factors used to fund allocations are: (1)
the population of children under 21 years of age by
state and the source is "Current Population Reports”,
P-25, Bureau of the Census; and (2) 3-year average
per capita income by state and the source is the
Bureau of Economic Analysis, Department of
Commerce.

No

Social Services Block
Grant

ACF/93.667

State allotments are proportional to each state’s
portion of the national population of the amount
authorized for Title XX minus the amount
authorized to the other jurisdictions. The statistical
factors used for fund allocation are the state
population and total U.S. population (ratio of
population of all states and the District of Columbia
to total population); source, "Current Population
Reports,” P- 25, Bureau of the Census.
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Child Abuse and Neglect
State Grants
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population of children under 18 in each state. Data

Report.

The base allocations are determined by a tribe’s
population and a funds allocation schedule. Tribes
with populations between 1,500 to 50,000 people
receive a $2,500 base allocation for the first 1,500
people. For each additional 1,000 people above the
1,500 person minimum, a tribe’s base allocation is
increased $1,000. Tribes with populations between
50,001 to 100,000 people receive base allocations of
$125,000 and Tribes with a population of 100,001
to 150,000 receive a base allocation of $175,000.
Once the minimum amounts have been distributed
to the Tribes that have applied for FVPSA funding,
the ratio of the Tribal population category to the
total of all base allc is then considered in
allocating the remainder of the funds.

Tribes are encouraged to apply for FVPSA funding
as a consortium. Tribal consortia consist of groups
of Tribes who agree to apply for and administer a
single FVPSA grant with one Tribe or Tribal
organization responsible for grant administration. In
a Tribal consortium, the population of the Tribal
Trust Land for all of the Tribes involved will be
used to calculate the award The allocations

are provided by "Current Population Reports.” Ne
Family Violence ACF/93.671 Each state grant shall be $600,000 with the
Prevention and remaining funds allotted to each state on the same
Services/Grants for ratio as the population of the state to the population
Battered Women's Shelters of all states. State populations are determined on No
~ Grants to States the basis of the most recent census data available to

the Secretary of HHS, and the Secretary shall use

for such purpose, if available, the annual current

interim census data produced by the Secretary of

Commerce pursuant to 13 US.C. 181 (42 US.C.

10403(b)).
Family Violence ACF/93.671 In puting Tribal allc FYSB will use the
Prevention and latest available population figures from the Census
Services/Grants for Bureau. Where Census Bureau data are unavailable, No
Battered Women's Shelters FYSB will use figures from the Bureau of Indian
— Indian Tribes Affairs’ (BIA’s) Indian Population and Labor Force
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for each of the Tribes included in the consortium
will be combined to determine the total grant for the
consortium.

ARRA: Aging Home- A0A/93.705 In general, each state shall be allotted an amount
delivered Nutrition which bears the same ratio to such sums as the
Services for States population of older individuals in such state bears to No
the population of older individuals in all states.
ARRA: Aging A0A/93.707 In general, each state shall be allotted an amount
Congregate Nutrition which bears the same ratic to such sums as the
Services for States population of older individuals in such state bears to No
the population of older individuals in all states.
ARRA ~ Community ACF/93.710 HHS determines the amount of funds to be allocated
Services Block Grant as block grants to each state in accordance with the
formula set forth in the CSBG Act. (The official
poverty line, as established by the Secretary of
HIIS, is used as a criterion of eligibility in CSBG.
Each state is allotted an amount which bears the No
same ratio as the amount received by the state for
fiscal year 1981 under Section 221 of the Economic
Opportunity Act of 1964 bore to the total amount
received by all states for fiscal year 1981.)
ARRA - Child Care and ACF/93.713 Allotments to states are based in part on the number
Development Block Grant of children in the state under 5 years of age in
relation to the number of such children in all states
as provided by the most recent annual estimates of No
population by the Census Bureau of the Department
of Commerce.
ARRA - Temporary ACF/93.716 Funds are allocated in part on the basis on the
Assistance for Needy population growth rate of a state as determined by
Families (TANF) the Burcau of the Census; only states that qualified No
in 1998 are eligible to receive suppl 1 grants.
Children’s Health CMS/93.767 The Children’s Health Insurance Program
Insurance Program Reauthorization Act of 2009 (CHIPRA) changed the
funding formula for distribution of annual
(cHIP)' atlotments to states and territories as follows: No

Funding formula for FY 09:

* FY 09 (state) allotment is determined by
using 110 percent of the greatest of the
following three options:
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- Astate’s FY 08 Federal spending
based on state-submitted estimates,
adjusted for growth in health care
costs and child population (or
“allotment increase factor”);

- Astate’s FY 08 Federal share
multiplied by the allotment increase
factor for FY 2009; and

- Astate’s FY 09 projected Federal
spending based on state submitted
estimates.

Funding formula for FY 10-FY 12;

e FY 10 (state and territory), allotments are
determined as the sum of a state’s (1) FY
09 allotment and (2) any FY 09
Contingency Fund or FY 09
redistributed/shortfall payments made to a
state, multiplied by the FY 10 allotment
increase factor.

* FY 11 (state and territory) allotments are
determined as the sum of a state’s FY 2010
Federal payments (including any
Contingency fund payment and FY 2010
redistribution funds), multiplied by the
allotment increase factor.

e FY 12 (state and territory) allotments are
determined as the sum of a state’s (1) FY
11 allotment and (2) any FY 11
Conti y Fund p , multiplied by
the allotment increase factor.

*  FY 13 (state and territory) allotments are
determined as two semi-annual allotments.

The allotment increase factor equals the product of:

Per capita health care growth factor—1 plus the
p ge i in the projected per capita
amount from the Nation Health Expenditures, and

Child population growth factor—1 plus the
percentage increase in the population of children in
the state (based on CPS data).
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Program (Medicaid)®
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T Porsonal income is ths key variable in the Federal
Modioal Assistance Poroentage (FMAP) formd

The formula is based on rolling three-year average
per capita income data for each state and the United
States, produced by the Dep of Cc ’s
Bureau of Economic Analysis (BEA). The
Medicaid statute sets forth how a state’s share of
Medicaid costs is to be calculated: the state share
equals the square of a state’s per capita income
divided by the square of U.S. per capita income,
multiplied by 0.45. It also defines the federal share
as 100 percent minus the state share,

Ryan White HIV Care
Formula Grants®

HRSA/93.917

Ryan White Part A funding to eligible metropolitan
areas and transitional grant areas (EMAs/TGAs)
includes formula and supplemental components.
EMAS/TGAS range in size from one city or county
to more than 26 different political entitiés.
EMA/TGA geographic boundaries are based on the
U.S. Census. Formula grants are based on reported
living HIV and AIDS cases as of December 31 in
the most recent calendar year for which data are
available.

Ryan White Part B base grants are awarded to states
and Territories using a formula based on reported
living cases of HIV/AIDS. Additional Part B funds
are earmarked for state AIDS Drug Assistance
Programs, and supplemental funds are available to
states and territories through competitive grants
based on demonstrated need. Part B also provides
supplemental grants to states with Emerging
Communities {cities with at least 500 but fewer than
1,000 reported AIDS cases in the most recent 5
years).

Materal and Child Health
Services Block Grant to
the States’

HRSA/93.994

Section 502 of the Social Security Act states that of
the amounts appropriated up to $600 million, 85% is
for allocation to the states, and 15% is for Special
Projects of Regional and National Significance
(SPRANS) activities. Any amount appropriated in
excess of $600 million is distributed as follows:
12.75% is for Community Integrated Service
Systems (CISS) activities; of the remaining amount,
85% is for allocation to the states, and 15% is for
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s
SPRANS activities. Report language sometimes
earmarks funds from the appropriation for additional
specific projects.

Of the funds distributed to the states, the first $422
million is distributed in the same manner that it was
in 1983. Funds in excess of that amount are
distributed in proportion to a state’s population of
low-income children relative to the Nation’s. Data
come from the Census Bureau and are pot updated
between censuses.

Projects for Assistance in
Transition from
Homelessness (PATH)

SAMHSA/
93.150

SAMHSA awards funds through a statutory formula
10 states and territories. For states, data from the
annual update of the Decennial Census use a
statistical factor based on the population living in
urbanized areas of the state, compared to the
population living in urbanized areas of the entire
United States except that no state receives less than
$300,000.

Protection and Advocacy
for Individuals with
Mental Iiness

SAMHSA/
93.138

SAMHSA awards funds through a statutory formula
to the state office that protects and advocates the
rights of persons with developmental disabilities.
Data from the annual update of the Decennial
Census uses a statistical factor for each state's
population and each state's population weighted by
relative per capital income except that no state's
allotment (including the District of Columbia and
the Commonwealth of Puerto Rico) is less than
$260,000.

No

Block Grants for
Community Mental Health
Services

SAMHSA/
93.958

SAMHSA awards funds through a statutory formula
to states applied for community based mental heaith
services for adults with serious mental illness and
children with serious emotional disturbance. The
allocation is determined by a statistical factor based
on certain weighted population factors and total
taxable resources as well as the cost of providing
services. No state may receive less than they
received in 1998, The decennial census updated on
a yearly basis is used to determine the population
factor, The program has no maiching requirements,
but does have maintenance of effort (MOE)
requirements.
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Block Grants for
Prevention and Treatment
of Substance Abuse

SAMHSA/
93.959

137

SAMHSA awards funds through a statutory formula
to states, the District of Columbia, territories and
one Indian Tribe (Red Lake Indians of Minnesota).
Using data from the annual update of the Decennial
Census, the states’ allocations are determined by a
statistical factor based on weighted population
factors and, for equity purposes, a measure
reflecting the differences that exist between the
State involved and other States in the cost of
providing authorized services. As is true in the
Community Mental Health Service Block Grant the
grant has no hi qui but does requi
that the State maintain its expenditures for substance
abuse services through the principal agency.

No

* Catalog of Federal Domestic Assistance Programs (www.cfda.gov)
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Mr. CrLAay. Thank you, Mr. Moulds, for your testimony. Mr.
Kerachsky, you are recognized for 5 minutes.

STATEMENT OF STUART KERACHSKY

Mr. KERACHSKY. Chairman Clay, Ranking Member McHenry,
and distinguished members of the subcommittee, thank you for the
opportunity to appear before you today to discuss the topic of the
use of Census Bureau data in the allocation of Federal formula
funding of the Department of Education’s programs.

Since the mid-1960’s, the National Center for Education Statis-
tics has computed or provided data to other entities within the De-
partment to compute Federal funding allocations of various Depart-
ment formula grant programs. We prepare the allocation tabula-
tions in a statistically accurate and apolitical manner.

Most allocations for the Department’s elementary and secondary
education programs are based on the latest data for some relevant
subset of the population. In 2009, of more than $50 billion that the
Department of Education is spending on elementary and secondary
education, approximately 80 percent is being allocated based on
census calculations of population subgroups. Let me provide exam-
ples.

The Elementary and Secondary Education Act of 1965 Title I
grants to local education agencies is the single largest Federal ele-
mentary and secondary education program. For fiscal year 2009,
Congress provided $24.5 billion for this program. From its incep-
tion, Title I's formula has been based primarily on the number of
children ages 5 through 17 and families with incomes below the
poverty level.

In the spring of each year, NCES renews its interagency agree-
ment with the Small Area Income and Poverty Estimates Branch
of the Census Bureau to develop and to deliver to the Department
school district-level Title I poverty and population estimates. These
estimates cover most of the Nation’s public school districts.

Before publication, census provides the estimates to State agen-
cies and gives States an opportunity to review the estimates and
challenge them. This so-called challenge period allows States to
present information regarding boundary changes that may need to
be updated in the Census Bureau’s geographic data base.

Second, since the mid-1970’s, NCES has provided assistance for
calculation of career and technical education allocations under the
Perkins Act. The population groups used in the formula have re-
mained consistent throughout the years, ages 15 to 19, 20 to 24,
and 25 to 65, from the census’s annual State population estimates.
States’ allocations are based on their shares of the count for each
of the three age groups multiplied by a factor based on per capita
income, which we currently obtain from the Commerce Depart-
ment’s Bureau of Economic Analysis.

Next, the eligible groups for Adult Education State Grants have
traditionally consisted of those who are aged 16 and over, do not
have a high school diploma or equivalent, and are not currently en-
rolled in school. Until 2006, these data were available only from
the decennial census. The Census Bureau will now collect these
data using the American Community Survey, the ACS.
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Finally, the Individuals with Disabilities Education Act is the
law authorizing funding for services to individuals with disabilities
throughout the Nation. Under Part B, Section 619, services must
be provided to children with disabilities between the ages of three
through five. Under Part B, Section 611, services must be provided
to children with disabilities between 6 and 21. Each of these for-
mulas requires annual population and poverty data of 3-through
21-year olds. These come from the Census Bureau’s annual Popu-
lation Estimates and the ACS respectively.

By statute, the Department accepts the Census Bureau’s data
and does not question the incidents of over- or under-counts. We
understand that to the extent feasible, the Census Bureau adjusts
post-censal annual population estimates, small area estimates, and
ACS data for known shortcomings in the prior decennial census. It
is also our understanding that the annual estimates used in our
formula grant allocations are informed by recent demographic
changes that might affect the distribution of funds.

In summary, these examples cited illustrate how the Department
of Education uses the array of Census Bureau tabulations to dis-
tribute our formula grant funds. We have a history of more than
30 years cooperating with the Census Bureau to provide the data
needed for the U.S. Department of Education grants.

Thank you for the opportunity to testify and I would be pleased
to answer any questions.

[The prepared statement of Mr. Kerachsky follows:]
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“Census Data and Its Use in Federal Formula Funding”

Good morning Chairman Clay, Ranking Member McHenry, and distinguished members of the
subcommittee. Thank you for the opportunity to appear before you today to discuss the topic of
United States Census Bureau (Census Bureau) data and the use of those data in the allocation of
federal formula funding of the U.S. Department of Education’s (Department) programs.

Since the mid-1960s, the National Center for Education Statistics (NCES) has computed (or
provided data to other entities within the Department to compute) federal funding allocations for
various Department formulae grant programs. At the time, the Department determined that
NCES was the most appropriate agency to obtain the required data according to statutory
definitions and prepare the allocation tabulations in a statistically accurate and apolitical manner.
The Center is located within the Department’s Institute of Education Sciences (IES). As our
mission statement reminds us, we are “the primary federal entity for collecting, analyzing, and
reporting data related to education in the United States.”

From the beginning of NCES” allocation work, data from the Census Bureau have been integral
to the allocation process. In particular, Census Bureau data are critical for determining most
allocations for the Department’s elementary and secondary education programs. The majority of
postsecondary education allocations are not driven by Census Bureau data. Most of our
elementary and secondary education allocation formulas are based on the latest data for some
relevant subset of the population, such as children ages 5-through 17. At times during the past
30 years, as much as 90 percent of formula grant funding at the elementary and secondary
education level has been based in whole or in part on counts of the 5-through 17-year-old age
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group. In 2009, of the more than $50 billion that the Department of Education is spending on
elementary and secondary education, approximately 80 percent is being allocated either directly
based on Census Bureau calculations of population subgroups or on shares of allocations under
Title I of the Elementary and Secondary Education Act (ESEA), which, in turn, are based on
Census Bureau data.

To illustrate the nature of the Census Bureau population subgroups that we use, I will discuss
several key examples, including allocations for:

e Grants to Local Educational Agencies (LEAs) under Title I, Part A of the ESEA,
e Career and Technical Education (CTE), State Grants,

e Adult Education State Grants, and

e The Individuals with Disabilities Education Act, State Grants.

These examples highlight the different age groups and demographics required for the formula
“allocations, as well as the specific Census Bureau datasets used by NCES.

Title I Allocations

Authorized by Title I, Part A of the ESEA of 1965, Title I Grants to LEAs is the single largest
federal elementary and secondary education program. For fiscal year 2009, Congress provided
$24.5 billion for this program--$14.5 billion through the regular FY 2009 appropriation and $10
billion through the American Recovery and Reinvestment Act (ARRA). From its inception,
Title I's formula has been based primarily on the number of children ages 5-through 17 in
families with incomes below the poverty level. Title I allocations were originally calculated at
the State level, but the Commissioner of the Office of Education (in the former Department of
Health, Education, and Welfare) determined in 1972 that Title I should be based on a county-
level formula. The county-level algorithm was used from 1972 through 1998. States then sub-
allocated the county allocations determined by the Department to LEAs within counties using
best available poverty data. Since 1999, the Department has calculated school-district level Title
[ allocations; in each case, the number of children ages 5-through 17 from low-income families
has been determined by the Census Bureau,

From 1966 to 1996, actual Decennial Census tabulations were used to produce annual estimates
at the State or county level. Beginning in 1997, the Census Bureau created updated county
estimates of the number of children ages 5-through 17 from low-income families and the total
population of children for the same range through special modeling of variables. The Census
Bureau began using these modeling techniques only after they were endorsed in 1997 by a panel
convened by the National Academy of Sciences. The Census Bureau further refined its model to
produce school-district level poverty and population estimates every two years beginning in
1999. Since 2005, the Census Bureau has produced district-level poverty and population
estimates annually.
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In the spring of each year, NCES renews its interagency agreement with the Small Area Income
and Poverty Estimates program (SAIPE) of the Census Bureau, to develop and deliver to the
Department school district-level Title I poverty and population estimates. The SAIPE program
estimates are produced using a combination of the latest American Community Survey (ACS),
administrative records, and updated population estimates. These estimates cover most of the
Nation’s public school districts, or LEAs. However, the estimates can only be developed for
LEAs that have specific geographic boundaries and they therefore generally do not include
special-purpose LEAs such as special education and charter school LEAs. These special-
purpose LEAs are not excluded from Title [ participation and may receive money after
adjustments in the Department’s allocations are made by State Educational Agencies (SEAS),
depending on eligibility. During December, SAIPE delivers the poverty estimates to NCES and
publishes them on the Census Bureau Website. State, county, and school district officials have
an opportunity to review the estimates and challenge them. This so-called “challenge period”
provides the opportunity to present information regarding boundary changes that may need to be
updated in the Census Bureau’s geographic database. Fach year, a small number of challenges
arise through this process and estimates are sometimes adjusted by the Census Bureau. The
adjusted estimates are also published on the Census Bureau Website. After the challenge process
is complete, these annual estimates are considered final.

Please note: Title I allocations are based on counts of children in poverty by geographic
residence, not enrollment. Thus, children need not attend school in the LEA where they reside to
be counted and included in the estimates that provide the basis for formula calculations. Since
we do not distribute funds on the basis of enrollment, which is an LEA variable collected by
NCES, we must depend on SAIPE program estimates for our formula allocation. Also, it is
possible for children to live in multiple regular LEAs if, for example, their State has separate
LEAs for elementary education and secondary education. In such cases, the Census Bureau
determines the age limits on the count of children as appropriate for the grade limits of a specific
LEA (for example, the count of children in poverty for an elementary LEA might be limited to 5-
through 13-year-olds).

As the major component of the Title I funding formula, the Census Bureau poverty estimates
account for 96 percent of the children included in the formula. In addition, the Title I funding
formula includes counts of children in locally operated institutions for neglected and delinquent
children, foster homes, and families above poverty that receive assistance under the Temporary
Assistance for Needy Families program children, which States provide to the Department either
directly or through the Department of Health and Human Services. In order to qualify for an
allocation under the Title I Basic Grant formula an LEA must: (1) have at least 10 children
counted under the formula, and (2) the number of such children must constitute more than 2
percent of the LEA’s total 5-through 17-year-old population. In addition, if the number of
children counted under the formula is at least 10 and equals or exceeds 5 percent of an LEA’s 5-
through 17-year-old population, the LEA is also eligible for funds under the Targeted Grant and
Education Finance Incentive Grant formulas. If an LEA has more than 6,500 formula children,
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or if the number of formula children exceeds 15 percent of its 5-through 17-year-old population,
then the LEA also qualifies for funds under the Concentration Grant formula.

The counts of eligible children included in the formula are multiplied by the State’s expenditures
per pupil, and the resulting products are adjusted to the amount of the appropriation. The amount
for each LEA after completing this step is adjusted to ensure that each LEA receives a statutory
percentage of the previous year’s allocation, under the so-called “hold-harmless” provisions.
While there are additional factors involved in the use of Census Bureau data to generate Title I
allocations, these are the essential processes.

Title I formula grants computed at the LEA level are very sensitive to the precision of the
estimates. One important point to bear in mind with respect to the Title I and some other
allocations is that a percentage change in the number of eligible children will not necessarily
result in a proportionate change in the allocation. Because of the statutory thresholds of
eligibility for certain components of the allocations and because of the hold-harmless provisions,
a relatively small change in the eligible population may result in a large change in the allocation.
For example, an LEA would cross the threshold for receipt of Concentration Grants if its
childcount increased from 13 percent to 15 percent of its population, but not if it increased from
5 percent to 13 percent.

Career and Technical Education Allocations

NCES has also provided assistance for calculation of career and technical education allocations
under the Perkins Act since the mid-1970s. Although the specific allocation formula has
changed over time, the population groups used in the formula has remained consistent
throughout the years. Each year, NCES obtains the most recent State counts for three age
groups: 15 through 19; 20 through 24; and 25 through 65 from the Census annual state
population estimates. These counts generally become available in May or June of each year for
the preceding year. Currently, the transmission of these data is simplified by the posting of the
information on the Census Bureau Website. In the past, we obtained these data via a special
tabulation purchased from the Census Bureau each spring.

States’ allocations are based on their shares of the count for each of the three age groups
multiplied by a factor based on per capita income, which we currently obtain from the
Commerce Department’s Bureau of Economic Analysis. These amounts are then adjusted to
ensure that each State receives at least the share of the total it received in 1998 and also to
provide each State with the minimum amount provided by the law. The product is adjusted to
appropriated amounts, guaranteeing each State its statutory minimum allocation. The
Department does not allocate career and technical education funds directly to LEAs. Rather, we
grant them to States, which in turn distribute these funds to LEAs and postsecondary institutions
under rules provided in the statute.

Adult Education Allocations
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As with both Title I and career and technical allocations, adult education State Grant allocations
have been calculated by NCES for decades. Since 1990, the eligible group for adult education
has traditionally consisted of those who are age 16 and over, do not have a high school diploma
or its equivalent, and are not currently enrolled in school. From the 1970s through 2006, these
data were available only from the Census Bureau through the collection of Decennial Census
long form data. Beginning in 2010, the Census Bureau’s long form data will no longer be
available Instead, the American Community Survey (ACS), an ongoing survey that produces
key demographic, social, economic and housing characteristics annually, will be used. The ACS
covers the same type of information that had been collected every 10 years from the decennial
census long form. For the smallest geographic areas (small towns, most school districts, and
census tracts), the Census Bureau will combine 5 years of data to release estimates; these
estimates will then be updated annually rather than once every 10 years. The Department will
use ACS data to calculate adult education allocations beginning this year. Prior to the ACS, no
inter-decennial sample was large enough to deliver reliable State-level estimates of the
demographic group of adults without high school diplomas.

The Adult Education statute mandates the use of State data on the cut-off age for compulsory
school attendance to determine the appropriate age group for adult education allocations. The
1998 reauthorization revised the definition of eligible adults so as not to count adults still
required to be in school under State law. NCES will apply the compulsory attendance age for
each State in our annual updates of ACS-based tabulations of those individuals over age 16, over
age 17, or over age 18 who do not have a high school diploma and are not currently enrolled in
school.

Individuals with Disabilities Education Act Allocations

The Individuals with Disabilities Education Act (IDEA) is the law authorizing funding for
services to 6.5 million eligible infants, toddlers, children, and youth with disabilities throughout
the nation. Under Part B, section 619, services must be provided to children with disabilities
between the ages of 3 through S. Under Part B section 611, services must be provided to
children with disabilities between the ages of 6 through 21. Infants and toddlers with disabilities
(birth-2) and their families receive early intervention services under IDEA Part C.

For nearly 25 years, NCES has provided assistance to the Department’s Budget Service, the
office responsible for calculating the formula allocations under IDEA (previously titled the
Education for All Handicapped Children Act, or EHA). IDEA mandates three formula
allocations using a single Census population count for children, infants, toddlers, and youth from
birth through 21, by State. In the current fiscal year, Part B, section 611, provides $11.5 billion
(plus an additional $11.3 billion available through Part B, section 611 under the ARRA). Part B,
section 619 provides $374 million (plus an additional $400 million available through Part B,
section 619 under the ARRA). Part C provides $439 million to States (plus an additional $500
million available through Part C under the ARRA).
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For Part B, section 611, each State is allocated an amount equal to the amount that it received for
fiscal year 1999. If the total program appropriation increases over the prior year, 85 percent of
the remaining funds are allocated based on the number of children in the general population in
the age range for which the States guarantee a Free Appropriate Public Education (FAPE) to
children with disabilities. The remaining 15 percent of funds are allocated based on the number
of such children living in poverty. The annual population and poverty data of 3-through 21-year
olds come from the Census Bureau’s annual population estimates and the ACS, respectively. For
Part C, the Department uses the Census Bureau’s annual State estimates dataset to tabulate each
State’s total population of children with disabilities who are age 2 or younger, and no State may
receive less than 0.5 percent of the funds available to all States, or $500,000, whichever is
greater. For Part B, section 619, each State is first allocated an amount equal to its 1997
allocation. For any fiscal year in which the appropriation is greater than the prior year level, 85
percent of the funds above the fiscal year 1997 level are distributed based on each State’s relative
percentage of the total number of children aged 3 through 5 in the general population. The other
15 percent is distributed based on the relative percentage of children aged 3 through 5 in each
State who are living in poverty.

Both Part B formulas also include several maximum and minimum allocation requirements when
the amount available for distribution to States increases.

Other Significant Programs

There are a number of other formula allocations that depend to some degree on Census Bureau
data. I will provide a very brief overview of a few of them:

» The English Language Acquisition (ESEA, Title 111) State allocation formula is based on the
number of children who are limited English proficient and on the number of recent
immigrants. The Department currently develops these two population counts from ACS data.
As with estimates for adult education allocations, the process of developing accurate
estimates of individuals from small demographic groups for Title I1I is facilitated by the use
of the very large ACS sample. And the fact that the ACS sample is collected monthly allows
for rapid adjustment to any possible changes in these population subgroups. While Title III
(with allocations of about $700 million) is not a large monetary program compared to Title I,
it provides an example of an allocation formula requiring the kind of special population data
that the ACS can provide.

For this tabulation, an alternative dataset exists. The law calls on the Department to use the
more accurate of the ACS or the State-reported data on counts of children with limited
English proficiency. Up to this point, the Department has used the ACS data to calculate the
allocations. However, because the determination of which data source is the most accurate is
methodologically difficult, we have contracted with the National Academy of Sciences
(NAS) to provide advice on this matter.

e A number of other smaller monetary programs totaling $4 to $5 billion use Census State-
level population tabulations, predominantly for ages 5-through 17.
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* As mentioned before, many programs distribute funds based on Title [ shares. Thus, while
Census data do not directly drive these distributions, they indirectly influence them by
. providing the basis for Title I allocations.

¢ Finally, the Rural Education Achievement Programs (REAP) provides funding to schools in
rural communities. While the basis of funding for these programs is not Census data, the
Census Bureau does determine whether a community is in a rural area. The determination of
rural status is complex and involves quantifying the relationship of a community to its closest
urban area. Factors considered include geographic proximity and economic dependence.
This calculation, which is vital to the success of REAP allocations, can only be made by the
Geographic Division of the Census Bureau.

Data Adjustments

By statute, the Department accepts Census Bureau data for use in formula funded programs and
does not question the incidence of over or under counts or challenges. We understand that to the
extent feasible the Census Bureau incorporates updated population estimates in its SAIPE and
ACS programs. It is also our understanding that the annual SAIPE and ACS data used in our
formula grant allocations take advantage of the Census Bureau’s annual population estimates to
best reflect the full U.S. population, and that these updates are informed by recent demographic
changes that might affect the distribution of funds.

Summary

The examples cited illustrate how the Department of Education uses an array of Census Bureau
tabulations to distribute our formula grant funds. Major education programs such as Title 1
continue to demand sophisticated statistical and computational techniques by the Census Bureau
to generate accurate counts of poor and other targeted children. And, with a history of more than
30 years of cooperation between the Census Bureau and NCES, we take pride in the successful
part we have played.

Thank you for the opportunity to testify. I would be pleased to answer any questions you may
have.

7-9-09
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Mr. CLAY. Thank you very much, Mr. Kerachsky. Thank you all.
I thank all of the witnesses for your testimony today.

We will begin the question and answer period now. Each Member
will have 5 minutes to ask questions of the panel. I will begin.

This first question is a panel-wide question. I guess it would
have to be the last three to answer and Mr. Goldenkoff may have
to answer, too. Do your formulas account for the under-count that
always occurs in certain communities? Should they account for
that? If they should or shouldn’t, tell me why. Mr. Richardson, we
can begin with you.

Mr. RICHARDSON. The sample data that is used in most of our
formulas are the published sample data. So most of our variables
for our formulas are based on the census sample data. To the ex-
tent those are adjusted, and generally they aren’t, our formulas are
driven by those. One exception is in the CDBG formula with the
population variable and the growth lag variable, which are indeed
changed each year to reflect the published population estimates. If
those are challenged estimates, we include those.

Mr. CrAY. Mr. Moulds.

Mr. MouLps. We are statutorily required to use the most recent
census data in the vast majority of cases. There are no instances
where we adjust. It is our view that statute requires us to do that.

Mr. KERACHSKY. We are similarly statutorily required to use the
census data. But in addition, we wouldn’t have a firm basis to ad-
just the data on our own, would we have the statutory authority
to do so. We are only able to use what is presented to us by the
Census Bureau as the best available data.

Mr. CLAY. Thank you. On that point, and we will start with you,
do the yearly census estimates adequately adjust formula funding
to make up for the discrepancies that result from the under-count?

Mr. KERACHSKY. I really can’t answer that. Where we are al-
lowed to use those data, and we do in some instances, our statisti-
cians just simply don’t have the basis to make that interpretation.

hMl;. Cray. But when census sends you data, don’t you adjust for
that?

Mr. KERACHSKY. Yes. We have formulas that allow us to use the
post-censal data and we do use them in those instances. Yes.

Mr. Cray. All right. How about you, Mr. Moulds?

Mr. MouLDS. Again, we don’t use any adjusted data. We just use
census data. We similarly wouldn’t be in a position to comment on
the accuracy of that data because we are not in the business of
counting people. That would be a question that is probably better
suited for others.

Mr. CLAY. But when data are adjusted and when data are cor-
rected, don’t you have an interest in getting it correct, too?

Mr. MouLDs. Clearly we have an interest in having population
figures that are as accurate as possible. But again, we are not
statutorily allowed to make those adjustments ourselves.

Mr. CrAY. Common sense would say do the right thing by adjust-
ing the data, correct?

Mr. MouLbps. It is our view that the law tells us that we are re-
quired to use the actual census data. So if there were to be changes
in how that data would be collected, those would have to be statu-
tory changes that would be done by Congress.
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Mr. CrAY. Or adjusted data that come in on an annual basis.

Mr. MouLDs. The annual adjusted data that come through that
is produced by the census, we do use. I am sorry for the confusion.

Mr. CrAy. Mr. Richardson.

Mr. RICHARDSON. Well, as I noted, we do use the data that are
adjusted for population and growth lag in the CDBG formula. With
the American Community Survey, which we will be rolling that
into our formula starting in fiscal year 2011. To the extent that
census updates those numbers to reflect the current population es-
timates and any challenges that are brought against those popu-
lation estimates, we would include those in our formulas going for-
ward as we use the American Community Survey.

Mr. CrAY. OK. Then how do we make up for the funding discrep-
ancies once you get new data? Do you adjust your formulas for the
new data and new population like in the case of Toledo?

Mr. RICHARDSON. Actually, the CDBG formula is an unusual for-
mula in that it is one of the few formulas where if you have a de-
clining population you actually get more money for having fewer
people. It is an unusual formula in that way.

That was the case with Toledo, which successfully challenged its
population estimates. By successfully challenging its population es-
timates, we rolled in that challenge. Because Toledo was receiving
money because of how many people it had relative to 1960, when
that number increased, it led to a smaller CDBG grant.

The CDBG funds are intended to serve communities in decline.
Communities that have lost a lot of population get substantially
more than communities that have gained population.

Mr. CrAY. That CDBG formula can be changed here in Congress
or by the Agency?

Mr. RICHARDSON. It is in statute and it has to be changed by
Congress. President Obama’s fiscal year 2010 budget proposal is
proposing that formula actually be updated and be changed. We
are looking forward to working with the Congress on that.

Mr. CLAY. Mr. Goldenkoff, did you have anything?

Mr. GOLDENKOFF. I think, to the extent that these formulas com-
pensate for the under-count, it all depends on the approach used
to correct the data. As Mr. Mesenbourg said, the census data are
updated throughout the decade but those updates are largely the
result of administrative records. The extent to which those admin-
istrative records capture those people who tend to be historically
under-counted, the better quality data. But that is an open ques-
tion on how good those administrative records are.

I think it is important to keep in mind that no census has ever
been actually adjusted using statistical means to compensate for
the differential under-count or any under-count. So as we have
been saying, the accuracy of all these post-censal estimates really
starts with the quality of the decennial census. To the extent that
there has always been an under-count and that under-count has
never been adjusted, that affects the data going forward.

Mr. CrAY. Thank you for that response. Mr. McHenry, you are
recognized.

Mr. McHENRY. Thank you, Mr. Chairman. Thank you all for
your testimony.
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Mr. Mesenbourg, although the focus of this hearing is obviously
with the American Community Survey and the data put out in the
funding formulas in that regard, we haven’t had you back since ad-
dress canvassing was finished. Our staffs have been briefed from
your folks at the Bureau. We thank you for that. I know you had
a pretty strong assessment of how well it went. I know the GAO
has a less rosy assessment. But could you touch on your view of
how successful the address canvassing was?

Mr. MESENBOURG. Certainly. We view it as a very successful un-
dertaking. As you recall, a year ago there was much angst about
our ability to make the handheld computers work. We did a lot of
testing in December and prior to the address canvassing.

We actually started in eight of the local census offices a week
early. We also, rather than doing it in two waves as originally
planned with waves of about 5 weeks each, we split that into five
different waves and we started it in most of the local census offices
at the same time. The result of that is we were pretty well 99 per-
cent done with this nearly a month ahead of schedule.

The areas that we had to wrap up had to do with areas that had
flooding like the Red River. We had mud slides in Puerto Rico. We
had a tornado in Kentucky. In fact, our finish date is July 17th.
We have three assignment areas that we are completing right now.
They are in Jackson, Mississippi, which faced flooding. We will
complete those. In fact, we are helicoptering canvassers into that
area because, once they can get into that area, they can actually
walk the streets. They will finish that operation this week.

So I see it as a very successful operation. We are doing lessons
learned as a result of that.

We had great success recruiting. The goal was to recruit about
700,000 folks to fill 140,000 jobs. We had 1.2 million applicants for
those 140,000 jobs. So we probably had the most highly skilled
work force that we have had on a decennial census and that was
huge for us.

Mr. MCHENRY. Are you on budget?

Mr. MESENBOURG. Right now we have run about 15 percent over
budget. A good amount of that—we are doing a detailed analysis,
as you would expect, right now—was because we went into the ad-
dress operation with an assumption that we would have 10 percent
of the addresses be deletes, that we would go to there and we
would actually remove them from the list. We don’t have the final
number on that but it is more like almost double, a little less than
double of that.

What that means is we are going to error in the direction of
keeping an address on the address list rather than removing it. So
if we have an address that we leave as delete, we are going to send
an additional person out to verify that. That requires more mile-
age, more effort, and more enumerator time. We expect that most
of that will be associated with the underestimation of the deletes.

Mr. McHENRY. We have had a lot of discussion about the
handheld computers. Do you believe they worked?

Mr. MESENBOURG. Yes. I believe they worked effectively. We had
some glitches during the first startup operation. Most of those were
associated with getting enumerators in touch with the help desk.
But originally we were assuming something like a 30 percent vol-



151

ume for help desk. It turned out to be much less than that. We had
about a week of shakiness there but the handhelds performed well.

Mr. McHENRY. Mr. Goldenkoff, what is GAQO’s initial survey of
how well address canvassing went?

Mr. GOLDENKOFF. I think it is too early at this point to make any
blanket statements about the overall success of address canvassing.
I think you need to parse it out to different components.

As you know, there was a lot of concern over the handheld de-
vices. As Mr. Mesenbourg said, there were some initial glitches but
the Census Bureau did an excellent job in overcoming those with
workarounds. We were out in the field in about 30 different loca-
tions. I myself was out in Meridian, Mississippi and also New Orle-
ans so I saw some of this myself. The handhelds really were very
effective in helping the address canvassers figure out where they
were and to not go over boundaries or into other areas. So that was
a positive story.

They also finished largely ahead of schedule, which was good
news. One of the things that we are looking at there, though, was
whether quality was sacrificed at the cost of speed. So we are look-
ing into that.

In terms of some other things, though, that perhaps could have
gone better, Mr. Mesenbourg said they are over budget.
Fingerprinting, as you know, that was an issue and is something
that we have been looking at pretty closely. About 23 percent of the
fingerprint cards were unreadable. My understanding is that those
individuals whose cards could not be read or scanned by the FBI—
so they had an initial applicant name check but they did not have
their fingerprints reviewed by the FBI—were still allowed to work.
So there is a security issue in that, of course. There is also cost,
too, because basically the money that was spent on those finger-
prints and having them reviewed by the FBI just went to waste.

There were some transmission issues with the cell phone service
in rural areas. It was not a major issue but it did affect some of
the efficiency of the address canvassers.

Recruiting went well. They had a very good quality work force,
very conscientious. I think all of the GAO folks that were in the
field were very impressed with how hard and how conscientiously
the temporary workers did there jobs.

So at this point, as I said, it is just too early to make any com-
prehensive or overarching statements. But we will be looking at
each of those different components as we move forward.

Mr. McHENRY. Thank you.

Mr. CLAY. Thank you, Mr. McHenry. Ms. Kaptur, you are recog-
nized for 5 minutes.

Ms. KaPTUR. Thank you. Thank you, Mr. Chairman, very much.
I really appreciate being able to participate today. Thank you for
your leadership.

Mr. Mesenbourg, I wanted to ask you if the Census Bureau is
aware of such communities as Toledo, OH that have suffered
under-counting of their populations in previous years. We have
seen what has happened in the New Orleans region.

One of my concerns is the rising and extraordinary level of hous-
ing foreclosures. In these foreclosure regions like Toledo and obvi-
ously the New Orleans area and others, what is the Census Bureau
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doing to offer additional financial support or assistance training
personnel that could help these types of communities that have
been so damaged by the economy or natural circumstances to
achieve a proper count of their populations? It isn’t clear that these
individuals who are being foreclosed on are leaving their commu-
nities?

Mr. MESENBOURG. I would be glad to talk about that. Perhaps
I should just take a second to talk about the Population Estimates
Program and the challenge program.

As we described before, at the national, State, and county level,
basically we are starting with the census 2000 count. Then we are
adding in births and subtracting deaths for that location, and then
doing an adjustment for migration, both international and domes-
tic. So for someone that immigrated into the United States from
Europe or wherever, we use the American Community Survey to do
that. We also look at migration within States and within counties,
across counties, and we use the IRS data typically to do that. That
is what we call the ADREC data and we believe that methodology
is performing very well.

At the sub-county level, for example for Toledo, what we would
use is the housing unit method. So we would start with the esti-
mate of the number of housing units in Toledo in 2000. Then we
take what the occupancy rate was in 2000 and what the persons
per household was in 2000, and we also have an adjustment for
group quarters. Right now, the Population Estimates Program for
this sub-county level data is using the census 2000 average persons
per household and the census 2000 occupancy rate.

I can give you an example for Flint, MI of what the impact is
of this methodology. Our 2008 population estimate for Flint, MI is
112,900 individuals. In the challenge method, people come in and
tell us they have additional housing units. When they do that, we
use the census 2000 average per persons per household and we use
the occupancy rate. So, for example in Flint, the occupancy rate in
census 2000 was 81.9 percent. From our most recent American
Community Survey, which is the 3-year estimate spanning 2005
through 2007, the occupancy rate is 78.5 percent. By using the ex-
isting challenge method, which uses census 2000, we would have
estimated a population growth in Flint of 9.3 percent. If we actu-
ally updated that persons per household and the occupancy rate
using the most current data, Flint would have had a reduction of
6.4 percent.

So what I want to clarify is the challenge process. We invite any
locality to challenge. Typically, of the 39,000 jurisdictions that we
publish data for, about 100 ask for a challenge proposal package
and about 64 actually challenge. When they challenge, if they can
come in and demonstrate to us that they have additional housing
units, then we will go back and use the census 2000 persons per
household and the census 2000 occupancy rate.

Given, as you are talking about Congresswoman, the decline in
occupancy rate, the challenge biases the population estimates up.
So if we flash forward a year or two, we probably do not want to
be using the 2010 average persons per household or the 2010 occu-
pancy rate. So this is one of the things that we have on our re-
search agenda, to look at the housing unit estimate component,
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which is sub-county, and to also take another look at the challenge
process itself.

Now, what are we doing to improve the count? We are going to
spend over $300 million on paid advertising with a huge increase
in the advertising that goes into the local areas. Probably the big-
gest single thing we are going to do is we are going to have nearly
2,900 partnership specialists working in our local offices. We will
have nearly 500 local census offices scattered across the United
States.

In census 2000 we had about 600 people reaching out to local or-
ganizations. This time it is more like 2,900. So they are the folks,
they are the trusted voices that we want to be in Toledo to convince
the Mayor to convince others to form a Complete Count Committee.
We will work with you to improve that count. In brief, that is what
we are doing.

Ms. KAPTUR. Mr. Chairman, I am sure my time has expired but
in a community like Toledo, over 12 percent of our housing stock
is now foreclosed and the rate is rising. I was in a neighborhood
in Cleveland, OH, now declared the poorest city in America over
the weekend, we were in Slavic Village, a neighborhood where they
claim 75 percent of the homes have been foreclosed. I just wonder,
when you go door to door and when you send out material, how you
really find the people that used to live in those homes.

Mr. MESENBOURG. So what we have done through the address
canvassing is identify all of the addresses. If it exists, it is on the
address list. We did not attempt to make a determination whether
it was occupied or vacant because obviously that could change by
April 2010. We think we have done a good job in terms of identify-
ing the addresses.

What we are doing is taking a look at our procedures for the non-
response followup. You are 100 percent correct. If that is a vacant
housing unit and we mail out a census form, we are not going to
get a census form mailed back. So starting May 1, 2010, we are
going to send an enumerator out to knock on that door. In some
cases it is obvious that is a vacant housing unit. In other cases, it
is not so obvious. In some cases, maybe someone else is living there
or multiple families are living there.

We know that is going to be a challenge. That has to be part of
our communication message to get trusted voices. If someone is
doubling up in a housing unit, they need to actually report that ac-
curately. If they don’t, we will miss people.

Mr. CrLAY. Just on that point, Ms. Kaptur, I would hope that the
Bureau’s research would bring to light that there may need to be
different methodologies in this era of housing foreclosures and post-
Katrina.

I was down in New Orleans for the address canvassing. Believe
you me, the enumerators do not have an easy time. They have to
go up to buildings that may look vacant but there are electric wires
going into the buildings so perhaps there is someone living there.
They have to keep coming back day after day to figure it out. So
their task is not easy either.

Hopefully the research will bring us a new methodology.

Ms. KapTur. Thank you, Mr. Chairman. I know that we will
have between 10 million and 20 million people in this country
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whose homes will be foreclosed by next year. That is a shocking fig-
ure.

Mr. CrAY. But the people are somewhere, though.

Let me go to our colleague from Georgia, Mr. Westmoreland. You
are recognized for 5 minutes.

Mr. WESTMORELAND. Thank you, Mr. Chairman.

Mr. Mesenbourg, I want just to clarify that. You can’t do the
2010 census based on where people are living in 2009, correct?

Mr. MESENBOURG. That is correct.

Mr. WESTMORELAND. You have to wait until you send the forms
out in 2010?

Mr. MESENBOURG. That is correct. The address canvassing has
been to build as complete a list of housing unit addresses as we
can. Then that is the vehicle to help us deliver report forms.

Mr. WESTMORELAND. That is being done with the handheld com-
puters, correct?

Mr. MESENBOURG. That was done with the handheld computers.

Mr. WESTMORELAND. In prior testimony that you have given in
front of this committee, you stated that a lot of the data that you
get does come from local city and county governments. Is that cor-
rect as far as housing starts, permits, births, and deaths?

Mr. MESENBOURG. Well, the construction information will come
from the local government permit office. Information on births and
deaths come from the vital record agencies, not from the local gov-
ernment.

Mr. WESTMORELAND. But you do get some information from local
governments?

Mr. MESENBOURG. Certainly, in terms of the updates to our con-
struction program and new construction activity. So any construc-
tion that has occurred since we finished address canvassing near
the end of June and before we do the census, we will be getting
building permits flowed to us from local governments. We will have
an opportunity to send an enumerator out to actually collect infor-
mation from those new units. That will happen in late July and
August 2010.

Mr. WESTMORELAND. Mr. Mesenbourg, you say that you have
been at the Census Bureau for 36 years. Is that correct?

Mr. MESENBOURG. That is correct. Maybe it is almost 37.

Mr. WESTMORELAND. So this is not your first rodeo when it
comes to the census. Would you say that the process of doing the
census has gotten better over the years?

Mr. MESENBOURG. I think it has become more challenging if we
look at just the diversity in terms of additional languages and the
recent economic problems that the Nation has faced. I think it is
clear that this is going to be one of our most challenging censuses.

We feel we have the procedures in place to conduct a successful
census but we believe our partnership program especially is key to
deliver that message, to mobilize the communities. I think we have
all been very impressed by the energy of the different constitu-
encies and how committed they all are to making this a successful
census. I think having nearly 2,900 partnership specialists in the
field is going to be key for us to connect with local areas. Of course,
we will hire locally also. That is a key strategy.
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Mr. WESTMORELAND. Just to go back over a little bit of your Pop-
ulation Estimates Program, it is my understanding that you start
off with the decennial number or the census.

Mr. MESENBOURG. The census count, right.

Mr. WESTMORELAND. Then you add births and subtract deaths,
is that true?

Mr. MESENBOURG. That is true.

Mr. WESTMORELAND. Then I guess for the internal migration, let
us say somebody moves from Patrick’s district to a good congres-
sional district in Georgia—[laughter.]

What kind of data would you use to track that?

Mr. MESENBOURG. For the population that is under 65, we use
the IRS tax data to do that year to year movement. That has about
80 percent coverage of the population. For the population 65 or
older, we use the Medicare information. We use that address infor-
mation on that.

Mr. WESTMORELAND. OK, so that is kind of your formula for com-
ing up with that. Now, how about the American Community Sur-
vey? Can you kind of explain how you use that?

Mr. MESENBOURG. Well, the American Community Survey is the
replacement for the old long form. In 1990, 2000, and previous cen-
suses, one in six households got a long form. And it was long. It
was over 50 pages. That was the source of all the social, economic,
and household information. We have replaced that once in a decade
long form survey with the American Community Survey.

The American Community Survey samples about 250,000 house-
holds a month and then publishes data annually. In September,
probably September 22nd, we will produce the 2008 estimates for
all jurisdictions with a population of 65,000 or more. Then in De-
cember, we will produce the 3-year estimate, which will be 2006,
2007, and 2008, for all jurisdictions with a population over 20,000.
Next December will be the first time we produce the 5-year esti-
mate and that will go down to the very smallest geographic areas.

So it is really the primary source of the social, economic data like
poverty statistics, income, information on disabilities, and so on.

Mr. WESTMORELAND. I have one final question, if I could, Mr.
Chairman. I know that the population estimates that you have
had, at least from the numbers that I have seen, that over the past
three decades you have been really I guess plus or minus about 2.5
percent of the decennial number. Is that correct?

Mr. MESENBOURG. That is correct. In 1990 and 2000, it was
about 2.5 or 2.4 percent under the census number.

Mr. WESTMORELAND. In 1 year it was over?

Mr. MESENBOURG. I think both years it was under but I can dou-
ble check that.

Mr. WESTMORELAND. Both years were under a little bit? OK. But
2.5 percent based on the information you are getting is pretty darn
close. I want to commend you and the people at the Census Bureau
for the job you have done.

I yield back, Mr. Chairman.

Mr. CLAYy. We will do a second round of questioning with this
panel. I will start with Mr. Mesenbourg.

Tell me how does the Census Bureau notify other Federal depart-
ments of changes in population?
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Mr. MESENBOURG. Well, we produce the population estimates on
a regular schedule. Let me just use the 2008 population estimate.
So in December 2008, we provided the national and the State popu-
lation estimate for 2008. In March 2009, we produced the county-
level population estimates. Then, as of July 1st, we produced the
sub-county level. So we just put those statistics out in the last cou-
ple of weeks.

Mr. CrAY. You share that with Federal agencies?

Mr. MESENBOURG. It is on the Web site and I think all of the
agencies that are using population estimates data in their formulas
are very familiar with the release schedule.

Mr. CrAY. OK. Mr. Mesenbourg, along those same lines, is there
a plan afoot to put a moratorium on the census challenge program?

Mr. MESENBOURG. Well, the sub-county data, using our schedule,
would come out in July 2010, basically a year from now. So we will
put a moratorium on the 2009 challenges because by the time we
would evaluate and produce those data, information from the 2010
census will be produced at the State level no later than December
31, 2010.

Mr. CLAY. So we are talking 6 months? How long will the mora-
torium last?

Mr. MESENBOURG. Let me be clear. There will be no challenge
process on the 2009 estimate because by the time we would act on
it, we will have better 2010 census data. Now, when we come to
calendar year 2010, then we have the estimates from the decennial
census so we do not produce public estimates of the population esti-
mates for 2010. The census counts stand as the count.

Mr. CrAY. Thank you so much for that response.

Let me go to Mr. Richardson. Mr. Richardson, I and many others
have concerns about the design of formulas that correct the under-
count and result in an increased number in the population count
yet and yield fewer moneys to the municipalities because of the in-
crease. This is the result of applying a mechanism called a growth
lag. The growth lag is to assist areas with stagnant population
growth. Low income areas normally have population growth and
wealthier areas tend to have fewer children and more stagnant
growth.

Can you show me where the benefit of having the growth lag ap-
plied to these under-counts counteracts the loss of funds in these
poorer areas that seemingly would need the funding more?

Mr. RiCHARDSON. I think that is an excellent point. The growth
lag variable in the CDBG formula was developed in the 1970’s to
try to address the needs of a lot of communities at that time that
were facing significant population loss due to a number of factors.
The formula was put into statute and has not been changed.

HUD has done a number of studies looking at the different vari-
ables, including growth lag, and how well they target the need.
Growth lag does have the problems you note. Communities that are
relatively well-off communities that have had populations that
stayed the same or gone down even because of smaller household
sizes, they get substantial grants under the Community Develop-
ment Block Grant Program, as do other communities that are seri-
ously distressed. Saint Louis, Detroit, and Toledo get substantial
amounts of funding because they have lost population since 1960.
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In the studies we have done, there are recommendations on how
that could be fixed to make the formula so that it doesn’t create
these anomalies and so it ensures that the money is directed to the
communities that most need it. As I noted earlier, President
Obama in his 2010 budget proposal has indicated a desire to work
with the Congress to try to make the changes to make this formula
target better.

Mr. CrLAY. Yes. Let us begin by you sharing those studies with
the subcommittee.

Mr. RICHARDSON. Absolutely. We will provide you a copy of that
study. In fact, I have one with me. I can leave that with your staff.

Mr. CLAY. Thank you so much.

I will recognize my colleague from North Carolina, Mr. McHenry.

Mr. McHENRY. Thank you, Mr. Chairman. Mr. Mesenbourg,
there has been some discussion about Hurricane Katrina. It was
devastating and still is a devastating event for the Gulf Coast.
Some parts of the Gulf Coast region still haven’t recovered. The
chairman discussed the difficulties of the address canvassing there.

But to look at how devastating that was, it was obviously a hor-
rible event for the people of the Gulf Coast, but to look at the data
that the Census Bureau produced, I have given you two tables,
Table 1 and Table 2, that come from your Bureau. One is about
East Baton Rouge Parish and the other is about Orleans Parish.
New Orleans and Baton Rouge, in essence. These are your popu-
lation estimates for those two counties. You can see the massive
loss of population in Orleans parish and the uptick in East Baton
Rouge. It is obvious to deduce that some moved to East Baton
Rouge. In Table 2, you actually determine where people migrated
from, too.

Could you talk about a study by three people that work for you,
Roger Johnson, Justin Bland, and Charles Coleman, who tracked
the dislocation of people as they left the path of Katrina and the
aftermath?

Mr. MESENBOURG. Certainly. Of course, Katrina posed real chal-
lenges to the population estimates. I talked about how at the coun-
ty level we start with census 2000, add births, subtract deaths, and
then use the tax records and the Medicare records to try to esti-
mate migration. One of the first things that happened post-Katrina
is that the IRS provided I think it was a 6-month extension in
terms of filing taxes. It was clear that we had to come up with a
different way of tracking that migration.

What we did is we availed ourselves of the Postal Service Na-
tional Change of Address record. We identified all the housing
units and the individuals pre-Katrina. Then, using this postal
change of address, we found out where they moved to. They not
only moved, of course, within Louisiana. They moved to Houston.
They moved to Atlanta.

The study you referred to, Congressman McHenry, basically
shows large maps of exactly where all of those people that we iden-
tified pre-Katrina, where they ended up.

I guess I would see that as a demonstration that when faced with
real challenges, the staff can come up with a way to produce the
data. We knew we needed to do something there.
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Mr. MCHENRY. Are there additional administrative data that you
used aside from the Postal Service or was that the crux of it here?

Mr. MESENBOURG. It was primarily this National Change of Ad-
dress record. Once we found out where the people had actually
moved, then we could also leverage the other administrative record
data. But the real challenge was to find out where they had mi-
grated to from New Orleans.

Mr. McHENRY. OK. That is the Table 2. I am sorry we don’t have
it for the screens. Unfortunately, the screens are not working
today.

How confident are you in these estimates?

Mr. MESENBOURG. Quite confident. I think they have been vetted
by folks. Given the extraordinary challenges that the New Orleans
area faced, I think this is about as good a job as an agency can do
in terms of tracking those individuals.

Mr. McHENRY. OK. Has the Mayor of New Orleans quibbled with
the data?

Mr. MESENBOURG. I believe the Mayor has challenged the popu-
lation estimate. That is not unusual. As I say, we typically have
about 65 primarily larger cities that challenge the estimate.

Mr. McHENRY. So it is a pretty regular occasion?

Mr. MESENBOURG. It is a very open procedure to challenge. If ju-
risdictions have the data to support an increase in their number of
housing units, then typically they are going to win the challenge
process.

Mr. McHENRY. Oh, I see. So you do incorporate that on a regular
basis?

Mr. MESENBOURG. Yes.

Mr. McHENRY. OK. Additionally, is it more difficult to track race
and ethnicity following Katrina? Is that an additional challenge be-
cause of using different administrative data? Or is it hard to say?

Mr. MESENBOURG. I don’t want to give you the wrong answer.
We provide the race data at a certain level. We do produce the race
information at the county level. I am confident in it at that level.
We do not produce the race data at the sub-county level. It is the
total population that we are producing there. So for Fulton County,
we would be confident in that number.

Mr. McHENRY. Thank you, Mr. Chairman.

Mr. Cray. Thank you, Mr. McHenry.

This panel will be dismissed and we will set up for the second
panel. Thank you all for your testimony today.

[Recess.]

Mr. CLAY. The meeting will come back to order. We will now
hear from our second panel.

Our first witness will be Mr. Carleton Finkbeiner, who is the
mayor of Toledo, OH. As Mayor of Toledo, he has helped bring new
living opportunities to the downtown area. The Mayor is also active
in the U.S. Conference of Mayors and was a national chairman of
Rebuild America. Thank you for being here, Mr. Mayor.

Next we will hear from Mr. Robert Bowser, who is the mayor of
the city of East Orange, NJ. It is good to see you again. Welcome
back. Mayor Bowser is the founder of the New Jersey Conference
of Black Mayors and was selected as president in 2003. He is also
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a member of the U.S. Conference of Mayors and is vice chair of the
2010 Census Taskforce.

Our third witness, Mr. Arturo Vargas, is the executive director
of the National Association of Latino Elected and Appointed Offi-
cials, a national membership organization of Latino policymakers
and their supporters. He is a nationally recognized expert in Latino
demographic trends, electoral participation, voting rights, the cen-
sus, and redistricting. He currently serves on the 2010 Census Ad-
visory Committee. Welcome back to the committee, Mr. Vargas.

Our final witness is Mr. Jamie Alderslade. He is the director of
external relations at Social Compact, a non-profit agency dedicated
to fostering private investment in inner city communities. He
works on projects that utilize asset-based information as a platform
for consensus between local governments, investors, and commu-
nities to promote sustainable investment in the under-served urban
neighborhoods. Welcome, Mr. Alderslade.

Welcome to all of you. Thank you for appearing today before the
subcommittee. It is the policy of this committee to swear in all wit-
nesses before they testify. I would like to ask you to stand and
raise your right hands.

[Witnesses sworn.]

Mr. CrLAy. Thank you. You may be seated. Let the record reflect
that the witnesses answered in the affirmative.

Each of you will have 5 minutes to make an opening statement.
Your complete written testimony will be included in the hearing
record.

Mayor Finkbeiner, you may proceed with your opening state-
ment.

STATEMENTS OF CARLETON FINKBEINER, MAYOR, CITY OF
TOLEDO, OH; ROBERT BOWSER, MAYOR, CITY OF EAST OR-
ANGE, NJ; ARTURO VARGAS, EXECUTIVE DIRECTOR, NA-
TIONAL ASSOCIATION OF LATINO ELECTED AND AP-
POINTED OFFICIALS; AND JAMIE ALDERSLADE, DIRECTOR
OF EXTERNAL RELATIONS, THE SOCIAL COMPACT, INC.

STATEMENT OF CARLETON FINKBEINER

Mr. FINKBEINER. Thank you, Chairman Clay. I appreciate this
opportunity a great deal.

I have been mayor of Toledo for 12 years. My experiences in at-
tempting to get an accurate count of Toledo during that 12 year pe-
riod of time have been rather frustrating. That we why we hired
Social Compact on the recommendation of the Mayor of Cincinnati,
Marlli Mallory, where Social Compact had helped them signifi-
cantly.

I think I can speak today with perhaps as much knowledge as
any Mayor coming before you, not because I am a Mayor but be-
cause I was a census leader in 1970 in Toledo, OH. I want to tell
you what I learned from that experience.

Many of my counters were elderly females. We began the census
count in affluent, upper middle and middle class neighborhoods.
My elderly enumerators felt very comfortable as they walked up
and knocked on the doors of rather spacious, extremely well-kept,
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and trendy suburban-type households. My enumerators enjoyed
themselves immensely.

As the weeks progressed and my enumerators completed their
tasks in these middle class neighborhoods, they methodically
worked their way toward central city Toledo. As they did, their en-
thusiasm began to taper off. Their gusto for enumerating poor
neighborhoods of significant diversity became really and readily ap-
parent.

With multiple story apartment buildings as part of their daily
agenda, I began to lose my crew. Ultimately, of the three dozen
members of my staff that began, one remained to tackle central
city Toledo neighborhoods. Even though others were brought on-
board, they did not have the same degree of training and enthu-
siasm my initial crews did. I began to worry about a serious under-
coilnting of the poor, the disadvantaged, and men and women of
color.

In the 40 years that have gone by since, there are more poor peo-
ple than ever living in the hearts of our cities, including Toledo.
Some are homeless men and women. Some are regular visitors at
the shelters that provide food on a daily basis. Others have been
released from mental hospitals and seek counseling and medicines.
These men and women cling to the heart of the city where assist-
ance is available and they are able to fit in as opposed to looking
extremely out of the normal in those suburban and middle class en-
claves I mentioned earlier.

Fast forward to my 12 years as Mayor. I asked my Neighbor-
hoods Department staff to help me estimate how many Jane and
John Does were being left uncounted. It is the John and Jane Does
who need the help of the Federal Government as well as State and
local governments, 501(c)(3)’s, and non-profit agencies.

If people are not counted because U.S. census workers are ten-
tative at best as they count the central city, marching door to door,
apartment to apartment, homeless shelter to homeless shelter, how
can we ensure we are identifying all of our citizens?

One thing I know for sure is that there are more men and
women living in mobile housing unit conditions in bleaker environ-
ments and in growing numbers today than back in 1970 when I
had my experience. These men and women desperately need the
help of our Federal Government and our Federal agencies. Our re-
sponsibility is to find out how to get each and every one of these
men and women counted by the U.S. census.

During the past few years, there have been numerous reports
saying that the city of Toledo, as well as Lucas County, is losing
population. In preparation for our 2010 census, the staff of the To-
ledo Planning Commission at my direction and with the help of So-
cial Compact identified over 1,400 addresses previously not re-
corded on the U.S. Census Bureau’s current address list. This con-
firmed my suspicion that there was a population under-count of
housing units from 2000 to 2007 in the city of Toledo.

In fact, the adjusted estimate meant that Toledo’s population in
2007 was actually higher than in 2000, far from declining as had
been consistently reported over several years. To the credit of the
Department of Commerce and the U.S. Census Bureau, they ac-
knowledged that Toledo had a population of 316,851, some 21,822
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more people than the U.S. Census Bureau’s original 2000 popu-
lation estimate. The date of that acknowledgment was January 9,
2009. I attach a copy of the letter.

To my surprise, on June 2, 2009, I was sent a letter from HUD’s
Office of the Assistant Secretary for Community Planning and De-
velopment. It stated that as a result of Toledo’s successful chal-
lenge, the city will actually be receiving $293,585 less in Commu-
nity Development Block Grant funding in fiscal year 2009. A copy
of that letter is also attached.

CDBG entitlement community grants are a vital source of fund-
ing from HUD directly to Toledo. The ability to use the grants
flexibly allows my administration the freedom to respond to the
very specific housing and development needs of Toledo’s low and
moderate income communities. At a time when great efforts are
being made to stimulate the economy, CDBG funding serves a vi-
tally important role in that endeavor.

Having successfully participated in the census challenge pro-
gram, we expected to receive a larger allocation in CDBG funding,
particularly because there are more poor men and women now
moving toward the centers of our cities, including Toledo, than ever
before. If there are more people in the city of Toledo, as confirmed
by Federal Government, with increasing poverty and unemploy-
ment, and ours tops at about 12 percent, why would the city of To-
ledo’s CDBG allocation be reduced? I can only conclude that the
CDBG allocation formula needs to be addressed to rectify the situa-
tion facing the city of Toledo.

In closing, the city of Toledo, regardless of current formula allo-
cations, will continue to strive for accurate data for investment and
planning purposes. We will continue to work cooperatively with our
community and the U.S. Census Bureau to make sure every
Toledoan 1s counted.

Each human being is given a name at birth. Until death, they
are to remain a concern of a caring society. Without a name or an
identity, they may as well be condemned to death. None of us want
that. Therefore, let us make sure every person is counted.

I have one concluding comment. A death occurred in our commu-
nity 48 hours ago. The man that died was 68 years of age. He had
been a homeless man in Boston for about 15 to 20 years. He was
born and raised in Toledo. He got some aid and assistance when
he was in Boston and his family urged him to come back to the
family home in Toledo. Fifteen years ago he returned. The last 15
years, that man has made such an impact on life in the neighbor-
hood in which he lived. He still looked very skinny, very bearded,
and very disheveled and he rode a bike everywhere. But that man
was going to Board of Education meetings. He was going to Social
Services meetings and Criminal Justice meetings. That man made
such a difference.

It was about 10 days ago that he unfortunately was knocked off
his bike by a youngster and hit his head on the pavement. He was
in a coma for 10 days. Our community came to a stop for 10 days
while Bob was in a coma in a hospital. He died 48 hours ago.

That man was once homeless. Because he was identified as a real
person as a result of the Boston metropolitan area Social Services
people, he came back and made a very, very significant contribu-
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tion to Toledo the last 15 years of his life. He will be deeply missed.
That is why every man or woman needs to be counted.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Finkbeiner follows:]



163

Remarks for Mayor Finkbeiner

Testimony before the House Committee
Information Policy, Census and National Archives
July 9, 2009 2:00 p.m.

I appreciate the opportunity to address you
today on the importance of an accurate count
of the census évery year, particularly every

ten years.

I have been Mayor of Toledo for 12 years. My
experiences in attempting to get an accurate
count of Toledo during that 12-year period
have been rather frustrating. That is why we
hired Social Compact on the recommendation
of the Mayor of Cincinnati where Social

Compact had helped them significantly.

I can speak today with perhaps as much

knowledge of a census count as any Mayor
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coming before you, as I was a Census Leader
in 1970 in Toledo, Ohio. I want to tell you
what I learned from that experience. Many of
my counters were elderly females. We began
the census count in affluent, upper-middle
and middle class neighborhoods. My elderly
enumerators felt very comfortable as they
walked up and knocked on the doors of rather
gpacious, exﬁremely well kept, trendy
suburban type»households. My enumerators

enjoyed themselves immensely.

As the weeks progressed and my enumerators
completed their task in these middle-class
neighborhoods, they methodically worked
their way toward Central City Toledo. As
they did, their enthusiasm began to taper

off. Their gusto for enumerating poorer

[
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neighborhoods of significant diversity
‘became really apparent. With multiple-
story, apartment-tenement buildings as part
of their daily agenda, I began to lose my
crew. Ultimately, of the three-dozen members
of my staff that began, one remained to
tackle Central City Toledo neighborhoods.
Even though others were brought onboard,
they did not have the same degree of
training and enthusiasm, my initial crews

had.

I began to worry about a serious
undercounting of the poor, the

disadvantaged, and men and women of color.

In the 40 years that have gone by since,

there are more poor people than ever living
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in the heart of our cities, including
Toledo. Some are homeless men and women.
Some are regular visitors at the shelters
that provide food on a daily basis. Others
have been released from mental hospitals,
and seek counseling and meds. These men and
women cling to the heart of the city where
assistance is available and they are able to
“fit in” as opposed to looking extremely out
of the normal in those suburban and middle

class enclaves I mentioned earlier.

Fast forward to my 12 years of mayor, I
asked my Neighborhoods Department staff to
help me estimate how many John and Jane Doesg
were being left uncounted. It is the John
and Jane Does who need the help of the

Federal Government, as well as the State and
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Local governments, 501 C 3’s and non-profit
agencies. If people that are not counted
because the U.S Census workers are tentative
at best, as they count the central city,
(marching door-to-door, apartment-to-
apartment, homeless shelter-to-homeless
shelter), how can we ensure we are

identifying all of our citizens?

One thing I know for sure - there are more
men and women living in mobile housing
conditions, in bleaker environments and in
growing numbers. These men and women need
the help of Federal agencies. Our
responsibility is to find out how to get
each and every one of these individuals

counted by the U.S. Census.
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During the past few years there have been
numerous reports, saying that the City of
Toledo, as well as Lucas County, is losing
population. In preparation for our 2010
Census, the staff of the Tecledo Plan
Commission, at my direction and with the
heip of Social Compact, identified over 1400
addresses previously not recorded on the
U.S. Census Bureau‘s current address list.
This confirmed my suspicion that there was a
population undercount of housing units from
2000 to 2007 in the City of Toledo. In fact,
the adjusted estimate meant that Toledo’s
population in 2007 was actually higher than
in 2000! Far from declining, as had been

consistently reported over several years!
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To the Credit of the Department of Commerce
and the U.S. Census Bureau, they
acknowledged Toledo had a population of 316,
851, 21,822 more people than the U.S. Census
Bureau’s original 2007 Population estimate.
The date of that acknowledgement was January

9, 2009. A copy of the letter is attached.

Then, to my surprise, on June 2, 2009, I was
sent a letter from HUD’s Office of the
Assistant Secretary for Community Planning
and Development, stating that as a result of
Toledo’s successful challenge, the city will
actually be receiving $293,585 less in
Community Development Block Grant (CDBG)
funding in Fiscal Year 2009. A copy of that

letter is also attached.
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CDBG Entitlement Communities Grants are a
vital source of funding from HUD directly to
Toledo. The ability to use the grants
flexibly allows my administration the
freedom to respond to the very specific
housing and development needs of Toledo’s
low and moderate-income communities. At a
time when great efforts are being made to
stimulate the economy, CDBG funding serves a
vitally important role in that endeavof.
Having successfully participated in the
Census Challenge Program, we expected to

receive a larger allocation in CDBG funding.

If there are more people in the City of
Toledo as confirmed by the federal

government, but increasing poverty and
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unemployment topping at 12 percent, why
would City of Toledo’s CDBG allocation be
reduced? I can only conclude that the CDBG
allocation formula needs to be addressed to
rectify the situation facing the City of

Toledo.

In closing, the City of Toledo, regardless
of current formula allocations, will
continue to strive for accurate data for
investment and planning purposes. And we
will continue to work cooperatively with our
community and the U.S. Census Bureau to make
sure every citizen of the City of Toledo is

counted.

Each human infant is given a name at birth.

Until death, they are to remain a concern of
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a caring society. Without a name or
identity, they may as well be condemned to
death. None of us want that. Therefore let’s

make sure every person is counted.

10
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The Honorable Carleton S. Finkbeiner
Mayor, City of Toledo

One Government Center

Suite 2200

Toledo, OH 43604

Dear Mayor Finkbeiner:

Thank you for providing the requested materials for your informal challenge of the U.S. Census
Bureau’s July 1, 2007 population estimate of 295,026 for the City of Toledo. We appreciate
your providing these additional housing data.

We have completed our review of the submitted data and can now inform you that we have
accepted your revised data. We are changing the July 1, 2007 population estimate for the City of
Toledo from 295,029 to 316,851, Please note that the final estimate is 88 people higher than the
estimate submitted with your worksheets. This difference is due to the calculation of the
population living in single-unit structures. We have contacted Mr, Michael Badik,
Commissioner of Housing and Administrative Services, and explained the reason for this
correction.

We received your completed challenge materials after the October 1 deadline, which meant we
could not incorporate the challenge result into the 2008 estimates for Toledo city. We will
incorporate the results in the 2009 population estimates and we will post the revised estimate at
the following location: Attp./Asww.census.govipopest/archives/challenges.html on the Census
Bureau’s website.

If you have additional guestions regarding this revised estimate or other population estimates
issues, your staff may contact Mr. Greg Harper or Mr. Justin Bland on (301) 763-2461.

Sincerely,

Chief, Populafion Division

seisiang WWW.CENSUL.Eov
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e, K. (_SM\;L

U8, DEPARTMERT OF HOUSING AND URBAN DI:IVELOPMENT
WASHINGTON, DC 20410-7000

QFFICE OF THE ASSISTANT SECRETARY FOR JU
COMMUNITY PLANNING AND DEVELOPMENT et 2 Zgﬂg'

The Honorable Carleton S. Finkbeiner
Mayor of Toledo

One Government Center, Suite 2200
640 Jackson Street

Toledo, GH 43604

Dear Mayor Finkbeiner:

OnMay 1, 2009, 1 sent a letter informing you that Toledo’s FY 2009 Community
Development Block Grant (CDBG) from HUD would be $8,038,110. Of the two formulas used to
caleulate the CDBG grant amount for each entitled community, your community received the
higher grant from the formula which benefits communities experiencing growth lag. Growth lagis
essentially a factor that accounts for the fact that 2 community. has not grown in population as
quickly as the average community. New population data discussed below results in the need to
reduce your FY 2009 CDBG allocation to $7,744,5235,

Your community’s successful population challenge last year to the Census Bureay is cause for
this reduction. You appealed that your population should be 316,851 which is 21,822 higher than
the number released by the Census Bureau last sumimer in its official population estimates. While
your community’s population is now recognized to be higher than fhe Census Bureau had estimated,
unfortunately that means that your commumity’s allocation must be reduced because your growth
lag is less.

HUD has now re-run the FY 2009 CDBG allocations for all grantees, and in doing so, used
the population figures for all communities which had successfully appealed to the Census Bureau
for a modified population amount, including yours. Your community still received the higher
CDBG grant from the formula that benefits growth lag. The new calculated FY 2009 CDRG grant
“for your community 15 the $7,744,525 mentioned above which is $293,585 less than what | had
mentioned in my earlier letter.

Should you have any questions about your grant and how it was calculated, you may contact
Robert Brever at (202) 402-4537.

Sincerely,

'/m‘\lg*—-ﬁ .f’s‘u.,,’_‘

Nelson R. Bregén
General Deputy Assistant Secretary

www.hud.gov espanol.hud.gov
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Mr. CLAY. Thank you so much, Mr. Mayor, for your testimony.
Mayor Bowser, you are recognized for 5 minutes.

STATEMENT OF ROBERT BOWSER

Mr. BOwSER. Good afternoon, Chairman Clay, Ranking Member
McHenry, and members of the subcommittee. I am always glad to
be in Washington to see where my money is going.

On behalf of the city of East Orange, NdJ, I urge all of our people
to be counted in the 2010 census. Everyone’s participation is vital
to ensure our voices are heard in Congress. A complete count also
almost guarantees our community would get its fair share of Fed-
eral dollars, which would mean money for schools, hospitals, roads,
and social services. This count includes the homeless, the legal, and
the undocumented. We are all entitled to the same services pro-
vided within our city. It is easy, important, and safe to participate.
All of this information is confidential.

To ensure an accurate count in the city of East Orange, we plan
to engage our community with a team of people, coordinators and
leaders of various ethnic backgrounds, who look like and speak the
same language as the people we are counting.

A complete and accurate count means a sustainable, better way
of life for all people. Historically in the city of East Orange, we be-
lieve that the last two census counts were seriously flawed, result-
ing in an under-count in excess of 12 percent.

As a city, we rely on accurate population figures for all county,
State, and Federal applications for grants and supplemental aid for
many if not all programs. In this present economy, municipal gov-
ernment has to fight for and look for fiscal help wherever it is
available. The census figures are the one common factor in all ap-
plications and the compelling argument for jurisdictions in need.
We at the local level must meet our obligation to provide services
and the opportunity for services for all our constituents.

At this hearing, we were asked to comment on the impact of the
under-count on funding formulas and how this would affect local
communities. First, let me say that it is important to distinguish
between concerns about funding formulas and the concerns about
allocations under the formulas. The question of whether funding
formulas are designed properly and whether they take into account
the conditions Congress desires to address is separate from the
question of the accuracy of the data used to allocate funds under
the formulas.

Without going into the details about CDBG funding, there are
two formulas, A and B. Both of them rely on census data. When
they are calculated, the formula, either A or B, that gives more jus-
tification for funds, that is the one that is used. Under these for-
mulas, jurisdictions always receive more funds than the total
amount available through appropriations. To bring the allocation
within the appropriated amount HUD uses, they use a pro-rated
reduction that may be different annually.

If East Orange’s population is not correctly calculated in the
most recent census, the argument could be made that neither for-
mula A nor B can be calculated accurately to allocate to this juris-
diction because 50 percent of formula A and 20 percent of formula
B rely on the accurate population count. Even if one formula is
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used instead of the other, an inaccurate census count could greatly
impact East Orange’s CDBG allocation, ensuring this jurisdiction
receives less than the community needs.

Also, the U.S. Department of Housing and Urban Development’s
formula calculations rely on several factors that are directly im-
pacted when the U.S. Census Bureau under-counts, especially be-
cause in East Orange we also have a high number of house rentals
and apartment units.

Let me just give you a little information about the city of East
Orange. We are only 3.9 square miles but 83 percent of our
buildable land is residential. We were cut in half by the Garden
State Parkway and then we were quartered by Interstate 280. We
are 15 miles from New York and we border six other towns or cities
right along the city of Newark.

The U.S. Conference of Mayors Metro Economies Committee re-
ported that of cities within the category of 50,000 to 100,000 peo-
ple, East Orange has the highest percentage of people of color in
all of the United States of America. It is close to 95 percent.

One other factor that we found out is that home ownership in the
city of East Orange was less than 35 percent 8 years ago. Because
of the census and the fact that it was inaccurate, we went out and
checked about 40 of the census tracks. We had no means to chal-
lenge that count. But because of that fact that percentage of home
ownership was so low, we went into a first time home buyers pro-
gram. What we did was to educate the population. We made sure
we helped people get their credit better and we gave them counsel-
ing. Now, in 2009, we are at 47 percent home ownership and we
have avoided a lot of the foreclosures in our city because of the fact
that we were challenging some of the census numbers in our own
right.

Also in our city, compounding our problem is that of homes that
are one and two families, 40 percent of them are owned by senior
citizens. Of that number, 43 percent of them are on fixed income,
retired, and have no mortgage. Every time we look to increase
taxes, this is the group that is most vulnerable.

When you look at and talk about under-counting, the historic fact
is the factors that affect an under-count are people of color, low in-
come populations, immigrants with limited English proficiency,
young people, and unemployed people. The city of East Orange is
in a lot of trouble because that fits our demographics right away.

What we need to do to make sure is that we count everybody.
If you take a few things that you can use as parameters, because
our population right now is said to be, with all of the adjustments
and I have no idea how they make them, 69,824 people, but if you
look at our water consumption, it should be somewhere around
77,000 people. If you look at our school population, which includes
public schools, charter schools, private schools, and day care, it
should be somewhere between 73,000 and 75,000. If you look at
solid waste disposal, it should be somewhere around 72,000 people.

Something went awry at the first count. In this count coming up,
if it is wrong in the first year, it is wrong for the next 9 years. That
is a problem.

[The prepared statement for Mr. Bowser follows:]
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Testimony
of
Honorable Robert L. Bowser
Mayor
City of East Orange, New Jersey

Information Policy, Census, and National
Archives Subcommittee
Oversight and Government Reform Committee

“Census Data and its use in Federal Formula Funding”

Thursday, July 9, 2009
2247Rayburn House Office Building, Room
2:00 p.m.

Good Afternoon, Chairman Clay and Ranking Member McHenry and
Members of the Subcommittee. Thank you for inviting me here today; I am
Robert L. Bowser, Mayor of the City of East Orange, New Jersey. As
Mayor of the City of East Orange, when it comes to the Census, nothing is
more important than a fair and accurate count of all people residing in our

city.

On behalf of the City of East Orange, New Jersey, I urge you to be
counted in the 2010 Census. Your participation is vital to insure that your
voice is heard in Congress. A complete count also guarantees our
community will get its fair share of federal dollars...money for schools,
hospitals, roads, and social services.

This count includes the homeless, the legal, and the undocumented. We are
all entitled to the same services provided within our city, it’s easy, important
and safe to participate and all information is confidential. To insure an
accurate count in the City of East Orange we plan to engage our community
with a team of people; coordinators/leaders of various ethnic backgrounds
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who look like and speak the same language. A complete and accurate count
means a sustainable/better... way of life for all people.

Historically, we, in East Orange, believe the last two Census counts were
seriously flawed resulting in an undercount in excess of 12%. As a city, we
rely on accurate population figures for all State, County and Federal
applications for grants and supplemental aid for many, if not all, programs.
In this present economy municipal government has to fight for and look for
fiscal help where ever it is available. The Census figures are the one
common factor in all applications and the compelling argument for
Justification and need. We, at the local level must meet our obligation to
provide services, and the opportunity for services, to all of our constituents.
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Mr. CrAy. Thank you, Mr. Mayor. Mr. Vargas, you are recog-
nized for 5 minutes.

STATEMENT OF ARTURO VARGAS

Mr. VARGAS. Thank you, Mr. Chairman and Ranking Member
McHenry, for the opportunity to appear before you on behalf of the
NALEO Educational Fund.

You know, a successful census requires an accurate count of the
estimated 47 million Latinos in the Nation. We are the second larg-
est population group and the fastest growing population. An under-
count of the Latino population means a failed census. It will skew
the distribution of Federal resources to States and localities.

Many of the Federal programs allocated using census data are
critical to the education and health of Latino families, such as the
Department’s of Education Title I grants and Department’s of
Health and Human Services’ Head Start and SCHIP programs.
These programs are just three of the Federal initiatives that have
proven successful in helping children living in poverty to succeed
in school and lead healthy lives. Without accurate 2010 census
data, we would not be able to accurately assess the number of chil-
dren in need nor allocate sufficient resources for them.

An under-count of the Latino population will also have a signifi-
cant impact on the fair distribution of Federal funding to States
and cities with large Latino populations. Nearly half of the Nation’s
Federal funding allocated using census data is distributed to nine
States where nearly 80 percent of the Nation’s Latinos reside.
These amounts range from $3.5 billion for New Mexico to nearly
$42 billion for California. In addition, $43 billion in Federal fund-
ing allocations that rely on census data, about 11 percent of the
Nation’s total, are distributed to the five metropolitan areas where
one out of four Latinos live.

Latino elected officials at the State and local levels know the
harm caused by the under-count. In my written testimony, we
present four examples of elected officials around the country who
are dealing with the problems caused by the under-count. These of-
ficials recommend changes to the Bureau’s census challenge pro-
gram to ensure that yearly population estimates are more accurate.
The Latino elected officials we have surveyed recommend that the
Bureau help jurisdictions to better understand the data and evi-
dence required for a successful challenge and the criteria that the
Bureau use to accept challenges.

To help avoid an under-count and the harm that it brings, we
offer the following recommendations for the 2010 census: First,
Congress must provide the Census Bureau with sufficient funding
to conduct the census. The House has approved census funding
that is $206 million below the President’s request. This seems to
be the result of a misunderstanding between House appropriators
and the Department of Commerce over certain carryover funds.
The Senate Appropriations Committee has approved census fund-
ing at a level closer to the President’s request. We urge the Senate
to adopt the committee recommendation and urge appropriators to
restore the $206 million in conference that appears to have been
inadvertently cut by the House.
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Second, the U.S. Senate must expeditiously confirm the nomina-
tion of the Director of the Census Bureau. The delay on Dr.
Groves’s confirmation is impairing the ability of the Bureau to pro-
ceed on track.

Third, the Census Bureau must implement a communications
and outreach plan that takes into account the current economic
and social realities. The security measures implemented after Sep-
tember 11, including provisions of the Patriot Act, have raised con-
cerns about confidentiality. Hurricane Katrina and other natural
disasters have displaced thousands of residents. We are in the
worst economic crisis since the Great Depression with thousands
having lost their homes through foreclosures. Millions are living
disengaged from our country’s civic life. The paid advertising cam-
paign needs to reach these Americans.

As a member of the Joint Advisory Advertising Review Panel, 1
joined with my fellow members in raising concerns about the pro-
posed advertising campaign that was initially developed. We are
heartened to see that the communications contractors have taken
into consideration the views of the JAARP and have retooled the
messaging of the campaign. Last week, we were presented with a
plan that was much more cohesive, better promoted the confiden-
tiality and safety of the census, and reflected the economic times.

This retooled campaign will need further testing and refinement
but time is of the essence. We encourage Congress to continue its
vigilance over this crucial component of the 2010 communications
plan.

In addition, the lack of an English language paid media strategy
directed at Latinos is problematic. The Census Bureau will fail to
reach a large segment of the hard to count population if it relies
exclusively on Spanish language media to reach all Latinos.

Special strategies will also be required to count immigrants be-
cause our Nation’s ongoing immigration policy debate has exacer-
bated their fear of contact with Government agencies and have in-
creased hate crimes. The Bureau must use strategies that overcome
this distrust and all public agencies must work to promote public
confidence in the census.

The Census Bureau must ensure that its 2010 work force reflects
the diversity of the Nation’s population from its highest managerial
positions to its field enumerators. Latinos are the most under-rep-
resented segment of the Bureau’s permanent work force, compris-
ing less than 6 percent. As the Bureau continues to deploy its mas-
sive work force, it must hire a diverse group of top managers to
lead its regional operations.

To effectively reach the hard to count population, the Bureau
must also hire enumerators who are familiar with local commu-
nities and their residents. In many neighborhoods, these workers
must be bilingual. We have heard reports from some areas that
sufficient bilingual enumerators are not available to hire, particu-
larly in areas with emerging populations.

Congress should closely monitor the implementation of the cen-
sus in schools program. This was one of the success stories of cen-
sus 2000. We are concerned that we are not going to have the same
aggressive implementation of census in schools in 2010 that we had
in 2000.
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Finally, Congress must reject any proposals that would prevent
the full enumeration of every U.S. resident in the census. These
proposals are contrary to the fundamental precepts of our Constitu-
tion that call for a full count of every person residing in the Nation.
We strongly condemn the efforts of a small group of extremists and
even a Member of this legislative body calling for a census boycott.
Encouraging anyone to not participate in the census is simply
wrong.

The NALEO Educational Fund remains committed to being a
partner with the Congress and the administration in ensuring the
success of the 2010 count. We look forward to working with you on
this and I look forward to any questions you may have.

[The prepared statement of Mr. Vargas follows:]
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Chairman Clay, Ranking member Representative McHenry and members of the Subcommittee:
Tam Arturo Vargas, Executive Director of the National Association of Latino Elected and
Appointed Officials (NALEO) Educational Fund. Thank you for the invitation to appear before
you today on behalf of the NALEO Educational Fund to discuss Census data and its use in

federal formula funding.

The NALEO Educational Fund is a non-profit, non-partisan organization that facilitates full
Latino participation in the American political process, from citizenship to public service. Our
constituency includes the more than 6,000 Latino elected and appointed officials nationwide. We
are one of the nation’s leading organizations in the area of Census policy development and public
education, and we are deeply committed to ensuring that the Census Bureau provides our nation

with the most accurate count of its population.

The NALEO Educational Fund was actively involved in outreach to the Latino community for
the decennial enumerations in 1990 and 2000. In 2007, we launched the “ya es hora” (It’s Time)
campaign, a comprehensive, multi-year effort to integrate Latinos into American civic life.
When we launched the campaign, our Spanish-language media partners included Univision
Communications Inc., Entravision, and ImpreMedia, and our national partners were the National
Council of La Raza, the Service Employees International Union on citizenship promotion and
Mi Familia Vota Educational Fund on voter engagement. The first two phases of this effort
involved mobilizing eligible Latino legal permanent residents to apply for U.S. citizenship, and

then mobilizing Latino U.S. citizens to vote.

We have now launched the third phase of the ya es hora campaign, ;HAGASE CONTAR! (Make
Yourself Count!), which focuses on promoting the importance of the Census, educating
individuals about filling out their Census forms and encouraging households to mail back their
responses once they complete their forms. This campaign is working to inform and motivate the
nearly 50 million U.S. Latinos to fully participate in the 2010 Census. The national
organizations and Spanish-language media leaders for this effort are the same as those for the

previous two phases of the ya es hora campaign. Currently, there are also nearly 40 other
2
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national and local partners for ;HAGASE CONTAR!, and we anticipate that number reaching into

the hundreds as the campaign proceeds.

In addition, since 2000, we have served on the Secretary of Commerce’s 2010 Census Advisory
Committee, or its predecessor, the Decennial Census Advisory Committee, and we have
participated in the Committee’s discussions surrounding the planning for the 2010 enumeration.
We also serve on the Joint Advisory Advertising Review Panel (JAARP), which the Census
Bureau created to review its advertising and communications efforts. In addition, through our
strong relationship with our Latino leadership constituency, we have also become very familiar
with the types of challenges that public officials face as a result of the undercount of the Latino
population and its impact on federal formula funding. We have also learned about Latino elected
officials’ experiences with the Census Challenge program, which allows jurisdictions to

challenge the population estimates developed by the Census Bureau.

Mr. Chairman, we need the 2010 Census to produce the most accurate count of our nation’s
population as possible. Census data are the fundamental building blocks of our representative
democracy; Census data are the basis for reapportionment and redistricting. Policymakers at all
levels of government also rely on Census data to make important decisions that affect the lives of
all Americans. These data help make such determinations as the number of teachers that are
needed in classrooms, the best places to build roads and highways, and the best way to provide
health and public safety services to our neighborhoods and communities. The accuracy of
Census data is also critical for the effective allocation of government funding for schools,
hospitals and other vital social programs. In addition, Census data are used to monitor
compliance with civil rights laws and to document incidents of illegal discrimination based on
race or gender. The first immediate use of the 2010 Census data for this purpose will be
determining whether the 2011 redistricting of Congressional, state legislative and other

single-member electoral districts comply with the Voting Rights Act of 1965.

To secure an accurate count of our nation’s population, it is imperative to have an accurate count

of the estimated 46.9 million Latinos who are now the nation’s second-largest and
3
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fastest-growing population. An undercount of such a large segment of the U.S. population means
a failed Census. An accurate count of the Latino community is necessary if we are to make

sound policies for the economic, social and political well-being of the entire country.

In our testimony, we will examine the impact of an undercount of the Latino community on the
distribution of federal resources, with particular attention to the states and metropolitan areas
with large Latino populations. We will also provide the perspectives of Latino elected officials
on this issue, and their recommendations for the Census Challenge program. Finally, we will
present policy recommendations to ensure a complete and accurate count of the Latino

community in Census 2010.

L. The Overall Impact of an Undercount of the Latino Community on Federal Resources

An undercount of the Latino population in Census 2010 will have a serious detrimental impact on
the federal resources available to states and localities with Jarge Latino communities. According
to Census Bureau estimates, in Census 2000, the enumeration may have missed as many as

1 million Latinos. According to estimates based on this undercount, Los Angeles County alone —
home to 4.7 million Latinos — lost $600,000,000 in federal funding since the last Census. It is
estimated that Bronx County, New York lost more than $350,000,000 due to the undercount of

its Latino population’

Over the next 10 years, Census data will determine the allocation of more than $3 trillion in federal
monies for funding essential programs such as public transportation, road construction, programs for
the elderly and children, schools, and emergency food and shelter. An analysis by The Brookings
Institution authored by Andrew Reamer, a Fellow in the Metropolitan Policy Program, demonstrates
the broad range of federal assistance programs that rely in whole or in part on decennial Census
statistics to distribute funds. Using FY 2007 population and funding data, the Brookings analysis

indicates that nationally, the distribution of $376.8 billion in federal assistance program funding — or

' Effect of Census 2000 Undercount on Federal Fi unding to States and Selected Counties, 2002-2012, prepared by
PricewaterhouseCoopers, at the request of U.S. Census Monitoring Board: Released August 7, 2001.
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about $1,249 per capita — relies on decennial Census statistics.” The programs with the highest
national expenditures include a wide range of public services that affect the daily lives of all of our
nation’s residents, including the Department of Health and Human Services” Medical Assistance
Program ($197.3 billion); the Department of Transportation’s Federal Aid Highway Program
($57.0 billion); and the Department of Housing and Urban Development’s Section 8 Housing
Choice Vouchers (816.1 billion). Some of the foregoing programs are particularly critical for the
education and health of Latino families and their children. The top 10 programs reliant on Census
data with the highest expenditures include the Department of Education’s Title 1 Grants to Local
Educational Agencies ($7.737 billion, ranked 5*), and the Department of Health and Human Service’s
Head Start program ($6.181 billion, ranked 7*) and State Children’s Health Insurance Program
(85.511 billion, ranked 8%).

The Title 1 Grants program provides financial assistance to local educational agencies and schools
with high numbers or high percentages of poor children to help ensure that all children meet
challenging state academic standards. A significant share of these children in poverty are Latino.
Similarly, according to the Department of Health and Human Services, more than one out of
three (35%) of the children enrolled in Head Start are Latino - Head Start has been demonstrated
to be effective in promoting the educational success of Latinos and increasing high school
completion rates. The State Children’s Health Insurance Program helps states expand health care
coverage to our nation’s uninsured children. According to U.S. Census data, Latinos are the
most uninsured population group among U.S. children, and one out of five Latino children are

not insured.’ For all of these programs, an undercount of Latino children, which has occurred

* Reamer, Andrew, “Federal Assistance Programs Reliant in Whole or Part on Decennial Statistics to Distribute
Funds, United States, FY 2007,” The Brookings Institution, Washington, DC, preliminary analysis, June 15, 2009.
The federal programs covered in this analysis include those which rely in whole or in part on data collected through
the decennial census of population; Census Bureau estimates (particularly annual population estimates and the
American Community Survey) derived from the decennial Census data; and data produced by other federal agencies
that rely on Census Bureau statistics based on the decennial Census. All data in this testimony that presents
distribution of program funds by geography is based on The Brookings Institution analyses, and the distribution is
drawn from the Consolidated Federal Funds Report (CFFR) database, maintained by the Census Bureau. The dollar
amounts presented for federal assistance funding in this testimony are the total expenditures provided by the CFFR,
and not just the portion of the total that is allocated on the basis on Census data. No attempt was made to determine
the portion of the total so allocated, and this should be taken into account when interpreting the data provided herein.
* DeNavas-Walt, Carmen, Bernadette D. Proctor, and Jessica C. Smith, U.S. Census Bureau, Current Population
Reports, P60-235, Income, Poverty, and Health Insurance Coverage in the United States: 2007, U.S. Government
Printing Office, Washington, DC, 2008.
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historically, will diminish the resources available to address some of the most pressing
challenges facing Latino families. We know that currently, many Latinos who are eligible for the
foregoing programs are not enrolled in them. For example, the National Council of La Raza
estimates that only 3% of eligible Latino infants and toddlers are enrolled in the Early Head Start
program. Without accurate 2010 Census data, we will not be able to adequately assess the
number of children who need these programs, and we will not allocate sufficient resources for
them. Thus, the number of children who are not served by these programs will be even greater if

the undercount of Latino children persists.

An undercount of the Latino population will also have a significant impact on the fair distribution of

federal funding in states with large Latino populations. Table 1 presents the amount of federal

assistance program expenditures for nine selected states. These are the states with the highest Latino

populations in the nation, which together comprise 79% of the nation’s total Latino population.
Table 1

Federal Assistance Programs Reliant in Whole or In Part on Decennial Census Statistics to Distribute
Funds for Selected States, FY 2007

State’s Share of Total State’s Share of U.S.
State Federal Assistance Expenditures U.S. Expenditures Latino Population

Arizona $7,259,012,436 1.9% 4.1%
California $41,852,815,348 11.1% 29.4%
Colorado $4,271,972,122 1.1% 2.1%
Florida $17,402,265,204 4.6% 8.2%
Hlinois $14,317,759,069 3.8% 4.2%
New Jersey $10,153,603,728 2.7% 3.1%
New Mexico $3,471,873,921 0.9% 1.9%
New York $38,211,064,767 10.1% 7.1%
Texas $23,148,081,490 6.1% 18.9%

Total $160,088,448,085 42.5% 79.0%

Sources: For federal assistance expenditures, see Andrew Reamer, “Federal Domestic Assistance Allocated on the Basis of
Statistics Based on the Decennial Census, U.S. and States, FY 2007, The Brookings Institution, Washington, DC,
preliminary analysis, March 4, 2009.
Share of Latino population derived from the U.S. Census Bureaw’s 2005-2007 American Community Survey

3-Year Estimates.
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As Table 1 indicates, the amount of federal funding which relies on decennial Census data distributed
to states with large Latino populations ranges from about $3.5 billion in New Mexico to $41.9 billion
in California. Nearly half of the nation’s federal funding which relies on decennial Census data

(42.5%) is distributed to the nine states where most of the nation’s Latinos reside.

Anundercount of the Latino population will also have a severe impact on some of the nation’s largest
urban areas, which have high concentrations of Latino residents. Table 2 presents the amount of
federal assistance program expenditures that rely on decennial statistics to distribute funds for five

metropolitan areas.

Table 2

Federal Assistance Programs Reliant in Whole or In Part on Decennial Census Statistics to Allocate
Funds for Selected Metropolitan Areas, FY 2007

Area’s Share of
Federal Assistance Total U.S. Area’s Share of U.S.
Metropolitan Area Expenditures Expenditures Latino Population
Cook County, Illinois $5,971,525,525 1.6% 2.7%
Harris County, Texas $2,133,557,234 0.6% 3.3%
Los Angeles County, California $10,136,378,654 2.7% 10.6%
Miami-Dade County, Florida $2,283,638,372 0.6% 3.3%
New York City, New York $22,603,244,823 6.0% 5.1%
Total $43,128,344,628 11.4% 25.0%

Sources: For federal assistance expenditures, sce Andrew Reamer, “Federal Assistance Programs Reliant in Whole or Part
on Decennial Statistics to Allocate Funds,” for selected counties and New York City, FY 2007, The Brookings
Institution, Washington, DC, preliminary analysis, June 30, 2009.
Share of Latino population derived from the U.S. Census Bureau’s 2005-2007 American Community Survey

3-Year Estimates.

According to Table 2, $43.1 billion in federal assistance program expenditures that are reliant on
Census decennial data are distributed to five metropolitan areas with large Latino communities.
These metropolitan areas are home to one out of four of the nation’s Latinos, and their federal
program assistance expenditures reliant 0;1 Census decennial data comprise 11.4% of the nation’s

total.
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1L Latino Elected Officials’ Perspectives on Census Funding and the Census Challenge Program

Latino elected officials from throughout the country, particularly those in urban areas, are keenly
aware of the need for an accurate decennial enumeration to ensure the fair and effective
distribution of federal monies.* They generally agree that an undercount will mean that their
jurisdictions will not receive adequate resources to meet their residents” needs. For example,
Representative Juan Zapata, a member of the Florida State Legislature who represents a district
in Miami-Dade County, notes that Community Development Block Grants are particularly
important for his jurisdiction, and the amount of those grants are directly affected by the

decennial Census count.

In addition, while Latino elected officials know the important role that accurate Census data play
in determining the proper geographic and social allocation of services, by both the public sector
and private businesses, they often realize that the undercount of Latinos leads to flawed data and
potentially flawed decisions. For example, Harris County, Texas Commissioner Sylvia Garcia
notes that when Harris County was hoping to place a child development center within the
jurisdiction, the census data available suggested that there was no need for such a center.
However, policymakers who are familiar with the population of the jurisdiction felt it was quite
evident that there were a large number of children residing in the area who could use the services

of the center.

Latino elected officials are also extremely concerned about the impact of an undercount on the
resources required to meet the needs of “hard-to-count” populations — those Latinos who are least
likely to be reached during enumeration efforts or to participate in the Census count. The
officials noted that many of the “hard-to-count” Latinos are those who would best be served by
the federal assistance programs whose funding relies on an accurate count. The “hard-o-count”
Latinos mentioned by officials included recent immigrants, both documented and undocumented,
those with limited English proficiency, and those with lower levels of education. For example,

Denver City Councilmember Paul Lopez notes that approximately half of the Latino adults in

* The perspectives presented herein are based on interviews with NALEO Board President and Harris County
Commissioner Sylvia Garcia; NALEO Board Member and Denver City Councilmember Paul Lopez; Utah State
Senator Ross Romero; and NALEO Board Member and Florida State Representative Juan Zapata.
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Denver over 25 years old have less than a high school education, yet the amount of funding

available for adult education and vocational training is not adequate for this population’s needs.

Utah State Senator Ross Romero also understands the challenges that his state faces in reaching
“hard-to-count” Latinos. Utah is a state which has not been a traditional center of Latino
population concentration, and has an “emerging Latino population” with residents who are
generally new to the state. Moreover, because many of the Latinos living in the state work in the
construction or hospitality industries, they are highly mobile. Thus, they may not be in Utah on
April 1* for the Census enumeration, but they may return frequently during the decade, and often

need the education and health service resources that rely on decennial Census data.

Latino elected officials also believe that there need to be some changes to the Census Bureau’s
Census Challenge program to ensure that the yearly population estimates produced by the Bureau
accurately reflect their jurisdictions” populations. Under the Census Challenge program,
jurisdictions can submit a challenge to the Bureau contesting those estimates, and requesting an
upward revision. As part of the process, local governments use local data as evidence of the

actual population change in their jurisdictions.

Latino elected officials whom we have surveyed recommend that the Census Bureau formalize
the Census Challenge program in a manner that would allow jurisdictions to more clearly
understand the type of data and evidence required for a successful challenge, and the criteria used
by the Bureau in accepting challenges. They suggested that the Bureau should be more proactive
in providing technical assistance to jurisdictions in preparing challenges, and more careful and
attentive in its review of the data and evidence presented. Because jurisdictions need to expend a
fair amount of time and resources in contesting estimates, Latino elected officials also believe
that the Bureau needs to help jurisdictions make a preliminary assessment of whether their
challenge will be accepted. The officials generally agree that the Census Burcau would be better
positioned to implement the foregoing recommendations if more funding was available for the

Challenge program.
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1. Policy Recommendations
Through our broad range of Census activities, including our work with Latino elected officials

and the Latino community, our research and data analysis, and our efforts to shape public policy,
we have gained a deep understanding of the serious consequences that will result from an
undercount of the nation’s Latino population in Census 2010. An undercount will distort the
distribution of federal funds, and deprive many jurisdictions of the resources required to meet
their residents’ needs for a broad range of services, including education, health, housing,
community development, transportation, and public safety. An undercount will also skew the
effective geographic and demographic allocation of such services, and jeopardize jurisdictions’
ability to ensure that resources reach the communities and neighborhoods that need them the
most. Our nation’s future prosperity and well-being depends on the strength of the Latino
community, and an undercount of Latinos in the 2010 Census will seriously impair the nation’s
social and economic progress. We offer the following recommendations to ensure that Latinos

are fully counted in the 2010 Census:

A. Congress must provide the Census Bureau with sufficient funding to effectively implement

the 2010 enumeration. With Census 2010 fast approaching, it is critical that the Census Bureau
receive the resources needed in the FY 2010 budget to carry out the decennial enumeration
effectively. A decade of preparations for Census 2010 will culminate officially on Census Day,
April 1, 2010, and the Census Bureau must obtain the funding required for what is the largest
peacetime mobilization of America’s federal personnel and resources. In 2010, the Census
Bureau will:

* open and staff remaining Local Census Offices (for a total of almost 500);

= recruit 3.8 million and hire 1.4 million temporary employees to conduct the census;

= finalize data capture, data processing and telecommunications systems;

= print 140+ million census questionnaires and other materials;

» launch a national advertising campaign;

= hire additional national and regional staff to oversee field operations;

10



193

= collect census information from every residential housing unit and group quarters in the
country, using the mail, telephone and door-to door visits; and

* conduct an accuracy-check survey (Census Coverage Measurement).
As of this writing, the House of Representatives has approved the FY 2010 Commerce, Justice,
and Science (CJS) appropriations bill that includes funding for the U.S. Census Bureau at a level
of $206 million less than requested by President Obama. This appears to have occurred as a
result of a misunderstanding between House appropriators and the Department of Commerce
over the availability of certain carry-over funds. During the House consideration of the CJIS
appropriations bill, there were several unsuccessful efforts to make more substantive reductions

in the funding for the Census Bureau by diverting those funds to other uses.

The Senate Appropriations Committee has approved Census funding at a level that is much
closer to the President’s FY 2010 $7.375 billion request. To ensure that the Bureau can
implement the 2010 Census effectively, we urge the full Senate to reject any amendments that
would reduce appropriations to the Census Bureau to boost funding for other programs. We also
urge Congressional appropriators during conference to restore the $206 million that appears to

have been inadvertently cut by the House from the Census Bureau’s FY 2010 budget.

As noted earlier, the Administration should also examine the resources needed for the Census
Challenge program, to determine whether additional funding would enable the Bureau to provide
more effective technical assistance to local jurisdictions, and to provide a more adequate review

of challenges that are submitted.

B. The U.S. Senate must move forward expeditiously to confirm the appointment of the Director

of the Census Bureau. In mid-May 2009, the Senate Homeland Security and Governmental
Affairs Committee reported out the nomination of Dr. Robert M. Groves to serve as Director of
the Census Bureau. As of this writing, the confirmation of Dr. Groves remains in limbo, because
the Senate Republicans do not have the consent of all of their members to move forward with a
vote. We believe that Dr. Groves is a skilled professional who understands the science and

substance of the Census and the Census Bureau, and who is fully committed to a process that

11
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counts everyone. The delay that has resulted from the hold placed on Dr. Groves’ confirmation
is seriously impairing the ability of the Bureau to keep its 2010 operations on track. We urge the

Senate to move forward to confirm his appointment as soon as Congress returns from its recess.

C. The Census Bureau must implement a communications and outreach plan that takes into

account the current economic and social realities confronting residents of our nation. Since the

last decennial Census, our nation’s residents have experienced several challenges that will have a
significant impact on the ability of the Census Bureau to reach them and engage them in the 2010
count. For some, the heightened government security measures implemented after the tragic
events of 9-11, including provisions of The Patriot Act, have raised concerns about the
confidentiality of the information provided during the enumeration. Hurricane Katrina and other
natural disasters have displaced thousands of residents and have wiped whole neighborhoods off
the map. Most importantly, we are now facing the greatest economic crisis since the Great
Depression. Our country’s residents have lost homes through foreclosures or are experiencing
other housing problems. Many feel disengaged from society and participation in our country’s

civic life.

Thus, it is critical that the paid advertising campaign conducted by the Census Bureau connects
with Americans most likely to be missed in the census and reflects their contemporary
experiences. As a member of the JAARP, 1 joined with my fellow members in raising serious
concerns about the proposed advertising campaign initially developed by the general
communications contractor overseeing the entire campaign, including the advertising for the

African American, Asian, Native American and Latino population segments.”

Our concerns about the proposed paid advertising developed by the Bureau’s general
communications contractor cover several areas. First, the campaign did not appear to take into
account the current economic and social realities of our nation’s residents, and we do not believe

the message and tone of the advertising would resonate with them. We believed there was

*The JAARP did note that some of the proposed paid advertising seemed to be effective, specifically the ads
produced for Spanish-speaking Latinos by one of the advertising sub-contractors, and the ads developed in Asian
languages and for Arab Americans.
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insufficient advertising that assures Americans about the confidentiality of the information

provided during the enumeration.

We are heartened to see that the communications vendors have taken into consideration the
views of the JAARP and have retooled the messaging of the paid advertising campaign. At the
second meeting of the JAARP, the communications vendors and the Census Bureau held last
week, we were presented with a plan that demonstrated much more cohesive message integration
and greater attention to promoting public confidence in the confidentiality and safety of the
census, as well as reflecting the troubled economic times during which the 2010 Census will be
conducted. This retooled campaign will need further testing and refinement, and time is of the
essence. We encourage Congress to continue its vigilance over this crucial component of the

2010 Census promotion campaign.

Despite the improvements in the campaign, for the Latino population, there continues to be no
English-language paid media strategy. The majority of Latinos speak English exclusively, or
very well, yet the campaign does not appear to have developed messages for Latinos who are
native-English language speakers and listen to radio and watch television and other media in
English. The Census Bureau will fail to reach a large segment of the “hard-to-count” population
if it believes that its strategy for reaching all of the nation’s Latinos can be achieved by

exclusively relying on Spanish-language advertising.

D. Special strategies and preparations will be required to enumerate the nation’s immigrant

population. Our nation’s current debate about the future of its immigration policy has created
additional challenges that the Bureau must address in reaching the newcomer population. Some
policymakers have adopted a divisive tone and tenor during this discussion, and several states
and localities have implemented or are considering measures intended to create hostile
environments for immigrants. Some of these measures require local law enforcement agencies to
enforce federal immigration laws; others would require apartment owners to check the
immigration status of potential renters. This has created a climate which exacerbates

immigrants’ distrust of contact with government agencies, including the Census Bureau.

13
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Undocumented immigrants, legal permanent residents, and even U.S. citizens who live in
households where family members have varying immigration statuses, are being discouraged
from answering the Census. The anti-immigrant climate today harms confidence in the
confidentiality of the Census, and raises concerns among many residents that the Bureau will use

the information they provide in a detrimental manner.

Thus, it is critical that the Bureau develop messages and strategies that effectively communicate
the confidentiality of information provided by Census respondents. The Bureau itself must
ensure that it reinforces public trust in this confidentiality by strictly adhering to its own privacy
principles and mandates, including Title 13 — the Protection of Confidential Information; the
Confidential Information Protection and Statistical Efficiency Act, and the Privacy Act of 1974,

on the release of data on “sensitive populations” to law enforcement agencies.

In addition, the Bureau must work with agencies at all levels of government — federal, state and
local — to promote public trust in the confidentiality of the Census. It is critical that the Bureau
work with these agencies and educate them about the kinds of activities which will undermine
public confidence and deter hard-to-count populations from participating in the 2010

enumeration.

E. The Census Bureau must ensure that its Census 2010 workforce reflects the diversity of the

nation’s population. In order to accurately reach and count our nation’s Latino residents in
2010, the Census Bureau must employ a diverse workforce, from its highest managerial positions
to its field enumerators. First, the Bureau must strengthen its existing efforts to implement a
well-designed and effective recruitment, retention and promotion plan to increase the overall
number of Latinos at the Census Bureau. Latinos are the most under-represented segment of the
Bureau’s permanent workforce, comprising less than 6%. In addition, as the Bureau continues to
open and staff its temporary regional offices, it must hire a diverse group of top managers to lead

its regional operations.

To effectively reach “hard-to-count” populations, the Bureau must hire enumerators who are

familiar with their local communities and their residents. For many Latino neighborhoods, these
14
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workers must be bilingual in English and Spanish. We have heard reports from some of the
Bureau’s regional offices that sufficient bilingual and local enumerators may not be available for

hire, particularly in areas with emerging Latino populations.

1t is also likely that some individuals who possess the best skills to work as enumerators in the
Latino community may not be U.S. citizens. The Bureau has been able to hire some work-
authorized non-citizens when Spanish-language skills are needed, but it cannot hire
work-authorized non-citizens from Mexico because Mexico has not been an “allied” nation of
the United States since 2004. This could hamper recruitment and employment efforts in areas
where the Mexican immigrant population has grown over the past decade, such as in the South
and in Texas. We urge the Census Bureau to further explore options available to address this

challenge.

F. Congress should closely monitor the implementation of the Census in Schools program,

which provides educators with teaching tools, resource materials, workshops, and other

professional development opportunities about the importance of being counted in the decennial

enumeration, and the value of Census data. As noted above, an undercount of Latino children

would have a significant detrimental impact on services that are vital for the well-being of Latino
families. During Census 2000, the Census in Schools program helped educators effectively reach
children and their families to encourage them to participate in the Census. For the 2010 Census,
the Bureau should proactively promote the use of the Census in Schools curriculum by teachers

and not rely solely on school administrators to get the materials to every classroom.

G. Congress must reject any proposals which would prevent the full enumeration of every

U.S. resident in the Census. As 2010 approaches, there have been legislative and policy efforts

to exclude the undocumented from the Census enumeration. These proposals are contrary to one
of the fundamental precepts of our Constitution, which calls for a full count of every person
residing in the nation. In addition, they would result in an incomplete and inaccurate Census,
which would deprive policymakers, businesses, researchers and the public of the accurate data
needed to ensure our nation’s future well-being and prosperity. We urge the Administration and

all members of Congress to reject these flawed and dangerous proposals.
15
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In this connection, we also note that together with our ya es hora /HAGASE CONTAR! partners,
we strongly condemn the efforts of a small group of organizations with extremist views, and
even of a member of this legislative body, calling for a boycott of the enumeration. A boycott
would only exacerbate the undercount, which would hurt neighborhoods and communities.

Encouraging anyone not to participate in the Census is simply wrong.

The NALEO Educational Fund remains committed to being an active and thoughtful partner to
this Subcommittee, Congress, the White House and the Census Bureau, in ensuring the success
of the 2010 Census, so that our nation can rely on the most accurate data possible. I thank the
Chairman, the Ranking Member; and the Subcommittee once again for providing us with the

opportunity to share our views today on Census data and its use in federal formula funding.
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Mr. CraY. Thank you, Mr. Vargas, for your testimony. Thank you
for the work you do.
Mr. Alderslade, you are recognized for 5 minutes.

STATEMENT OF JAMIE ALDERSLADE

Mr. ALDERSLADE. Good afternoon, Chairman Clay. Good after-
noon, Ranking Member McHenry. Good afternoon, Congresswoman
Kaptur. Many thanks for this opportunity to discuss the important
matter of how census data is used in Federal formulae.

On a personal note, I came to this country 4 years ago to Social
Compact and now I am testifying on Capitol Hill. It is incredible.
[Laughter.]

Today, I want to make three brief points. Accurate demographic
data is critically important as a component of driving sustainable
economic development in our cities, especially in our under-served
neighborhoods. Close collaborative partnership between local gov-
ernments and the Census Bureau is the Nation’s most important
driver for generating that data. Third, every conceivable effort
should be made to ensure that the evolution and strengthening of
this vital partnership between the Census Bureau and the cities
continues.

If there is one lesson that we have learned over the course of 10
years of conducting our pioneering drill-down research in 350
under-served neighborhoods across this country, where we found
under-served neighborhoods to be far larger, far safer, and with far
greater buying power than previously thought, is that information
matters. There is no more important source of information in this
country than that produced by the Census Bureau.

As you have heard from my fellow esteemed panelists, census
data defines everything from how much Federal and State funding
a city may receive to its prospects for attracting investments. When
demographic data is accurate, investment decisions are more in-
formed, policy more refined, and funding allocations fairer.

To ensure accurate census information, it is imperative that
there are strong partnerships between local governments and the
Census Bureau. We therefore fully support the Census Bureau’s
development of the census challenge program, a major step in the
evolution and strengthening of alliances between local governments
and the Bureau.

Since 2001, 251 challenges by local governments have been rec-
ognized by the Census Bureau, resulting in population adjustments
of 1.8 million people to the contesting jurisdictions. So far, Social
Compact has worked with six cities, including the great city of To-
ledo, OH, across the country to provide the Census Bureau with
better local data, resulting in an aggregate adjustment of almost
200,000 additional residents.

The very existence of the census challenge program, a program
designed by the Census Bureau, and the city of Toledo’s participa-
tion in that program is the clearest signal possible that both the
Bureau and local governments are committed to building stronger
alliances. When that alliance is weakened or compromised, no one
benefits. The Census Bureau gets incomplete and irregular data
from cities; cities and States don’t get their appropriate share of
funding from Federal Government sources; investors don’t get the
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accurate market information that they need; and perhaps most im-
portantly, communities get under-counted.

As you heard from my fellow panelists, suspicion or a lack of un-
derstanding over how census data is used in Federal formulae
greatly compromise this crucial partnership. Indeed, the example of
the reduction in CDBG funding to Toledo as the result of its par-
ticipation in the census challenge program actually discourages cit-
ies and local governments from working with the Census Bureau.
This must be addressed immediately.

For local governments to continue to submit accurate local data
to the Census Bureau, the formulas that include population factors
and are used by Federal agencies need to be transparent and trust-
ed by cities. Specifically, I have four recommendations:

An immediate review is required of the formulas that HUD uses
to determine allocations of the CDBG entitlement grants. As it
stands, the current formulas used by HUD discourage cities from
submitting accurate local data to the Census Bureau.

Greater research is urgently required on the impacts of census
figures on all funding for local governments that is determined by
formulae. The city of Toledo knows to the dollar amount the reduc-
tion in CDBG funding as a result of participating in the challenge
program but has little idea of the dollar impacts on other funding
it receives. Cities need to know this.

Once this research has been completed, tools should be developed
for local governments so that they may plan for changes in popu-
lation and corresponding changes in funding. For instance, could a
funding calculator be developed that enabled local governments to
plug in their population to calculate their predicted funding from
Federal and State programs?

Finally, there may be more that cities and the Census Bureau
could do to support the development of sound and transparent
funding formulae. One suggestion is a review of the current data
collected by local governments by the Census Bureau to determine
annual population estimates. Are there additional local data
sources that can be collected that will not only improve accuracy
but perhaps inform future funding formulae developments?

In conclusion, the census is the best and most important demo-
graphic data base we have in the United States. But it can be
greater still by ensuring close collaboration with local governments,
especially with populations with high minority and other under-
counted communities. Social Compact will continue to work dili-
gently to foster mutually beneficial partnerships between local gov-
ernments and the Census Bureau. By urgently addressing these
issues outlined today, in partnership with Federal agencies, the
Census Bureau and local governments will have taken a major step
toward achieving our common goals.

Thank you.

[The prepared statement of Mr. Alderslade follows:]
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Mr. Chaitman, and other esteemed members of the Subcommittee, I respectfully submit the
following written testimony about how census data is used in federal funding formulas.

T wish to make three points.

1. Census estimates matter to cities. They help to determine funding allocations from
the federal government; inform investors like retailers and banks about whete and
when to invest in our cities; they ensure that city administrations make sound policy
decisions grounded in accurate census data, and; they greatly influence the
petception of cities.

2. The formulas used by federal agencies need to be better understood, and supported
by cities. When formula grants are perceived to not reflect the need of communities,
they serve as a disincentive for cities and, local governments in general, to pattner
with the Census Bureau and ensure the most accurate information.

3. Significant new research is required to:
a. Ensure that formula grants capture and reflect needs of cities;
b. Calculate the impact of census data on funding for local governments, and;
. Support local governments’ understanding of their population change and
corresponding adjustments in funding,

1. Census Estimates Matter to Cities
Census population estimates determine a city’s share of funding allocations for federal and
state programs, a city’s prospects for securing private sector investment, a city’s
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administrative effectiveness and efficiency, and even the public perception of cities. In short,
census population estimates matter enotmously to cities.

In total, over 170 federal programs incorporate census population estimates into formulas
that determine the range and level of funding available to local governments. As the U.S.
Conference of Mayor’s 1999 survey on the fiscal impact of the census undercount
demonstrated, 2 modest 4% census population undercount translated to $677 million dollars
of unrealized fedetal and state funding allocations to just 20 cities over the course of this
decade.' America’s cities stand to lose much more if funding allocations continue to be
based on incomplete census information. Billions of dollars in public sector funding
available to municipalities are at stake.

In addition, retailers, financial institutions and other private sector investors each year rely
on census population estimates to inform their investment decisions across cities. Indeed, in
the article, The Brookings Urban Markets Initiative: Using Information to Drive Change, author
Alyssa Stewart Lee notes that “the foundation of the private-sector demographic data used
for retail decisions is the U.S. Census Bureau.”” Private sector models based on incomplete
census population estimates will continue to drive private sector decision-making, putting
cities impacted by undercounts at a distinct disadvantage.

Not only do census population estimates influence public funding formulae, define the
market information used to suppott private sector investments, but these same indicatots are
used as the benchmark by which cities frame policy decisions or measure their own
administrative effectiveness. Incomplete census population estimates contribute to inexact
policy recommendations and inaccurate program assessments.

Similarly, census population estimates are routinely employed to position cities in popular
rankings and classifications across a variety of social categories and economic touchstones
ranging from “top ten cities to find a job” to the “top ten most dangerous cities”. As such,
incomplete census population estimates contribute, whether directly or indirectly, to the
perception of place, signaling economic prospetity and opportusnity ot forecasting stagnation
and decline.

Accurate population estimates are important to cities for many reasons. The numbers not
only drive decisions regarding where and how federal and state funding is directed, private
sector resoutce attraction and deployment, where people choose to live, and, most
importantly, they drive public perceptions about the vitality of cites and regions.

L1 Local Inputs Critical to Census Population Estimates

Though the decennial census is the most widely used of official population indicators, the
Census Bureau’s official ammual population estimates, estimates of population change from
the most recent decennial census updated annually, also factor heavily into various federal
and state funding programs for cities.

! http://usmayors.org/ced/census/census_introduction.htm
2 http://www.frbsf.org/publications/community/review/062007/lee.pdf
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Hach year, the Census Bureau gathers data from federal agencies, state and local
governments to develop a detailed understanding of national population change. Estimates
for cities are derived from these higher level estimates through adjustments based on analysis
of local data, primarily new construction activity as recotded in the tegister of municipal
building permits. Census intercepts this critical information from cities via monthly
Residential Construction surveys designed to measute new construction.

1.2 Cities are working with the Census Buteau to Improve Accuracy

In 2001, in recognition of the impact of possible data discrepancies in its annual local
population estimates, the Census Bureau established a process allowing local governments to
challenge its population estimate and the components used to derive the population estimate
for its jurisdiction for the most recent year. This program is called the Census Challenge

program.

The program is seemingly as straightforward in process as it is in name, allowing local
governments to contest current year population estimates through local data documenting
changes in the local housing stock. Typically, this is accomplished through careful inventory
of local building permit data, but may also include other data sources tracking potential
change to the local housing stock such as certificates of occupancy, tesidential utility
connections; group quarters populations, voter registration records, depattment of motor
vehicle registrations, and/ot property tax assessments.

Since 2001, 251 challenges by local governments have been recognized by the Census
Bureau resulting in population adjustments of 1.78 million people to the contesting
jutisdictions. When Mayor Carleton Finkbeiner successfully challenged Toledo, OH’s 2007
population estimate, the city’s population was adjusted from 295,029 to 316,851, an increase
of 7.4%.

2. Funding Formulas can Discourage Accurate Census Estimates

Social Compact is committed to ensuring that public sector officials, investors and
communities have access to the best possible information when making important policy or
investment decisions. For the past decade, Social Compact has conducted its market analysis,
the DrillDown, in underserved neighborhoods across 20 cities finding these communities to
be far larger, safer and with greater buying power than previously thought. In more recent
years, our commitment to accurate information has extended to supporting cities who have
patticipated in the Census Bureau’s Census Challenge Program. So far, Social Compact has
worked with six cities across the country to provide the Census Bureau with better local
data, resulting in an aggregate adjustment of almost 200,000 additional residents in the
official populations of those cities.

By working with cities to participate in the Challenge Program, everyone benefits; the
Census Bureau gets accurate information from cities; cities ensute they get their apptopriate
share of funding from federal government soutces; investors get more accurate market
information from which to make investment decisions with, and; communities get accurately
counted. In time, there will be fewer and fewer challenges as cities recognize the value of
providing the Census Bureau with regular accurate information.
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A critical motivation for cities to work closely with the Census Bureau is the promise of
them receiving their appropriate share of federal and state funding. Over 170 federal
programs use census information in formula grants to determine funding allocations. Having
fully transparent formulas that reflect the real and current needs of communities are
therefore critical to ensuting that cities provide the Census Bureau with the best possible
local data. When there is suspicion that formula grants that use census population figures do
not reflect need, or even a lack of understanding of the process, the incentives for cities to
partner with the Census Bureau diminish resulting in inaccurate annual estimates,
misinformed investment decisions and policy decisions that are less informed and
responsive.

Although crucial to the Census Bureau’s annual population estimates, cities’ response to the
Census’ monthly survey is voluntary per congressional mandate. Indeed, the Census Bureau
estimates municipal response rates to the survey average at about 75% - 80%. Variance in
response rates ate likely due to municipal capacity issues including miscommunication
between Census and cities resulting in surveys mailed to individuals either no longer working
for the city or in different capacities, lack of understanding of the impact of the survey on
population estimates, municipal priotitization, and inadequate management of municipal
building permit data. In addition, out of a possible 20,000 jurisdictions, just 251 challenges
have been mounted since 2001.

3. New Research is Urgently Required to Better Understand the Impact of
Census Data on Funding Allocations for Local Governments

In order to ensure that more local governments provide the Census Bureau with regular
accurate local data, the formulas that include population factors and are used by federal
governments to determine funding for local governments need to be transparent and trusted
by local governments that they accurately reflect need. Specifically:

1. There needs to be a root and branch review of formulas that have not been altered
for long periods of time, this includes those used to determine CDBG Entitlement
Graats. The key question here is whether or not the formulas accurately capture the
existing needs of communities.

2. Greater research is urgently required on the impact of census figures on grant
allocations for local governments and on the market data used by investors to make
investments.

3. Once this research has been completed, cities must have the tools available to plan
for changes in population and corresponding changes in funding.

The census is the best demographic database we have in the United States, but faces
significant challenges with tespect to undersetved, urban America. It has widely been
acknowledged over the past several years, that the U.S. Census Bureau undercounts poor
and minority neighborhoods at a higher rate than their wealthier counterparts. Social
Compact will continue to work diligently to foster mutually beneficial partnerships between
local governments and the Census Bureau. By urgently addressing the three measures
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outlined above in partnership with federal agencies, the Census Bureau and local
governments, we will have taken a major step towards achieving our common goals.
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Mr. CrAY. Thank you. Thank you so much for your testimony. I
thank the entire panel for their testimony.

I will defer to my colleague, Ms. Kaptur, to begin questioning.
You are recognized for 5 minutes.

Ms. KAPTUR. Mr. Chairman, I want to thank you so much for
that. Mayor Finkbeiner of Toledo has to be leaving. His plane is
on the runway. I appreciate your graciousness and that of Ranking
Member McHenry. I very much appreciate it.

Mayor, thank you for your excellent testimony, which will be
made a part of the permanent record, and for your experience in
the area of census. I am going to ask my questions real quickly so
you can get them and any other matter you think we should know
regarding the census on the record.

No one has worked harder than you have to gain a full count and
funding to support the count inside the city of Toledo and Lucas
County, which are now suffering from double digit unemployment.
Can you tell us how easy it was for you to share your discovered
under-count with the Census Bureau? Did you face any challenges?
If so, how did you overcome them? What recommendations do you
have for this panel as we face the next census?

Mr. FINKBEINER. That is a great question, Congresswoman Kap-
tur. As you know, I was elected in 1993 and took office in 1994.
I think for the better part of that 8 years, it bothered me that I
did not feel that the consistent reporting of Toledo’s population
dropping, dropping, and dropping could be validated.

Our efforts to reach the regional office in Detroit and the local
office in Toledo were met with respect and were met with dignity
but we basically, in my judgment, got a cold shoulder. It was like,
“we know what we are doing. We are the professionals and you are
just like every other Mayor in America: You think you have more
people than we do.”

But having had that experience that I referred to in 1970 where
I lost 35 out of 36 of my crew, and that was the trained crew; the
people that were brought in behind them were nowhere near as
well trained as that initial crew, I have had great concerns.

When I learned that Cincinnati had gained over 20,000 people in
population, I called Mark Mallory, the Mayor. Mark told me that
he had done that only because he had felt the same frustration and
inability to reach the census people as I had. He said there is a
firm, Social Compact. They are very, very modest in what they
charge you and they helped me find 25,000 Cincinnatians. Then
the suburban communities plugged into it and they actually found
another 10,000 people in suburbia that were under-counted. So I
think their total gain was 35,000. That would be, I believe, Hamil-
ton County.

We got in touch with Social Compact and they helped us know
the formula. Boy, it was very quick. It was only a matter of prob-
ably 60 to 90 days before we felt we were in a great position to
claim there were approximately 22,000 or 23,000. When it all came
down, this is very interesting Congresswoman, we were only off by
11. Really, the number we submitted was corrected by 11 persons
by the U.S. Census Bureau.

But then we get into this. That was 2007 count. Now, just re-
cently, they released the 2008 count and they subtracted 2,500 peo-
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ple from us and didn’t give us credit for the 22,600 people we had
gained. So it is rather confusing.

Then there was the letter saying we are going to have money
subtracted. The most important thing about this is, and I did listen
to the explanations, Congresswoman, that were given, that it
doesn’t make sense. If you think there is a recession going on in
48 States, come visit Michigan and Ohio. There is a depression in
Michigan and Ohio with 25 percent unemployment in Detroit, MI
and 12.5 percent in Toledo. At the very same time, we are saying
there are more people in Toledo. We know a fair share of them are
the socially disadvantaged and the economically disadvantaged be-
cause all of the services are in the heart of our city and our unem-
ployment is 12.5 percent. Yet we have money pulled back from us.
That just doesn’t make any sense.

So to answer your question very directly, I am grateful for the
recognition of the fact that there are 22,600 more Toledoans than
thought but I don’t think I should have had to actually go and hire
an agency to get that point across to the Census Bureau.

Ms. KAPTUR. I think the testimony of our Mayor is very, very re-
vealing, Mr. Chairman. I know that what you said will be taken
into consideration. I don’t know if we have representatives of the
Census Bureau still in the audience. I hope we do and that they
are listening as well.

Mr. CLAY. They are here.

Ms. KAPTUR. I thank the chairman for that. I thank you, Mayor
Finkbeiner, for your great leadership over so many years. It is the
toughest job in America to be a Mayor.

Mr. FINKBEINER. If you will allow me to make one more state-
ment that I think it is important, Chairman Clay, Congresswoman
Kaptur, and Congressmen? God bless them, but do you note today
that the leadership that spoke to you was all white? The largest
group of uncounted men and women in America is not, I don’t be-
lieve, the white population. I believe it is the African American,
Hispanic, Latino, and Asian populations.

People still fear people who are different than themselves. We
are getting over it. Slowly but surely, we are getting over it. But
we are not there yet. In the very hearts of the cities is a significant
proportion of your African American, Latino, Hispanic, and Asian
populations. We can’t have them under-counted.

The best way we can get them counted is to have people that are
familiar with them doing the counting who not afraid to be in those
tall tenement buildings or in the poorer neighborhoods. That is
something that the U.S. Census Bureau needs to make a commit-
ment to, in my judgment.

I do have to catch that plane. [Laughter.]

The Census Bureau will not be dismayed by that. [Laughter.]

Thank you, Mr. Chairman. Thank you very much, Congress
Members. This is a hugely important issue to this Nation.

Mr. CLAY. Thank you, too, Mr. Mayor, for your service to Toledo
and the country. We understand. You are excused.

Mr. McHenry, you are recognized for 5 minutes.

Mr. McHENRY. Thank you, Chairman Clay. Thank you all for
your testimony. I really appreciate you being here. I know it has
been a long day with the votes and everything else. Thank you.
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Mr. Alderslade, can you provide just a sort of quick synopsis of
what your organization does?

Mr. ALDERSLADE. Absolutely. We are a national non-profit orga-
nization, based literally 10 blocks away from here, of business lead-
ers committed to promoting investment in low and moderate in-
come, usually minority, communities. Through our pioneering mar-
ket analytic tool, something called the drill-down, we conduct mar-
ket analyses in these typically under-counted and under-served
communities to essentially make the business case for the first
time.

Usually these communities are defined by what is bad about
them. We know to a science what is bad about these communities
but we have no narrative for what is good and what their market
opportunities are. Without market opportunities, you don’t get pri-
vate sector investments. So we make the business case.

We have done this in 350 under-served neighborhoods across 20
cities, including Washington, DC. We found 1.5 million more peo-
ple, $35 million more buying power, and that these communities
are far safer than previously thought.

Mr. MCHENRY. On your Web site, you mention that your organi-
zation uncovers census errors. One interviewer stated that Social
Compact’s researchers are like inner city bloodhounds. They sniff
out people who are overlooked by the census. How do you do that?
I don’t want you to give away any secrets for your organization, but
how is that done?

Mr. ALDERSLADE. I don’t know whether to be pleased about that
description or not. I don’t know. There are two things we do:

The drill-down, which is using public and private sector data, is
about purely making the business case and helping Mayor
Finkbeiner, Mayor Mallory, and all sorts of Mayors make much
more investment information oriented policy decisions in a bid to
attract investments.

In terms of these cities that we have helped and are currently
helping now with census challenges, that methodology is defined by
the Census Bureau. It has been around since 2001. Challenge is
the wrong word. It sounds combative but it is the name of the pro-
gram, unfortunately. The census challenge program allows local
governments to participate every year, just as New York City does
and just as Toledo did last year, using defined methodology that
was created by the Census Bureau. It allows local governments to
contribute construction data over the course of the last 10 years.

What we found is that there have been some issues with it. In
a sense, the existence of this program is fantastic. When cities are
successful in their challenge, there is no better signal that the Cen-
sus Bureau and local governments can work together to produce ac-
curate results.

Mr. McHENRY. Do you use enumerators or do you use existing
data?

Mr. ALDERSLADE. We use existing data. So when we did Toledo’s,
we used existing construction data that they had lying around their
departments, collected as a result of just being a city government.

Mr. McHENRY. Is this an error? Is it a willful omission or is it
an error on the Census Bureau’s part?
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Mr. ALDERSLADE. No, it just needs some improvements. The act-
ing census director is exactly right. There are 39,000 jurisdictions
that can challenge but we have only had 251 in the last 10 years.

It is not that cities are happy with their estimates. It is that es-
sentially every month the Census Bureau sends a construction
form, the C—404 form, to 39,000 jurisdictions across the country.
They are meant to fill this out and send it back in. If you don’t
know what the value of that form is, if you don’t know what the
implications are for your funding, your investment prospects, or the
perception of your city, it either gets send to the wrong person, the
Mayor doesn’t think it is important, or it just gets lost in the hun-
dreds of thousands of things that cities have to do.

So in a sense, what we are trying to do is correct that relation-
ship, to say to Mayors that this information, if you work in part-
nership on an ongoing basis and provide the data locally that the
census needs, will counter the need for census challenges going for-
ward. The census challenge is a great program because it is a part-
nership branch given out by the Census Bureau to say that we will
work with you.

Mr. McHENRY. Would you contend that the decennial enumera-
tion is more accurate than the estimates?

Mr. ALDERSLADE. That is a tricky question. Our experience
through the drill-down work that we do, our experience of counting
the populations in central city, minority low and moderate income
populations would suggest that no, it isn’t. For those communities,
it is still a challenge. We found in just 350 under-served commu-
nities 1.5 million more people.

Mr. MCHENRY. But that is based off of the estimates, correct?

Mr. ALDERSLADE. No, this is based off transactional data and

Mr. McHENRY. You found extra people than the Census Bureau
estimated were there in 2007, correct?

Mr. ALDERSLADE. Exactly. That is what we found.

Mr. McHENRY. That was based off of the population estimate of
the census, not the actual enumeration?

Mr. ALDERSLADE. That is based off of the drill-down methodology
which uses administrative data and private sector data to buildup
a real time population number. So just from our experience on the
under-count in those communities, for the enormous missed mar-
kets that we identify in low income communities, the evidence
would suggest that in low and moderate minority communities, the
decennial count and estimates are under-counts.

Mr. McHENRY. Mr. Vargas, I appreciate your leadership within
the Latino or Hispanic community to say participate. The Constitu-
tion is very clear about participation in the census and it is who
is here on census day. I appreciate you being vocal about this.

Within your testimony, what you said during your testimony is
that you have concerns about a lack of an English speaking media
campaign toward the Hispanic community. Are there other rec-
ommendations specifically like that you have for the Bureau?

Mr. VARGAS. There are, sir. Thank you for that question. As a
member of the Joint Advisory Advertising Review Panel, I had an
opportunity to see the initial campaign that had been developed by
the communications vendors. I don’t know if you got word, but we
issued a vote of no confidence in the contractor’s ability to carry out
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that campaign because the messages were not messages for 2010.
They were messages for 1990. They were a feel good campaign to
come, join, and participate.

People right now, it is hard to feel good when you are losing your
homes and you are losing your jobs. We are thinking that the Bu-
reau really needs to bring some sense of reality about how impor-
tant the census is to help this country move forward. That was the
kind of messaging we think that can resonate certainly within the
Latino population.

With respect to language use, obviously to reach the immigrant
population, it is absolutely critical to use Spanish language media.
But many of the hard to count populations have been here three
or four generations. Many of them may be living in poverty and
feel marginalized from society. They don’t watch Spanish language
media, necessarily. They are watching English language media.

The Bureau, their effort is to say well, we will cover them with
the Diverse America Campaign. Our recommendation is that you
have to talk to them specifically and overcome the cynicism that it
doesn’t matter to be counted. These are the kind of folks who also
believe that “my vote doesn’t count,” “no one cares what I have to
say,” and “I am on the outs.” That is the population that doesn’t
participate. That is the population that we need to invest money
in and reach them.

Mr. MCHENRY. You said that there is some difficulty to get enu-
merators within emerging communities? For instance, in my dis-
trict there is a significant emerging Hispanic population.

Mr. VARGAS. That is right, sir.

Mr. McHENRY. Going to the Bureau, they have been fantastic
and very open about wanting input. We have a significant Hmong
population, for instance, in my district as well. Very few areas of
this country actually have a Hmong population. So those types of
regional issues, has the Bureau been open and collaborative with
you and been a partner in trying to find those enumerators?

Mr. VARGAS. They have, but I think they are hamstrung with
some policy concerns. Working for the Bureau is a Federal job and
you need to be a U.S. citizen. I have no problems or concerns that
the Bureau will not find enough U.S. citizens who speak Spanish
in Los Angeles, San Antonio, Chicago, or New York. I am more con-
cerned about the communities like the ones you represent where it
is an emerging population, more immigrant than established com-
munities, and so you have less of a U.S. citizen population that is
bilingual that the Bureau could tap into to hire.

In addition, foreign nationals from Mexico who are work author-
ized cannot be hired by the Federal Government today. So in those
communities where you have growing Mexican immigrant popu-
lations, that is a double hamstrung that the Bureau has.

Those are some policy concerns that we think the Congress
should look into.

Mr. McHENRY. Thank you. Mayor Bowser, just in conclusion be-
fore I hand it back over to Chairman Clay before he gives me the
hook, you mentioned some discrepancies between your number for
sewer users versus water users and these different numbers that
you have. What are your recommendations for the Bureau to get
a better count of your residents?
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Mr. BOWSER. I think, unlike putting it all on the Census Bureau,
I think it incumbent upon Mayors and leaders in the communities
to make sure we get the proper representation. In my city, we his-
torically have talked at least for the last 15 years about having an
over 20 percent Haitian population. We haven’t counted them yet.

So what we are doing is making sure that we have representa-
tives in the enumerators. It should be insisted upon by the Census
Bureau that we cover all of these. We have a large South African
population, a Caribbean population. Our Latino population is grow-
ing. It is somewhere, and this is an estimate, around 3 to 6 per-
cent. But we are making sure that we have people that can go to
those places and speak to them, speak their same language, and
dress like some of the other folks. So we do that.

But we can’t put that all on the Census Bureau. This is our one
opportunity to make this thing work. What the Census Bureau
needs to do is insist to their regional coordinators that they get the
proper people that can go out there and count folks. Don’t put it
all on them.

All you have to do is make sure they have the money to do it.
So if you are talking about cutting some money from the Census
Bureau, don’t do it. Please.

Mr. McHENRY. Thank you. Thank you all. Thank you, Mr. Chair-
man.

Mr. CrAY. Mr. McHenry, you asked almost all of my questions,
too.

Let me start with Mayor Bowser. In your testimony, you men-
tioned HUD’s HOME program and how the under-counting of rent-
al units by the U.S. Census Bureau has negatively impacted fund-
ing for your city of East Orange. Please elaborate on your specific
frustrations with the Census Bureau and HUD. How do you believe
either Federal department can improve their programs?

Mr. BOWSER. As I said early on, we have a large population that
is pretty much of fixed income. We have a waiting list to rehabili-
tate homes based on access to HOME dollars. Somebody might be
out there for 3 years waiting to just bring the houses up to basic
code. That is all the money is really for. But in addition, some of
the HOME money can be used for affordable housing and in
startups and things like that.

The problem that we have is that if you look at the numbers
based on the census, we think that we are shortchanged. So we
don’t have the dollars to really help our total population that is
asking for and looking for some of that help. It has been a problem.
I just hope that this time going around we are able to fix those
numbers.

Mr. CrAY. To get it right. But have you as the Mayor or as the
city of East Orange, have you challenged the census estimates
through the challenge program?

Mr. BowsER. We didn’t do it this past time for 2000 like we did
in 1990 because it was such a large number that we felt was
wrong. Basically, there are areas in your city that do not change.
They are very stable families and homes. So what you need to do
is put your effort into the areas that have the most problems that
are very difficult to get into.
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Mr. CrAY. I hope you make acquaintance with Mr. Alderslade
today when we end this.

Mr. BOwWSER. I got his card, sir.

Mr. CrLAYy. Let me move on to Mr. Vargas. Given that there is a
historical under-count, do the yearly census estimates, appeals, and
adjustments adequately rectify the discrepancies in funding to local
Latino communities that result from that under-count initially?

Mr. VARGAS. No, I don’t believe so, sir. I think the point has been
made earlier that if the baseline data are inaccurate to begin with
from the decennial census, then all subsequent data throughout the
next 9 years continue to be inaccurate.

I would like to point out, however, that we are going to be follow-
ing very closely the use of the American Community Survey data.
When Congress reauthorized the Voting Rights Act of 1965, for ex-
ample, it indicated that the ACS data could be used every 5 years
to update the jurisdictions that would be required to be covered
under Section 203 of the Voting Rights Act, which requires lan-
guage assistance in voting to our citizens who are limited English
proficient. So we will be following that very closely to see if in fact
the ACS has a sufficient sample size every year to accurately deter-
mine whether or not we are targeting implementation of our voting
rights laws accurately.

Mr. CLAY. So for your community, it is like a moving target. We
have estimates that there are 47 million Latinos within our popu-
lation but it is hard to get a gauge of it. You are coming in at 28
million, 29 million?

Mr. VARGAS. Well, the last census put us at some 30 million. But
I think one of the most interesting statistics the Census Bureau
has recently indicated is that this country grows by a person every
15 seconds. Every 30 seconds, that person is a Latino or Latina.

Mr. CrAy. I have read that somewhere. Thank you for your re-
sponse.

Mr. Alderslade, if GAO is able to determine a new and accurate
per year value of dollars lost for each under-counted person in local
communities, what would this number mean for your work with So-
cial Compact and your interest to secure private investments in
inner city neighborhoods?

Mr. ALDERSLADE. That is a great question. There are two sides
to this. On that assumption, you would assume that the cities,
counties, and State governments would get more Federal funding
dollars to spend on CDBG economic development programs and the
programs that support Mayors in creating jobs and attracting in-
vestments.

On the other side of things, a report done by the Brookings Insti-
tute estimated that 80 percent of all retail investment decisions use
data derived from the census. Now, conservatively, even within the
economic downturn that we are in, there are estimates that there
will be $250 billion of commercial investment over the course of the
next 4 years.

So if you have accurate counts, just as we found in New Orleans
50,000 more people, and had 48,000 more added to Detroit’s popu-
lation, those are new markets for investors. Those are new markets
for retailers, new markets for banks. That changes the way Mayors
make decisions about economic developments.
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Mr. CrAY. Thank you so much for your response. Let me thank
this panel for their responses.

I thank my colleagues as well as the staff for their indulgence
on this hearing. As you heard, the bells are ringing so that will
conclude this hearing. I am sure there will be subsequent hearings.
Thank you.

[Whereupon, at 5:42 p.m., the subcommittee was adjourned.]

[The prepared statement of Hon. Carolyn B. Maloney and addi-
tional information submitted for the hearing record follow:]
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Statement of Rep. Carolyn Maloney

Census Subcommittee hearing 7/9/09

Good afternoon. Mr. Chairman, thank you
for holding this hearing. It is an opportunity for
members of the subcommittee to learn about the
over 200 surveys conducted by the Census
Bureau and how Bureau officials are working
with state and local officials to improve the
accuracy of the surveys.

While it is not the subject of today’ hearing I
do want to regretfully point out that we still do
not have a Census Director in place. As today’s

Roll Call states, there seems to be two US
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Senators who think it is a good idea to not have
a Census Director in place with less than six
months before the decennial year starts, at a time
when the Bureau is in the middle of their ramp
up to fulfill the constitutional duty to have a
Census. It is a shame that some members of the
Senate think that this is a good idea.

Well, today’s hearing title, “Census Data
and Its Use in Federal Funding Formula,”
indicates that we will not only discuss how the
Census Bureau collects data, but also how other
agencies use the data. However, there is a third

element that should be discussed here today: the
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role that Congress plays in the construction of
federal formulas used to distribute over $400
billion in federal funds. It is my hope that in the
near future this subcommittee will hear from
experts on that subject. This discussion will be
incomplete without it.

We will hear a lot today about methodology,
specifically with respect to the Population
Estimates Program. Bureau officials have
assured me that they are working diligently to
improve the methodology to increase the

accuracy of the program. I look forward to
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hearing more about their progress from Mr.
Mesenbourg.

Finally, I would like to hear from a number
of public and private sector organizations that
are working to help cities to understand the
Census Challenge program. Are the services
they provide being offered by the Census Bureau
free-of-charge? What specific assistance do
they provide to jurisdictions in challenges that
are not offered by the Census Bureau? In this
tight economyj, it is our obligation as stewards of

the people’s purse to make sure that taxpayers’
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dollars are spent wisely and not on services the
government already provides.
Thank you Mr. Chairman, I look forward to

hearing from our witnesses.
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Foreword

Last year marked the 30™ Anniversary of the Community Development Block Grant
(CDBG) program. The primary objective of the CDBG program is the development of viable
urban communities, by providing decent housing, suitable living environments, and expanded
economic opportunities, principally for low- and moderate-income persons. To divide the annual
appropriation of CDBG funds among jurisdictions, the Congress designed a formula that is
intended to provide larger grants to communities with relatively high community development
need and smaller grants to communities with relatively low community development need.

The CDBG statute identifies poverty, neighborhood blight, deteriorated housing, physical
and economic distress, decline, suitability of one’s living environment, and isolation of income
groups, among others, as important components of community development need. The CDBG
formula uses variables identified in the 1970s that proxy these dimensions of community
development need. The core variables in the formula that allocates the CDBG funds to local
jurisdictions have not been changed since 1978.

This report provides the latest assessment of how well the variables being used in the
CDBG formula continue to target funds toward community development need. It shows that the
formula does generally continue to target to need. Among the entitlement communities, on a per
capita basis, the 10 percent of communities with the greatest community development need
receive four times as much as the 10 percent of jurisdictions with the lowest level of community
development need. However, targeting toward community development need has declined
substantially over the past 26 years. Over time, an increasing number of jurisdictions with
similar need have come to receive substantially different grants. Furthermore, the amount of
funds going to the most needy grantees on a per capita basis has decreased, while the amount of
funds going to the least needy grantees on a per capita basis has increased.

This report offers four alternative formulas that would substantially improve targeting to
community development need. Each alternative provides trade-offs in terms of the following:

» formula simplicity;
« amount of funds reallocated; and
¢ the type of community development need provided highest priority.

It is important to recognize that any change to the existing formula that improves
targeting to need will result in a significant redistribution of funds. Nonetheless, the Department
hopes that serious attention be given to the alternatives presented in this report. We look forward
to working with Congress, CDBG grantees, and other stakeholders to discuss alternatives to the

current formula.
S ARRYS A

Dennis C. Shea
Assistant Secretary for
Policy Development and Research
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CDBG Formula Targeting to Community Development Need

Executive Summary

Purpose of the Report

This report assesses how well the Community Development Block Grant (CDBG) formula, after
introduction of 2000 Census data into the formula, allocates funds toward the community
development needs identified in the Housing and Community Development Act of 1974. The
U.S. Department of Housing and Urban Development (HUD) indicated in its Fiscal Year (FY)
2004 budget that it would undertake this study.

The National Research Council’s Panel on Statistical Issues in Allocating Funds by Formula
(Louis, Jabine, and Gerstein 2003) recommends that policymakers periodically review formula
allocation programs to assess whether they perform as intended. The CDBG formula has
undergone the following five major assessments since 1974:

I. The first of the reports, prepared at the request of Congress in 1976, pioneered the
thinking on how to target funds to community development need (Bunce 1976). The
major conclusions of that report led to the current CDBG allocation formula, which
first allocated funds in 1978.

2. A follow-up report in 1979 discussed the targeting of the newly created formula (Bunce
and Goldberg 1979).

3. & 4. With the introduction of new census data into the formula in 1980 and 1990, HUD
performed follow-up studies to determine whether the CDBG formula continued to
target well to community development need (Bunce, Neal, and Gardner 1983; Neary
and Richardson 1995). Those studies showed that targeting to need has declined as new
census data have been introduced into the formula, and significant funding anomalies
still exist, but in general, the formula still provides considerably more dollars per capita
to needier communities than it does to less needy communities.

5. This report continues in the tradition of those reports, assessing how well the formula
allocates toward community development need following the full introduction of 2000
census data into the formula. This report also provides several alternative formulas for
improving targeting to community development need.

How the CDBG Formula Works

After setting aside funds for special purposes such as technical assistance, projects specified by
Congress, and the Indian CDBG program, the annual appropriation for CDBG formula funding
is split so that 70 percent is allocated among eligible metropolitan cities and counties (referred to
as entitlement communities), and 30 percent among the states to serve nonentitled communities.

HUD uses two basic formulas, known as Formula A and Formula B, to allocate CDBG funds to
entitlement communities. A similar “dual formula” system allocates funds to states. For
entitlements, Formula A allocates funds to a community based on its metropolitan shares of: (1)
population, weighted at 25 percent; (2) poverty, weighted at 50 percent; and (3) overcrowding,
weighted at 25 percent, times appropriations. Formula B allocates funds to a community based

vii
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on: (1) its share of growth lag’, weighted at 20 percent; and its metropolitan shares of (2)
poverty, weighted at 30 percent and (3) pre-1940 housing weighted at 50 percent times
appropriation.

HUD calculates the amounts for each entitlement jurisdiction under each formula. Jurisdictions
are then assigned the larger of the two grants. That is, if a jurisdiction gets more funds under
Formula A than Formula B, its grant is based on Formula A. With this dual formula system, the
total amount assigned to CDBG grantees has always exceeded the total amount available through
appropriation. To bring the total grant amount allocated to entitlement communities within the
appropriated amount, HUD uses a pro rata reduction. In FY 2002, for example, the pro rata
reduction was 11.43 percent.

Current Formula, 2004

Entitiement Communities States (Nonentitlements)

Formula A Formuia B Formula A Formula B

25% * population 20% * growth lag 25% * population 20% * population

50% * poverty 30% * poverty 50% * poverty 30% * poverty

25% * overcrowding 50% * pre-1940 housing 25% * overcrowding 50% * pre-1940 housing
Metropalitan denominators except for growth iag. Grant State nonentitlement total denominators. Grant is larger
is larger of two formulas less a pro rata reduction. of two formulas less a pro rata reduction.

The formula for the nonentitled areas of states generally operates like the entitlement formula.
Two key differences exist, however: (1) Formula B uses population instead of growth lag and (2)
Jurisdiction share is based on the state nonentitlement total rather than the metropolitan or
nonmetropolitan total. As with entitlement communities, HUD calculates the amounts for each
state under each formula, then assigns the larger of the two grants. To bring the total grant
amount to states within the appropriated amount, HUD uses a pro rata reduction. In FY 2002, the
pro rata reduction for states was 16.85 percent.

Creating a Needs Index

To assess how well the current formula targets to the community development need of 2000,
HUD staff created two needs indexes: one capturing a range of community development needs
among entitlement grantees and another capturing the community development needs of
nonentitled areas served by states.

In previous CDBG studies, HUD used a methodology to develop standard measures of needs
across entitlement cities. This study uses the same basic methods, except it includes urban
counties in addition to cities. The report also creates a separate needs index for state
nonentitlement areas.

! Growth lag is the shortfall in population that a city or county has experienced when comparing its current
population to the population it would have had if it grew like all metropolitan cities since 1960. For the FY 2002
formutla allocation, the growth rate for all entitlement communities between 1960 and 2000 was 37.4 percent. If a
city or county grew at a rate greater than 37.4 percent between 1960 and 2000, it receives a growth lag value of zero.
Cities receive growth lag funding based on their share of total growth lag for all cities while urban counties receive
growth lag funding based on their share of total growth lag for all entitlements (urban counties and cities).

viii
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Community development need encompasses many different elements—housing quality,
infrastructure, economic development, poverty, tax base, and others. To account for these
dimensions of need, the needs index serves as our best estimate of the actual level of community
development need. For entitlements, the needs index comprises 17 variables identified as
indicators of one or more dimensions of community development need. The state needs index
comprises 10 variables. Factor analysis condenses these multiple variables into only a few
variables. Factor analysis groups variables that appear to relate to one another and creates a
factor score for the patterns of variance common among variables. In past studies of the CDBG
formula, three distinct patterns of variance have emerged, resulting in three factors: one relating
to problems associated with poverty, another relating to problems associated with aging
communities, and a third relating to communities in decline (Bunce 1976; Bunce, Neal, and
Gardner 1983; Neary and Richardson 1995). These different patterns of need between
communities with high poverty and communities with age and decline drove the creation of the
dual formula.

The factor analysis for this study likewise creates three factors, but they represent different
patterns of variance than the factor analysis in the previous studies. For entitlement communities,
a single factor now captures most of the variance associated with the variables of poverty, age of
housing, and decline, suggesting that a single formula could now capture those three elements,
reducing the justification for the current dual formula. Two new patterns of variance arise in
2000, however, that were not evident in 1970, 1980, or 1990: (1) a factor representing fiscal
stress associated with immigrant growth, and (2) a factor reflecting low-density places with high
poverty concentrations but declining poverty rates.

To create a single needs score for every jurisdiction, the three factors are weighted and summed.
The factor that represents poverty, age of housing, and decline was weighted at 80 percent
because it explains most of the variance among the 17 needs variables and represents the
dimensions of need most emphasized in the CDBG statute. A 15-percent weight was applied for
the factor measuring the fiscal stress associated with immigrant growth, recognizing this new
dimension of community development need. Finally, a 5-percent weight was provided for the
poverty concentration/declining poverty factor. This factor represents one dimension of need, but
it also represents improving communities.

The factor analysis for states also creates three factors: one related to poverty and economic
distress, a second related to age of housing, and a third related to a weak proxy for infrastructure.
These factors are also weighted and summed to create a single needs score. To create a single
needs score for each state, the poverty and economic distress factor is weighted at 70 percent,
age of housing is weighted at 25 percent, and infrastructure is weighted at 5 percent. Chapter 3
provides a more thorough justification for the weighting to create the entitlement and
nonentitlement composite needs scores.

Current Formula Targeting to Need

When this report discusses targeting to need, it uses per capita grants to compare the relative
funding of communities. This approach assumes that population is not a measure of need. This
assumption enables us to compare the relative level of grant of New York City (population
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8,084,316) to East Orange, New Jersey (population 69,750). Though their total grants are
dramatically different ($219 million versus $2 million in FY 2004, respectively), their per capita
grants are comparable ($27.07 versus $28.66). Targeting operates on the premise that a
community with high need should get a larger per capita grant than a community with low need.

Performance of the Entitlement Formula

Prior CDBG studies have shown that the current CDBG formula has, relative to a community
development needs index, worsened in its ability to appropriately target funds to entitlement
communities (Bunce, Neal, and Gardner 1983; Neary and Richardson 1995). The changing
demographic makeup of jurisdictions throughout the 1990s has led the CDBG formula to
generally target worse in 2000 than it did in 1990. That said, the current entitlement formula does
continue to target to need. On average, the 10 percent of communities with the most need get
four times larger per capita grants than the 10 percent of communities with the least need.
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Chart ES-1. Current Entitlement Formula. Targeting to the Needs Index

An increasing number of troubling inequities exist, however. Chart ES-1 provides a graphical
presentation of this problem, ordering entitlement grantees left to right from least needy to most
needy based on the needs index. The solid line represents how many dollars a jurisdiction would
get on a per capita basis if the grant funds were allocated using the needs index. The “bouncing”
line represents how many dollars jurisdictions get on a per capita basis with the current formula.
A number of very low need grantees on the left side of the chart get high per capita grants
relative to their need under the current formula. Some very needy grantees on the right side of
the chart receive relatively low per capita grants.
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On the left side of the chart, relatively low need communities receiving very high per capita
grants include Newton, Massachusetts, Royal Oak, Michigan, and Wauwatosa, Wisconsin. These
older suburbs benefit from the pre-1940 and growth lag variables of Formula B. These
communities are relatively low need, however, enjoying poverty rates of 2 to 3 percent and per
capita incomes substantially above the national average. They receive per capita grants of $28 to
$33 while communities with similar need scores receive grants in the range of $4 to $7 per
capita.

On the right side of the chart, some high need communities get low per capita grants relative to
their need score. These communities include Miami, Florida, Paterson, New Jersey, Pharr,
Texas, and Compton, California, which suffer poverty rates ranging from 20 to 35 percent and
per capita incomes well below the national average. Under the current formula, they receive
grants of $23 to $26 per capita while communities with similar need scores receive $40 to $50
per capita.

Problems in the current entitlement formula can be traced to the following three elements:

1. The relative flatness of Formula A. The most needy grantees funded under Formula A do
not get substantially more on a per capita basis than the least needy grantees. This
flatness is due primarily to the 25 percent weight on population in Formula A.

2. Formula B grantees of similar need often get very different per capita grant allocations.
This relative inequity primarily results from the pre-1940 housing variable allocating
substantial amounts of funds to some communities that have old housing but otherwise
do not have any community development need. The growth lag variable also contributes
to the inequity because many slow growing communities, and even some that have lost
population, do not suffer economically.

3. On average, Formula A grantees get substantially less than similarly needy Formula B
grantees. This inequity results from the share of the need represented by the variables in
Formula A being spread across both Formula A and Formula B grantees while the share
of the need represented by growth lag and pre-1940 housing in Formula B is largely
concentrated among Formula B grantees.

In addition, the poverty variable results in overfunding of “college towns” relative to their per
capita need. In some communities a large number of full-time college students live in off-campus
housing. When the Census Bureau collects income information from those students, it does not
count income support from family, thus counting a large number of students as in poverty. For
example, in State College, Pennsylvania, home to Penn State University, 74 percent of college
students live in poverty while 12 percent of the remaining population is in poverty. The college
student poverty rate inflates State College’s total poverty rate to 47 percent, greater than the very
distressed communities of Benton Harbor, Michigan (43 percent poverty rate) and Hidalgo
County, Texas (42 percent poverty rate).

xi
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The growth lag variable ‘also creates some inequities among high-need communities. Chart ES-1
shows a number of relatively high-need communities on the right side of the chart with per capita
grants nearly double what their community development needs index score suggests is fair
relative to the need of other jurisdictions. The relative overfunding largely results from the
growth lag variable, which moves more than 18 percent of the total appropriation for CDBG
entitlements to the relatively few communities with growth lag, particularly to the even fewer
communities with very high levels of population loss. For example, Saint Louis, Missouri has a
per capita grant of $73, $41 from growth lag alone. Detroit, Michigan, a more needy Formula B
city as measured by the community development needs index, receives $49 per capita, $29 from
growth lag. Both cities are distressed and have community development needs related to decline,
but the analysis of community development need suggests that Detroit’s grant at $49 per capita is
consistent with its level of community development need and Saint Louis’s grant of $73 per
capita is significantly higher than is appropriate for its relative level of need.

Performance of the State Formula

The state formula also tends to target poorly to need. Chart ES-2 shows that with the exception
of one grantee (Puerto Rico), the appropriate per capita grants (the solid line) are approximately
$5 for the least needy grantees and approximately $15 to $20 for the most needy. The current per
capita grants for all of the grantees except Puerto Rico show almost no relationship to the
community development needs index line. While little relationship exists between the needs

index and the current per capita grants, the magnitude of the anomalous targeting is not as large
as it is in the entitlement formula.
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Two primary reasons drive the poor targeting of the nonentitlement formula:

1. The relative flatness of both Formula A and Formula B. The most needy grantees do not
get substantially more on a per capita basis than the least needy grantees. This flatness
results primarily from the 25 percent weight on population in Formula A and the 20-
percent weight on population in Formula B.

2. The unfairness of Formula A, due to overcrowding, and Formula B, due to pre-1940
housing. Our analysis shows overcrowding and poverty to be closely correlated in
nonentitlement areas. Overcrowding, however, is concentrated in a few states, thus the
formula essentially gives those states added dollars for their poverty population. The pre-
1940 housing variable simply rewards states with old housing without determining if they
are needy.

Unlike the entitlement formula, a large inequity in funding between Formula A and Formula B
does not appear to exist. With the exception of Puerto Rico, to which Formula A does target
well, both formulas are relatively weak in their targeting to need.

Four Alternative Formulas

A number of items must be considered when creating an alternative to the current formula.
Clearly any change to the current formula will be motivated by a desire to improve targeting to
need. Specifically, we seek to (1) improve equity, so similarly needy grantees get similar grant
amounts, and (2) improve the relative targeting of the formula so the most needy grantees get
substantially higher per capita grants than the least needy grantees.

We also seek a simple formula that causes the least disruption to the current CDBG funding
levels. A simple formula can be easily explained so grantees and policymakers understand the
mechanics that determine the grant amounts. Regarding the disruption of funds, any change to
the current formula will cause some grantees to gain funding while others lose.

We offer four alternative formulas with different degrees of improving targeting to need,
different levels of simplicity, and different patterns of redistributing funds.

Alternative 1

Entitlement Alternative 1 tweaks the existing formula by fixing the problems in Formula A and
B that lead to large inequities in funding among grantees within each individual formula by
taking the following actions:

e Formula A
o Reduce the weight on population from 25 percent to 10 percent and increase the
weight on poverty to 60 percent and the weight on overcrowding to 30 percent. This
action increases the grants for the more needy Formula A grantees that are currently
significantly underfunded relative to the needs index.

xiii
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o Change the definition of poverty to “persons living in family houscholds or elderly
headed households living in poverty” to correct for the relative overfunding of college
towns relative to their community development need.

e Formula B

o _Replace the pre-1940 variable with “housing 50 years or older occupied by a poverty
household” to better target to needy communities with older infrastructure and
dilapidated housing.

o Change the definition of poverty to “persons living in family households or elderly
headed households living in poverty” to correct for the relative overfunding of college
towns relative to their community development need.

o Lower the weight on growth lag to 10% and increase the weight on poverty to 40%.
Also adjust growth lag to reduce funding for communities with relatively high per
capita incomes and low poverty rates. These changes reduce some of the overfunding
relative to community development need caused by growth lag.

Generally, these changes improve the targeting within each formula but do not correct for the
funding inequities between Formula A and Formula B. Alternative 1 causes the least
redistribution of funds but makes the formula even more complicated. This option is similar to
the alternative presented in 1995 by Neary and Richardson.

Alternative 1

Entitlement Communities States (Nonentitiements)

Formula A Formuia B Formula A Formuia B

10% * population 10% * adjusted growth lag | 10% * population 10% * population

60% * family & elderly 40% * family & elderly 65% * family & elderly 40% * family & elderly

poverty poverty poverty poverty

30% * overcrowding 50% * housing 50 years or | 25% * overcrowding 50% * housing 50 years or
older occupied by a older occupied by a
poverty household poverty househoid

Metropolitan denominators except for growth lag. Grant State nonentitiement total denominators. Grant is larger

is larger of two formulas less a pro rata reduction. of two formulas fess a pro rata reduction.

Chart ES-3 shows that entitlement alternative 1 does improve targeting relative to the current
formula (Chart ES-1), most notably decreasing grants for low need grantees that are currently
relatively overfunded. For example, it reduces the grants for Newton, Royal Oak, and
Wauwatosa from around $30 per capita to approximately $5 per capita, an allocation more
consistent with the grants of communities with similar need. It also reduces the high growth lag
grants somewhat, but not enough to bring them in line with the needs index. The Saint Louis per
capita grant, for example, is reduced from $73 to $63 per capita. It also provides small increases
to some high-need underfunded communities. For example, Miami, Paterson, Pharr, and
Compton, with current grants of $23 to $26 per capita, have their grants increase to $30 to $34
per capita, a bit closer to the $40 to $50 per capita of similarly needy grantees.
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Chart ES-3. Alternative 1. Targeting to Need

Nonentitlement Alternative 1 likewise tweaks the existing formula by fixing the problems in
Formulas A and B that lead to large inequities in funding among grantees within each individual
formula. This alternative undertakes the following changes:

e Formula A

o]

Reduce the weight on population from 25 percent to 10 percent and increase the
weight on poverty to 65 percent. This change increases the funding for the more
needy Formula A grantees while decreasing funding for the less needy as measured
by the needs index.

Change the definition of poverty to “persons living in family households or elderly
headed households living in poverty” to correct for the relative overfunding of states
with significant college student populations in the nonentitlement areas.

» FormulaB

©

o

Replace the pre-1940 variable with “housing 50 years or older occupied by a poverty
household” to better target to states with older infrastructure and dilapidated housing.
Change the definition of poverty to “persons living in family households or elderly
headed households living in poverty” to correct for the relative overfunding of states
with large college student populations in the nonentitlement areas.

Reduce the weight on population from 20 percent to 10 percent and increase the
weight on poverty to 40 percent. As with Formula A, this change increases the
funding for the more needy Formula B grantees while decreasing funding for the less
needy as measured by the needs index.
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Chart ES-4 shows that these changes move the per capita allocations much closer to the needs
line than the current formula.
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Chart ES-4. Nonentitlement Alternative 1. Targeting to Need

Alternative 2

Entitlement Alternative 2 was designed to be a very simple single formula that closely matches
the allocation suggested by the needs index. The formula uses four easy-to-understand variables
to allocate the funds: poverty, female-headed households with children under 18, housing older
than 50 years occupied by a household in poverty, and overcrowding. These variables bear a
high correlation to the individual needs factors and relatively low correlation with one another. A
regression model seeking to best target to the needs index forms the basis for the weighting of
the variables. Unlike the other alternatives proposed, this formula has no adjustments or pro rata
reductions. This option dramatically improves the fairess of the formula (Chart ES-5), in part by
eliminating funding inequities between Formula A and B.

Alternative 2

Entitl t Communities—70% States (Nonentitlernents)-—30%

50% * family & eiderly poverty 60% * family & elderly poverty

10% * female-headed household with children under 18 10% * female-headed household with children under 18

20% * overcrowding 30% * housing 50 years or oider occupied by a poverty
household

20% * housing 50 years or older occupied by a poverty

household

Entitiement total denominators. State nonentitlement total denominators.
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The formula, however, only modestly increases funding to the more needy jurisdictions. By
improving fairness in the funding allocation without increasing the average funding level to the
relatively more needy grantees, some very needy Formula B communities experience significant
funding decreases. For example, Detroit’s grant is reduced from $49 per capita to $38 per capita =
to put it in line with similarly needy Miami, whose grant increases from $28 per capita to $41 per
capita. High-need grantees that are relatively overfunded by the formula as compared to the
needs index suffer even larger decreases. Saint Louis experiences a funding decrease of 50
percent under this alternative, bringing its grant to $37 per capita. Buffalo, New York, has a
funding decrease of 39 percent, bringing its grant to $41 per capita, and Cleveland, Ohio hasa
decrease of 36 percent, bringing its grant to $39 per capita.

By correcting for the inequities of the current formula, funding levels increase for high-need
communities currently receiving small per capita grants relative to their need. Paterson has its
grant increase from $23 to $32 per capita, Pharr increases from $26 to $36 per capita, and
Compton increases from $26 to $38 per capita.
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Chart ES-5. Entitlement Alternative 2. Targeting to Need

Nonentitlement Alternative 2 was designed to be simple and closely match the recommended
funding pattern of the nonentitlement needs index. The formula uses three widely available and
easily understandable variables to allocate the funds: poverty, female-headed households with
children, and housing older than 50 years occupied by a person in poverty. This formula does not
use overcrowding as a factor due to its high correlation with poverty in the nonentitled areas.
Unlike in the entitlement formula, overcrowding does not capture a dimension of community
development need not already captured by poverty. This alternative dramatically improves the
targeting to need as shown by Chart ES-6.
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Chart ES-6. Nonentitlement Alternative 2. Targeting to Need
Alternative 3

Entitlement Alternative 3 builds from entitlement alternative 2 but moderates the sharp drop in
funding for the very needy Formula B communities and generally shifts funding from low-need
communities to high-need communities. The formula uses the same variables as entitlement
alternative 2 but places more weight on older housing occupied by a poverty household and less
on overcrowding than alternative 2. Compared to the original needs index justifying the current
formula, the needs index in this study does not contain as many variables capturing community
decline. To account for this deficiency, the shift in weight for alternative 3 is intended to put
more emphasis on places with the problems of age and decline versus places with growing
immigrant populations. The nonentitlement formula is the same as in alternative 2.

Alternative 3

Entitlement C¢ ities—70% States (Nonentitiements)—30%

50% * family & elderly poverty 60% * family & eiderly poverty

10% * female-headed household with children under 18 10% * female-headed household with children under 18
10% * overcrowding 30% * housing 50 years or older occupied by a poverty

household
30% * housing 50 years or older occupied by a poverty
household

Entitlement total denominators. Adjusted by the ratio of State nonentitiement total denominators.
metropolitan area per capita income divided by local per
capita income with an adjustment cap of +/- 25 percent.
Pro rata reduction of adjusted grant to match grant
allocation to appropriations.
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In addition, to account for fiscal disparities within metropolitan areas, this alternative adjusts
grants up for jurisdictions with a low per capita income relative to their metropolitan per capita
income and adjusts grants down for jurisdictions that have a high per capita income relative to
their metropolitan per capita income. This adjustment resuits in an average increase in grants
greater than the number of decreases. The application of a pro rata reduction ensures the total
grant amount does not exceed appropriations.
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Chart ES-7. Entitlement Alternative 3. Targeting to Need

Chart ES-7 shows that alternative 3 targets well to need, but differently than alternative 2.
Alternative 3 has a higher slope than alternative 2, allocating more funds per capita to the higher
need grantees and less funds per capita to the lower need grantees. Alternative 3, however, has
more variation in grant amounts among grantees with similar need than alternative 2.

Associated with its higher slope, alternative 3 increases the funding for the more needy grantees
at the expense of the less needy grantees and also benefits some of the older declining cities.
Instead of declining, as it does under alternative 2, Detroit’s grant increases under alternative 3 to
$51 per capita. Miami’s grant increases a lesser amount to $44 per capita. This separation in per
capita grant amounts between the similarly needy Miami and Detroit represents the greater
differentiation in grant amounts for similarly needy jurisdictions under alternative 3 versus
alternative 2. These fluctuations largely result from the higher weight given to decline in
alternative 3. Nonetheless, relatively overfunded high-need jurisdictions with substantial decline,
like Saint Louis, Buffalo, and Cleveland, still suffer decreases in funding relative to their current
grants (32 percent, 14 percent, and 12 percent, respectively), but not as significant as under
alternative 2.
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Low-need jurisdictions largely have significant reductions under alternative 3. For example, the
relatively low-need jurisdiction of Newport Beach, California, has its per capita grant fall to $3
per capita (its current grant is $6 per capita and its alternative 2 grant is $4 per capita).

Alternative 4

Alternative 4 is a single formula allocating all funds to both entitlements and states without a
70/30 split. Currently, entitlement grantees are allocated 70 percent of the funds and states are
allocated 30 percent of the funds. Since FY 1982 when the 70/30 split was first put into effect,
the number of entitlement grantees has grown from 732 to 1,105 in FY 2004. While the split
between entitlements and nonentitlements has remained static, the relative share of the U.S.
population served by the 70 percent share of entitlement funds has grown while the relative share
of the population served by the nonentitlement side of the formula has decreased. The
nonentitlement share of the population, however, is still greater than 30 percent, having fallen
from 45 percent in FY 1982 to 36 percent in FY 2002.

Alternative 4

Entitl t Communities and State (Nonentitlements)}—100%

50% * family & elderly poverty

10% * female-headed household with children under 18

10% * overcrowding

30% * housing 50 years or older occupied by a poverty household

Adjusted by the ratio of metropolitan area per capita income divided by local per capita income (states not adjusted)
with an adjustment cap of +/- 25 percent. Pro rata reduction of adjusted grant to match grant aliocation to
appropriations.

This 70/30 split could be maintained in its current state, the split could be changed using some
different approaches, or the split could be eliminated altogether with a single formula. If a single
formula were used, and that formula used the factors and weighting of entitlement alternative 3.2
the de facto split would be 69 percent to entitlements and 31 percent to nonentitlements in FY
2004. As shown on Chart ES-8, that targeting would be almost exactly the same as shown in
Chart ES-7 for alternative 3.

2 By including states in the formula, unlike nonentitlement alternative 3, states do get some funding due to
overcrowding (10 percent). Consequently, a moderate shift of funds occurs from high poverty states with no
overcrowding to high poverty states with overcrowding. :
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Chart ES-8. Alternative 4. Targeting to Need

Impact

All of the alternatives we discuss in this report result in a significant redistribution of funds.
Table ES-1 shows the impact on entitlements and Table ES-2 shows the impact on
nonentitlements. Alternative 1, which simply tweaks the formula, results in fewer very large
losses and gains than alternatives 2 and 3. For entitlements, alternative 4 causes the largest
redistribution of funds. Alternatives 1, 3, and 4 for entitlements largely redistribute funds from
the least needy to the most needy. Alternative 2, by fixing the anomaly in funding between
Formula A and Formula B grantees, also leads to funding reductions for some very needy
grantees, a problem that alternative 3 seeks to fix. Alternative 4 has the same impact as
alternative 3, except slightly more losers than winners for entitlements occur because the pot of
funds for entitlements is effectively reduced to 69 percent from its current 70 percent. For states,
however, slightly more winners occur under alternative 4 than alternatives 2 and 3 because the
pot of funds effectively has increased to 31 percent from 30 percent.
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Table ES-1
Percent of Entitlement Grantees Gaining/Losing Funds by Formula Alternative
Alternative 1 |Alternative 2 [Alternative 3 |Alternative 4
Loss greater than 40% 5% 12% 15% 15%
Loss 20 to 40% 16% 15% 18% 18%
Loss 10 to 20% 15% 9% 11% 10%
Loss 0 to 10% 20% 12% 11% 12%
Gain 0 to 10% 18% 12% 12% 11%
Gain 10 to 20% 13% 11% 10% 11%
Gain 20 to 40% 11% 17% 14% 13%
Gain greater than 40% 1% 12% 11% 9%
Total 100% 100% 100% 100%
N=1,105 (As compared fo FY 2004
Table ES-2
Percent of Nonentitlement Grantees Gaining/Losing Funds by Nonentitlement Formula
Alternatives
Alternative 1 |Alternative 2 JAiternative 3 |Alternative 4
Loss greater than 40% 0% 4% 4% 0%
Loss 20 to 40% 14% 18% 18% 18%
Loss 10 to 20% 20% 22% 22% 20%
Loss 0 to 10% 16% 16% 16% 18%
Gain 0 to 10% 26% 6% 8% 8%
Gain 10 to 20% 20% 12% 12% 16%
Gain 20 to 40% 6% 20% 20% 20%
Gain greater than 40% 0% 4% 4% 4%
Total 100% 100% 100% 100%

=51 (using FY 2004 geography)

Table ES-3 shows the total redistribution of funds by region caused by the different alternatives.
As expected, alternative 1 has the smallest redistribution of funds. Even so, the New England
region suffers a very large loss of funding of 22 percent, primarily resulting from the
replacement of the variable of pre-1940 housing with pre-1950 housing occupied by a household
in poverty in Formula B. Alternative 2 causes the largest regional redistribution of funding
because of its correction for the A and B formula anomalies without substantially raising the
slope of the allocation. Alternatives 3 and 4 have regional redistributions similar to alternative 1,
but less than alternative 2 because of the increase in slope and an increased weight on
communities in decline.
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Table ES-3
Total Regional Shifts for Both Entitlements and States for Each Alternative
Region Alternative 1 | Alternative 2 | Alternative 3 | Alternative 4
New England -22% -31% 21% -21%
New York/New Jersey 2% 5% 3% 2%
Mid-Atlantic 7% -18% 1% -12%
Southeast 8% 20% 16% 16%
Midwest -11% -19% “M% -11%
Southwest 13% 21% 15% 16%
Great Plains -5% -12% 8% -8%
Rocky Mountain -5% 2% -4% -3%
Pacific/Hawaii 9% 14% 0% 1%
Northwest/Alaska 6% -3% % -5%
Puerto Rico 33% 35% 23% 24%
N=1,156
Recommendation

Serious consideration should be given to changing the CDBG allocation formula so that it better
targets to community development need. Any of the alternatives proposed in this report would
accomplish this goal. HUD looks forward to working with Congress, CDBG grantees, and other
stakeholders to discuss these alternatives.
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Chapter 1. Introduction

Purpose of the Report

The purpose of this report is to assess how well the Community Development Block Grant
(CDBG) formula, after introduction of Census 2000 data into the formula, allocates funds toward
the community development needs identified in the Housing and Community Development Act
of 1974. HUD indicated in its Fiscal Year (FY) 2004 budget that it would be undertaking this
study.

The National Research Council’s Panel on Statistical Issues in Allocating Funds by Formula
(Louis, Jabine, and Gerstein 2003) recommends that policymakers periodically review formula
allocation programs to assess whether they are performing as intended. For the CDBG formula,
the following four major assessments of the formula have preceded this one:

1. The first report, prepared at the request of Congress in 1976, pioneered the thinking on
how to target funds to “community development need” (Bunce 1976). The current
CDBG allocation formula, which first allocated funds in 1978, is built around the major
conclusions of that report. .

2. A follow-up report in 1979 addressed the targeting of the newly created formula (Bunce
and Goldberg 1979).

3&4. Asnew census data were introduced into the formula in 1980 and 1990, HUD did
follow-up studies to determine whether the CDBG formula continued to target weli to
community development need (Bunce, Neal, and Gardner 1983; Neary and Richardson
1995). Those studies show that while targeting to need has declined as new census data
have been introduced into the formula, and that there are significant funding anomalies,
in general, the formula still provides considerably more dollars per capita to needier
communities than it does to less needy communities.

In FY 2003, 2000 Census data were fully introduced into the CDBG allocation formula.
Continuing HUD’s tradition of reexamining the formula when new decennial census data are
available, this report evaluates how the introduction of 2000 Census data affects the formula’s
targeting to community development need. An already published report, “Redistribution Effect
of Introducing Census 2000 Data Into the CDBG Formula” (Richardson, Meehan, and Kelly
2003), provides basic information about which formula variables are responsible for shifts in
funding. This report does not repeat that analysis; rather, it focuses on targeting to community
development need. In addition to the needs analysis, this report does the following:

o Describes the impact of introducing the Office of Management and Budget’s (OMB’s)
new definitions for metropolitan areas.

e Explains the 70/30 funding split between entitlement and nonentitlement CDBG grantees.
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e Provides four alternative formulas® that would improve targeting to need.
Report Overview
This report is structured into nine chapters.
Chapter 1. Introduction. This chabter explains the purpose of the report.

Chapter 2. Current Formula Mechanics. This chapter explains how the current dual formula
works and provides direct examples.

Chapter 3. Developing a Community Development Needs Index. This chapter describes the
selection of variables for inclusion in a community development needs index, the statistical
techniques used to isolate different patterns of community development need, and the process
used to create a single score for each community to proxy its level of community development
need relative to the national average.

Chapter 4. CDBG Targeting to Need—Entitlement Communities. This chapter shows how,
after the introduction of 2000 Census data, the CDBG entitlement formula targets to the
community development needs index. It also describes which components of the existing
formula are responsible for its increasingly poor targeting to need.

Chapter 5. CDBG Targeting to Need-—States (Nonentitlements). This chapter shows how the
CDBG nonentitlement formula targets to the community development needs index. It also
describes the components of the formula that contribute to its generally poor targeting.

Chapter 6. CDBG Alternative Formulas. This chapter shows three possible alternatives for
improving the targeting to need of the CDBG entitlement formula and two possible alternatives
for improving the targeting to need of the nonentitlement formula.

Chapter 7. Impact of New Metropolitan Area Definitions. OMB’s new metropolitan area
definitions could potentially result in the addition of 78 entitlement cities and 12 urban counties.
The new definitions also change the metropolitan denominator for the entitlement program for
each of the formula variables. This chapter describes the potential implication of adding all of the
eligible communities as well as the reality of how many jurisdictions actually decided to
participate in FY 2004.

Chapter 8. The 70/30 Split. Since 1981, nonentitled portions of states have received 30 percent
of the CDBG formula allocation while entitlement areas have received 70 percent. Since that
time, numerous new communities and urban counties have been added to the entitlement share of
the formula from the nonentitlement share. This chapter offers some options ranging from

3 The report provides three alternatives for the entitlement formula, two alternatives for the nonentitlement formula,
and one single formula alternative. For simplicity in the Executive Summary and concluding chapter, the
entitlement and nonentitlement formulas are linked to create individual alternatives resulting in a total of four
complete alternatives.
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continuing the current split, to annually adjusting the split, to creating a single formula that funds
both entitlements and nonentitlements.

Chapter 9. Conclusion. This chapter summarizes the report findings and recommends that
serious consideration be given to changing the formula.
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Chapter 2. Current Formula Mechanics

The Community Development Block Grant (CDBG) program provides annual “entitlement”
allocations to eligible cities and counties and nonentitlement allocations to states for areas that do
not qualify or choose not to participate as entitlements. As specified in sections 102 and 106 of
the Housing and Community Development Act of 1974, the program allocates funds based on
demographic data proviéed by the U.S. Census Bureau.

After setting aside funds for special purposes, such as technical assistance, congressionally
specified projects, and 1 percent for the Indian CDBG program, the annual appropriation for
CDBG formula funding is split so that 70 percent is allocated among entitlement cities and
counties and 30 percent among the states. The communities and states must submit annual plans
that show how they expect to use these funds and other Community Planning and Development
formula funds and report on their prior year accomplishments. Program regulations govern the
eligible use of the funds (24 CFR Part 570).

For the most part, CDBG funding levels allocated by formula have remained constant in recent
years at some amount between $4.2 and $4.4 billion. In Fiscal Year (FY) 2002, the total
appropriation level for the CDBG formula was $4.341 billion, $3.039 billion allocated to
entitlement communities and $1.302 billion for nonentitlement communities.*

Entitlement Communities and States

To qualify as an entitlement community, cities and counties must meet criteria established in
section 102 of the Housing and Community Development Act. The statute makes the following
areas eligible for the entitlement program.

Metropolitan Cities

e Central cities of metropolitan areas (MAs).*

e Other cities with a current population of 50,000 or more that are also in MAs.

» Cities that retain metropolitan city status as a result of previously meeting the criteria
for metropolitan cities.

* For comparison to the previously published “Redistribution Effect of Introducing Census 2000 Data Into the

CDBG Formula,” the discussion in chapters 2 through 6 uses the FY 2002 appropriation level and universe of

grantees, Chapters 7 and 8, Executive § 'y tables, and Appendix B reflect the FY 2004 universe of CDBG
rantees.

The Office of Management and Budget defines metropolitan areas and designates central cities. This office
establishes the criteria and updates the MA list when decennial census data are issued and as the Census Bureau
updates population estimates throughout the decade. Beginning in FY 2004, due to revisions to the OMB definitions
of MAs, “principal city” is used instead of “central city” as a means of determining eligibility for the entitlement
program.
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Urban Counties

+ Counties that are in MAs and have a population of 200,000 or more after excluding
metropolitan cities and eligible Indian tribes.

¢ Counties that retain qualification status as a result of previously meeting criteria for
urban counties. ’

The nonentitled portion of a state receives funding based on the balance of need characteristics
that remain after subtracting data for metropolitan cities and urban counties that choose to
participate in the entitlement program. Data for Native Americans living in federally recognized
Indian tribal areas are also subtracted because they are eligible for funding under separate grant
programs.

Qualification process. The Department of Housing and Urban Development (HUD) designates
metropolitan cities based on population estimates available from the Census Bureau and central
cities designated by the Office of Management and Budget (OMB). HUD uses the data that are
available for all units of government 90 days before the start of the federal fiscal year.

HUD also identifies urban counties annually when the data show that a county could potentially
have a population of more than 200,000 or meet other legislative tests. The county includes
unincorporated areas along with local units of government where the county has authority or a
legal agreement with local governments to undertake community development activities. Urban
counties go through a process of establishing legal agreements for participation with local
governments when they are first qualified and every 3 years thereafier,

States are automatically funded under the CDBG program®. They are funded based on the
nonentitled portion in the state; that is, the balance of the state after excluding metropolitan
cities, urban counties with their included units of government and all Native Americans living in
eligible tribal areas. Only units of general local government (small cities, small towns, and rural
counties) in the nonentitled area may apply to the state for funding. The Housing and
Community Development Act defines the District of Columbia as a metropolitan city. It includes
Puerto Rico as a state. Other territories, outlying areas, and Native Americans living in tribal
areas are excluded from the formula and funded under set-asides from the annual appropriation.

The number of metropolitan cities and urban counties participating as entitlement communities
in CDBG has increased steadily since the creation of the program in 1974. Since 1981, when
Congress established that entitlements would receive 70 percent of the funds and nonentitlements
30 percent (the 70/30 split), the number of entitlement grantees has ballooned from 666 to 1,105
in FY 2004, a 66 percent increase. Generally, when new metropolitan cities are added to the
formula, individually they have a small impact because they have small populations, usually
around 50,000. Because the population threshold for urban county participation—200,000—is

¢ Since 1981, when Congress gave states the ability to assume responsibility for administering the CDBG program,
there has been a gradual transition from HUD administration of the nonentitled funds for individual states to state
administration of the CDBG nonentitlement program. Only Hawaii’s nonentitled grant continues to be administered
by HUD.
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higher than that of cities, however, their entry into the program has a larger impact on the
entitlement allocation. Since 1981, roughly a quarter of all new entitlement communities have
been urban counties. Chapter 8 explains the implications of the increasing number of entitlement
communities and the fixed split of 70 percent to entitlements and 30 percent to states.

CDBG Formulas

The CDBG “formula” consists of two basic formulas, known as Formulas A and B, to allocate
CDBG funds. In practice, five formulas are used in this annual process, all variations on
Formulas A and B. Three formulas allocate 70 percent of funds to entitlement communities, and
two formulas allocate funds to the states (for nonentitlement communities). This system of five
formulas has been in place since FY 1981 (Neary and Richardson 1995).

Formula A for entitlement communities is as follows:

(0.25Pop (a) + 0.5Pov(a) + 0.25 Ocrowd (a))x  $3.039 billion
Pop (MA) Pov (MA) Ocrowd (MA)

Formula B for cities is as follows:

(02 Glag(a) + 03Pov(a) + 0.5Age(a) ) x $3.039 billion
GLag (MC) Pov (MA) Age (MA)

Formula B for urban counties is as follows:

(0.2 GLag(a) + 03Pov(a) + 05Age(a) ) x $3.039 billion
GLag (ENT) Pov (MA) Age (MA)

where:
® (a) is the value for the jurisdiction.
» (MA) is the value for all MAs.
® (MC) is the value for all entitlement cities.
s (ENT) is the value for all entitlement jurisdictions (cities and urban counties).

e  $3.039 billion is the amount available for allocation to entitlement jurisdictions in FY
2002,

Pop is the total resident population.
Pov is the number of persons below the poverty level.

* Ocrowd is the number of overcrowded housing units. A housing unit is overcrowded
when more than 1.01 persons per room are living in the unit.

*  Age is the number of housing units built before 1940.

® Glag is population growth lag. Growth lag is the shortfall in population that a city or
county has experienced when comparing its current population to the population it would
have had if it grew like all metropolitan cities since 1960. For the FY 2002 formula
allocation, the growth rate for all entitlement communities between 1960 and 2000 was
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37.4 percent. If a city or county grew at a rate greater than or egual to 37.4 percent
between 1960 and 2000, it receives a growth lag vaiue of zero.

HUD calculates the amounts for each entitlement jurisdiction under both Formulas A and B.
Jurisdictions are then assigned the larger of the two grant amounts. That is, if a jurisdiction gets
more funds under Formula A than Formula B, its grant is based on Formula A. With this dual
formula system, it is not surprising that the total amount assigned to CDBG grantees has always
exceeded the total amount available through appropriation. To bring the total grant amount
allocated to entitlement communities within the appropriated amount, HUD uses a pro rata
reduction. In FY 2002, for example, the pro rata reduction was 11.43 percent. That is, the amount
assigned to a community under the dual formula is multiplied by 0.8857 (1 — 0.1143) to generate
the actual grant amount.?

The formula for the nonentitled areas of states generally operates like the entitlement formula.
Two key differences, however, are present: (1) Formula B uses population instead of growth lag,
and (2) the denominator for all of the variables is the sum of the nonentitled total (NEnt) instead
of the sum of non-MAs. The formulas for the nonentitlement allocation are as follows:

Formula A is as follows:

(0.25 Pop (a) + 0.5Pov(a) + 0.25Qcrowd (a) ) x $1.302 billion
Pop (NEnt) Pov (NEnt) Ocrowd (NEnt)

Formula B is as follows:

(0.2 Pop(a) + 0.3 Pov(a) + 05Age(a) ) x $1.302 billion
Pop (NEnt) Pov (NEnt) Age (NEnt)

As with entitlement communities, HUD calculates the amounts for each state under each
formula. States are then assigned the grant that is the larger of the two. To bring the total grant
amount to states within the appropriated amount, HUD uses a pro rata reduction. In FY 2002, for
example, the pro rata reduction for states was 16.85 percent.

Sources of Data for the Formulas
To ensure objectivity and consistency, the decennial census is the primary source of the data in

the CDBG formula. In years following the release of the decennial data, the Census Bureau
provides updated population estimates, identifies new incorporations, and reports major

7 HUD does not have a 1960 population figure for some communities. These communities are not included when
calculating the 1960 to 2000 growth rate. In addition, while the latest population used to compute growth lag reflects
recent boundary changes, HUD cannot make changes to the 1960 population for individual communities based on
boundary changes that result from annexations because the 1960 data are not available. HUD does make changes to
the 1960 population data for communities that result from mergers, since the data are available.

# There could conceivably be a pro rata increase, since the sum of the values in each numerator (entitlement
jurisdictions) is less than the denominator (all MAs, portions of which are not entitled). In the more than 20 years of
the CDBG dual formula, there has never been a need for a pro rata increase.
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boundary changes (usually due to annexation). As required by statute, HUD uses the latest data
consistently available for all areas as of 90 days before the start of the fiscal year. Since HUD
allocates funds to Indian tribes separately, HUD excludes data for Native Americans living in
tribal areas from the formula data for all states and entitlement communities.

Formula Allocation Example

Below is an example of how the formulas work. The estimated CDBG grant for this city’ would
be based on 350,000 persons; 50,000 persons in poverty; 7,500 overcrowded housing units;
65,000 housing units that were built before 1940; and a growth lag of 40,000 persons between
1960 and 2000. It would receive the larger of the amounts generated by the two formulas.

Formula A:
Population Poverty Overcrowding
(0.25 350,000 + 0.5_50,000 + 0257.500  )x $3.039 billion
229,192,836 27,561,898 5,551,631
= $4,942,675
Formula B:
Growth Lag Poverty Age of Housing
(0.2 40,000 + 0.3 50,000 + 0.5 65,000 )x $3.039 billion
25,564,131 27,561,898 12,974,750
=$10,216,211

This grantee gets substantially more money using Formula B than with Formula A. As a result,
its grant would be the total of the larger, Formula B, multiplied by a pro rata reduction of 12.37
percent, making the total grant after pro rata reduction $8,952,466.

It is useful to know that FY 2002 used Census 2000 data for population and growth lag, but still
used Census 1990 data for the poverty, overcrowding, and pre-1940 housing. The FY 2003
alfocation used Census 2000 data for all the variables, and the FY 2004 allocation uses the
Census 2002 population estimates for the population and growth lag variables and the new OMB
metropolitan area definitions for determining the denominator on most of the variables.
Appropriation amounts allocated by formula have remained fairly similar over the 3 years:
$4.341 billion in FY 2002, $4.340 billion in FY 2003, and $4.331 billion in FY 2004.
Richardson, Meehan, and Kelly (2003) showed the impact on redistributing funds as a result of
Census 2000 data being fully introduced into the formula in FY 2003.

® This calculation is based on the FY 2002 universe of grantees and appropriation amount. All the data used are from
Census 2000.
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Chapter 3. Developing a Community Development Needs Index

The report “Redistribution Effect of Introducing Census 2000 Data into the CDBG Formula”
(Richardson, Meehan, and Kelly 2003) showed how funds are redistributed among communities
when the Census 2000 data are introduced. This chapter describes the establishment of the
measurement tool—a needs index—used to assess whether the redistribution of funds resulting
from the new Census 2000 data improves or aggravates the formula’s ability to target toward
community development need.

In previous Community Development Block Grant (CDBG) studies, the Department of Housing
and Urban Development (HUD) used a methodology that created standard measures of
“community development need” across entitlement cities (Bunce 1976; Bunce and Goldberg
1979; Bunce, Neal, and Gardner 1983; Neary and Richardson 1995). This study used the same
basic methods. Advancing the work of previous studies, however, this study develops a needs
index that includes urban counties in addition to cities. It develops a separate needs index for the
nonentitlement balance of states.

Community development need encompasses many different things—housing quality,
infrastructure, economic development, poverty, tax base, and others. To account for these many
dimensions of need, this study assembled data on 17 community-need-related variables for each
entitlement jurisdiction.!® Factor analysis is used to group variables that correlate highly with one
another. For variables that correlate highly with each other, factor analysis creates a factor score
to represent the common variance among these variables. To the extent there are different
patterns of variance, factor analysis creates multiple factor scores. The factor score for each
jurisdiction represents the number of standard deviations it is from the mean. For example, if
poverty and overcrowding have a high level of correlation, a place with a poverty rate near the
national mean and an overcrowding rate near the national mean would have a factor score of
zero. A place with a rate of poverty and overcrowding one standard deviation less than the
national average would receive a factor score of —1.0; a place with a rate one standard deviation
greater than the national average would receive a factor score of 1.0,

CDBG Formula History

The formula originally established for allocating CDBG funds in the 1974 authorizing legislation
(Housing and Community Development Act of 1974) was relatively simple and easy to
understand. It had only three variables—population weighted at 25 percent, poverty weighted at
50 percent, and overcrowding weighted at 25 percent. The formula gave the largest weight to
poverty, which reflects the emphasis on communities with low-income persons that CDBG was
intended to serve. HUD conducted an analysis after enactment of the law that used the same
approach used in this report. A community development needs index was created, and the new
formula’s allocation was compared against the needs index. The report from this analysis,
published in 1976, showed that the formula in the original 1974 legislation targeted very well to
communities with large poverty populations but did not target well to older and declining

19 Data are available on all 17 variables for only 899 of the 1,024 Fiscal Year 2002 entitlement jurisdictions.
Analyses that use the needs index refer to these 899 jurisdictions only.

11
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communities (Bunce 1976). It also showed that poverty and decline were not closely related,
suggesting the need for a dual formula system.

As a result of HUD’s 1976 analysis, and the realization that many of the older and declining
communities had been large recipients of the categorical grants CDBG was intended to replace,
Congress enacted legislation in 1977 (Housing and Community Development Act of 1977) that
created a dual formula that would target funds to both places with large poverty populations and
older and declining communities. The dual formula has been in use since the Fiscal Year (FY)
1978 appropriation.

Identifying the Variables

Four studies have preceded this one in developing a community development needs indicator:
Bunce 1976; Bunce and Goldberg 1979; Bunce, et al. 1983; and Neary and Richardson 1995. As
with these four studies, this study started the process of identifying the variables for the
community development needs index by looking at the Congressional intent of the CDBG
program.

The Housing and Community Development Act of 1974, as amended, established as the primary
objective of the CDBG program “the development of viable urban communities, by providing
decent housing and suitable living environment and expanding economic opportunities,
principally for persons of low and moderate income.” The statute goes on to specify that at least
70 percent of the funds should be used to benefit persons of low and moderate income. The
statute directs that the funds be directed at the following specific objectives:

1. The elimination of slums and blight and the prevention of blighting influences and the
deterioration of property and neighborhood and community facilities of importance to the
welfare of the community, principally persons of low and moderate income.

2. The elimination of conditions which are detrimental to health, safety, and public welfare
through code enforcement, demolition, interim rehabilitation assistance, and related
activities.

3. The conservation and expansion of the Nation’s housing stock in order to provide a
decent home and a suitable living environment for all persons, but principally for those of
low and moderate income.

4. The expansion and improvement of the quantity and quality of community services,
principally for persons of low and moderate income, which are essential for sound
community development and for the development of viable urban communities.

5. A more rational utilization of land and other natural resources and the better arrangement
of residential, commercial, industrial, recreational, and other needed activity centers.

6. The reduction of the isolation of income groups within communities and geographical
areas and the promotion of an increase in the diversity and vitality of neighborhoods

12
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through the spatial deconcentration of housing opportunities for persons of lower income
and the revitalization of deteriorating or deteriorated neighborhoods.

7. The restoration and preservation of properties of special value for historic, architectural,
or esthetic reasons.

8. The alleviation of physical and economic distress through the stimulation of private
investment and community revitalization in areas with population out-migration or a
stagnating or declining tax base.

9. The conservation of the Nation’s scarce energy resources, improvement of energy
efficiency, and the provision of alternative and renewable energy sources of supply.
(Housing and Community Development Act of 1974)

Community Development need clearly encompasses many different elements, and the CDBG
statute is specifically designed to give jurisdictions a great deal of flexibility to address the
community development needs specific to their community. Any community development needs
indicator must encompass a wide variety of measures reflecting different types of community
development need.

Variables Used To Construct the Community Development Needs Indicator

This study identified the variables to be used in the needs index for the entitlement communities
based on the CDBG objectives noted above. Table 3-1 shows the variables used in previous
studies, as well as those used for this study. Many of the variables selected for this study have
been used in one form or another in all of the studies. Data availability and continuing research
on the changing dynamics of community need have led to variable modifications and the
addition or subtraction of variables over time.

Table 3-1. Community Development Needs Variables, 1976-2003

Bunce
and Bunce, Neal, Neary and | Richardson
Bunce | Goldberg and Richardson (This
Variable Description (1976) (1979 Gardner(1983) (1995) Report)
Income variables
Percent of poor persons (census) X X X
Percent of persons under the age of 18 in
poverty (census) X X
Percent of persons living in poor families
or poor households headed by a elderly
person (census) X X
Percent of households that are female-
headed with children in poverty X
Change in percentage of poor persons over
10 years (census) X X X
Real per capita income (census) X X

13
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Variable Description

Bunce

(1976)

Bunece
and
Goldberg
(1979

Bunce, Neal,
and
Gardner(1983)

Neary and
Richardson
(1995)

Richardson
{This
Report)

Ratio of per capita income to metropolitan
per capita income (census)

X

Net change in real per capita income over
20 years (census)

X
(10 years)

X
(10 years)

Percent of poverty persons in 40 percent or
higher poverty census tracts {census)

X

Social and demographic variables

Percent of families with a female head and
children under 18 (census)

Percent of population older than 65
(census)

Percent of households minority (census)

bkt

[

P

Percent of population black (census)

Change in percent of population black over
10 years (census)

Percent of population of Spanish origin
{census)

ET R o o P P

Percent of population age 2565 withouta
high school education (census)

Minority dissimilarity index
(segregation)multiplied by percent
minotity

E ic Variables

Percent of population age 16-64 that is
employed (census})

Percent of persons age 16 or older in the
jabor force that are unemployed (census)

X
(Bureau
of Labor
Statistics

[BLSD)

X

X

Percent change in the volume of retail sales
over 5 years (economic census)

X
(9 years)

(BLS)
X

(10 years)

Percent change in retail sales
establishments over 9 years (economic
census)

X

Percent change in retail, wholesale, and
service employment over 10 years
{economic census)

X
(5 years)

Percent change in manufacturing
employment over 10 years (economic
census)

Net change in unemployment rate over 10
years {census)

New housing permits in past 2 years

Housing variables

Percent of occupied housing units that are
pre-1940 and occupied by poverty
household {census)

X
{pre-1950)

Percent of occupied housing units that are
pre-1960 occupied by a poverty renter

(census)

X

{pre-1970)

14
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Bunce
and Bunce, Neal, | Nearyand | Richardson

Bunce | Goldberg and Richardsen (This
Variable Description (1976) (1979) | Gardner(1983) (1995) Report)
Percent of housing units pre-1940 (census) X X X
Percent of rental units pre-1940 (census) X
Percent of housing units owner-occupied X
(census) X {renter)
Percent of owner units pre-1940 (census) . X
Percent of occupied housing that is rental
with one of four housing problems
(census)"’! ) X X

' Percent of housing units lacking complete

plumbing (census) X X
Percent of housing units overcrowded X X X X
Population trends
Percent change in population since 1960 X (loss
{census) X X X only)
Percent change in population over 10 years X X (loss
(census) (S years) X X only)
Percent change in households over 10
years X
Other indicators
Number of murders, assaults with
weapons, incidents of nonnegligent
manslaughter, and robberies per 1,000
persons (UCR) X X X X X
Change in violent crime over 4 years X
Number of persons per square mile
(census) X X X X

The variables selected for creating a community development needs index are best explained in
the context of the CDBG objectives. For simplicity, in this report, the CDBG objectives are
summarized in four categories; each variable is explained in the specific CDBG category. Each
variable’s description is supported by an historic rationale and any relevant recent research
supporting the variable’s use. Not all the variables identified are available for all 1,024 CDBG
entitlement jurisdictions; needs scores are created for 899 jurisdictions only."

1. Low and Moderate Income Persons. The overall objective of CDBG is to serve
“persons of low and moderate income.” Thus, indicators that target low- and moderate-income
persons are essential. The specific objectives provide a special emphasis on targeting
communities with high neighborhood concentrations of low- and moderate-income persons. The

" Overcrowding, without complete kitchen, without complete plumbing, and/or with housing cost burden greater
than 30 percent.

'2 There is some bias in the jurisdictions that are excluded due to missing data. Specifically, 38 grantees in linois
are excluded because the crime data for most Illinois communities, except Chicago, are missing; all 21 Puerto Rico
Jjurisdictions are excluded for lack of crime data; and a disproportionate number of urban counties, 32 of the 159
urban counties, are excluded due to incomplete crime data. Crime rate is an excellent measure of community distress
not captured by any of the other factors used in this analysis, which justifies its inclusion even though its use reduces
the number of grantees used in this analysis from 1,024 to 899.
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objectives also indicate that CDBG funds should be used to fund community services for low-
and moderate-income persons; this report identifies subgroups of persons that are particularly
high consumers of community services.

Income Variables

a. Persons in poverty living in families or elderly households. The first CDBG formula
study identified the importance of poverty as a measure of community development need
because poor persons have a high reliance on city government for basic necessities. In
addition, poverty is associated with “substandard housing, urban blight, neighborhood
instability, and housing abandonment” (Bunce 1976). This study uses persons in poverty
living in families or elderly households instead of simply persons in poverty because the
persons in poverty variable from the census includes off-campus college students, who
often receive support from their families that is not recorded by the census. The persons
in poverty variable, therefore, tends to distort the level of need in areas where large
colleges or universities are located. By focusing on just persons in poverty that live in
families (two or more related persons) or elderly households, this anomaly is largely
resolved (Neary and Richardson 1995).1

b. Percentage point change in poverty rate between 1990 and 2000. Jurisdictions with
growing numbers of persons in poverty have special community development needs
associated with their capacity to address a growing impoverished population. Research
has demonstrated, for example, that every 1 percent increase in a city’s poverty rate
reflects a 5.5 percent increase in per capita expenditure on police services. Similar effects
exist for fire protection costs (Ladd and Yinger 1989). The change in poverty rate among
CDBG entitlements between 1990 and 2000 ranges from a drop of 18 percentage points
(Toa Alta Municipio, PR) to an increase of 8 percentage points (North Miami, FL).

c¢. Jurisdiction per capita income relative to metropolitan per capita income. This is a
new variable for this study. Rather than use per capita income alone, this measure takes
into account the metropolitan context of that per capita income. It extends research
conducted by David Rusk (1993) showing that “the city-suburb per capita income ratio is
the single most important indicator of an urban area’s social health.” Conceptually, it
takes into account the relationship between the cost of providing services, which is driven
by metropolitan area incomes (the employment/services market), and the tax base to pay

13 Because this variable excludes single, nonelderly persons in poverty (the proxy for college students in this
analysis), there is a sense that it may misrepresent the needs of communities with particularly high portions of their
population made up of noncollege students who are single, nonelderly, and in poverty. To test this, HUD requested a
special tabulation of census data that specifically excluded full-time college students from the poverty count.
Comparing the noncollege student poverty rate to the poverty rate for persons living in families and elderly
households in poverty across the CDBG universe finds a correlation of 0.989. A few noncollege town communities
have a 10 percent reduction in the share of the national poverty total when the elderly and families in poverty are
used instead of special Census tabulation data on noncollege students in poverty. Those communities include
Bangor, Maine; Clearfield, Utah; Myrtle Beach, South Carolina; Portland, Maine; Asheville, North Carolina;
Lewiston, Maine; Portland, Oregon; Miami Beach, Florida; Glens Falls, New York; Charleston, West Virginia;
Wheeling, West Virginia; Superior, Wisconsin; Sarasota, Florida; Clearwater, Florida; Palm Springs, California; and
Atlantic City, New Jersey.
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for those services, which is driven by local incomes. The lower this ratio, the more
difficult it is for a community to provide a level of service that can compete with the level
of service provided in other communities in the Metropolitan Statistical Area (MSA).
This measure is at the heart of Rusk’s concept of inelastic and elastic cities, where elastic
cities can annex their growing suburbs and inelastic cities are landlocked. Inelastic cities
experience declining tax bases and increased need for services.

d. Net change in per capita income from 1989 to 1999. This variable measures the
economic growth of a community. Rising per capita income reflects a growing economy
and a stronger tax base. Declining per capita income growth suggests a struggling
economy and a waning tax base relative to rising costs for a jurisdiction.

e. Concentrated poverty. This is a new variable for this study. The exact variable is the
percent of persons in poverty living in neighborhoods with more than 40 percent
poverty.'* This measure uses Jargowsky’s (1996) definition of a ghetto neighborhood as
40 percent poverty or more.

The sixth objective of the CDBG statute calls for the “reduction of the isolation of
income groups within communities.” A number of recent studies have documented the
extent of poverty concentrations in the United States (Jargowsky 1996; Rusk 1999) and
the consequences of ghetto poverty (Wilson 1987; Blank 1997; Brooks-Gunn, Duncan,
and Aber 1997). Recent research on the impact of moving poor families from high-
poverty to lower poverty neighborhoods demonstrates significant effects for women and
girls in terms of increased safety, reduced incidence of psychological disorders, and less
obesity. However, there appears to be a negative impact on boy’s behavior. (Orr, et al
2003). Generally, the social cost of poor people living in high-poverty neighborhoods
appeats to be higher than the cost of just having poor people, in terms of public safety
and health care costs.

High Consumers of Community Services"

a. Female-headed households with children. This is a group seen to have day care needs.
In addition, communities with large segments of single parent households are often
correlated with neighborhood instability and substandard housing (Bunce 1976). This is
also a good supplement to the poverty measure because it captures a high number of
households that are just above the poverty threshold. According to Census 2000 data, 49
percent of female-headed households with children in the US have incomes less than
$20,000 compared to just 8 percent of married families with children. Very few female-

' To address the issue of college towns, this variable uses persons in poverty living in families and elderly
households rather than all persons in poverty.

% In all previous studies, the percentage of persons over age 65 was used as a factor. This study initiaily included
elderly persons based on the premise that they often have special needs for transportation, housing, recreation, and
health care (Bunce 1976). This study determined, however, that elderly persons did not correlate well with any other
factors. Further exploration suggests that a large elderly population can mean higher service costs but it also is very
indicative of communities with a significant population of well-off retirees. Because the meaning of this variable has
changed, it is not included in this analysis.
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2.
for pe

headed households with children have higher incomes, only 4 percent nationwide have
incomes greater than $60,000.

Persons with lower education levels. Lack of high school education is correlated with
high crime rates, unemployment, and social problems. Individuals without a high school
education also often live in declining neighborhoods. Not having a high school education
increases the likelihood a person is dependent on public support (Bunce 1976).

Decent Housing. This study interprets the statute’s focus on “decent housing principally
rsons of low and moderate income” to encourage targeting of CDBG funds to areas with

large amounts of substandard housing, as well as places with a lack of decent affordable housing.
Variable selection also takes into account the historic preservation and energy conservation
objectives.

a.

Occupied housing units that are pre-1950 and occupied by a poverty household and
occupied housing units that are pre-1970 and occupied by a poverty renter. Earlier
studies found that housing built before 1940 was an indicator of substandard housing and
a good proxy for “government repair and maintenance costs of older sanitation facilities
and sewage lines.” Older housing was also associated with housing abandonment. (Bunce
1976). As needier jurisdictions have demolished their pre-1940 housing stock over time
and less needy jurisdictions have renovated their pre-1940 housing stock, pre-1940
housing has steadily lost this targeting ability (Bunce, Neal, and Gardner 1983; Neary
and Richardson 1995). Age of housing remains a good proxy for an older infrastructure,
the costs of maintaining that infrastructure, and a need for historic preservation. Ladd and
Yinger (1991) found that cities with older housing had higher operating costs than cities
with newer housing. It is highly desirable to capture the concept of age without overly
rewarding communities that have aged gracefully.

Census 2000 does not have a perfect proxy for inadequate housing. Historically, pre-1940
housing has been used,; its targeting ability has declined over time, however, as
dilapidated older units were demolished in declining communities and renovated in
improving communities. Neary and Richardson (1995) modified the older housing
variable to include occupancy by a poor person to improve the targeting of the age of
housing variable toward inadequate housing. Table 3-2 shows results from analysis of
2001 American Housing Survey data on the relationship between inadequate housing and
older housing. Nationally, 6.3 percent of the nation’s housing stock is inadequate.16 Older
housing is indeed more likely to be substandard, with housing built before 1940 nearly
twice as likely (11.1 percent) to be substandard than on average nationally. Poor people
are also more likely to live in inadequate housing (12.1 percent). Combining poverty with
old housing substantially improves targeting toward inadequate housing: Approximately
18 percent of pre-1950 housing units occupied by a person in poverty have housing
quality problems. Tenure is also a good measure of housing inadequacy. Renters are
more likely to live in inadequate housing, particularly renters in older housing (16.5
percent for renters of pre-1950 housing).

' Using the definition of “Physical problems - moderate and severe” in the American Housing Survey for the United

States:

2061 (U.S. Census Bureau 2002).
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Table 3-2. Age of Housing, Income, and Tenure as Indicators of Housing and

Neighborhood Distress
Pre-1970
National Pre-1940|Pre-1950|Pre-1950| Poverty
Total | Poverty Housing | Poverty | Renter | Renter
\Housing need indicators
Percent of units inadequate 6.3 12.1 114 17.9 16.5 18.7
Percent of units severely inadequate 2.0 4.0 37 5.9 54 6.4
Percent rating house quality 6 or less on
10 point scale (1 is low, 10 is high) 14.2 213 21.0 26.7 304 306
Neighborhood need indicators
Percent living near abandoned buiidings 4.8 8.2 10.2 12.9 12.0 13.8

Percent living near roads in need of repair| 35.2 40.4 41.5 44.6 46.5 456

Percent rating neighborhood quality 6 or .«
less on 10 point scale (1 is low, 10 is high)| 17.2 23.8 23.9 29.9 307 33.2

Percent deeming crime to be so
bothersome that resident
wishes to move 37 6.4 5.2 8.9 9.3 11.8

3.

Source: Analysis of 2001 American Housing Survey Data

To capture communities with somewhat newer housing stock (pre-1970) but with
housing inadequacy problems, the pre-1970 poverty renter variable has targeting
advantages similar to pre-1950 poverty.

. Percent of housing units with more than 1.01 persons per room. Bunce’s 1976 report

identified overcrowding as an important indicator of (1) disposal and sanitation problems,
(2) a high demand for recreational facilities, (3) density of the population, and (4) excess
demand for housing. In 1995, the CDBG needs indicator included renter units with one of
four housing problems as an indicator of need. This factor included overcrowding, renter
cost burden of 30 percent or more, and units without complete kitchen and/or plumbing.
This study returned to using overcrowding alone.!”” Overcrowding has increased between
1990 and 2000 and is closely associated with growing immigrant population, which puts
a unique strain on local government resources. Studies commissioned by the National
Academy of Sciences of the states of California and New Jersey found that immigrants,
particularly the low-skilled immigrants with larger families that reflect overcrowding,
contribute less to local and state revenues than they consume (Smith and Edmonston
1997).

Suitable Living Environment. The variables in this category address the CDBG

objectives of eliminating slums and blight, neighborhood revitalization, and land use planning.

17 Analysis of the cost burden variable shows that it is generally a good indicator of high housing costs. For CDBG
targeting purposes, however, it has the side effect of especially targeting college towns. College towns often have
high housing costs because they are desirable places to live, with few community development need, and apparently
large numbers of persons with low incomes resulting in cost burden. The low incomes are deceptive, however,
because many college students have low earned incomes but are supported by their parents.
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a. Number of murders, assaults with weapons, incidents of nonnegligent
manslaughter, and robberies per 1,000 persons in 2001.'® Communities with higher
crime rates are confronted not only by the need for greater police enforcement but also
the social cost associated with higher crime, including substantial health costs (O, et al.
2003). Crime also is a “push” factor that provides a strong incentive for people with a
choice, generally the people contributing most to a jurisdiction’s tax base, to leave the
community (Skogan 1990).

b. Number of persons per square mile in 2000. Research by Ladd and Yinger (1989)
demonstrated that higher general service costs are associated with both high- and low-
density communities. According to Ladd and Yinger, “Cities with low densities face high
transportation and coordination costs, whereas cities with high densities face severe
congestion.”

¢. Level of minority segregation in metropolitan area multiplied by the percent of the
minority population. For this variable, this study uses a metropolitan level dissimilarity
index. This index measures the proportion of the population in the metropolitan area that
would need to move for the minority population to be evenly represented in all census
tracts.'® Zero represents complete integration and 1 is complete segregation. The index is
then multiplied by the percent minority in a particular jurisdiction. In previous studies,
percent minority has been used as a separate indicator because urban blight and
abandonment were found to be concentrated in minority neighborhoods. Areas with high
minority concentrations were associated with overcrowded housing, a higher infant
mortality rate, greater welfare dependency, substandard housing, and high rates of
unemployment (Bunce 1976). Minorities are also more likely to have extended stays in
poverty (Blank 1997). More recent research indicates that these problems are much more
concentrated in metropolitan areas with high degrees of segregation (Rusk 1999).

Furthermore, racial segregation has been found to have a high correlation with fiscal
inequality and urban sprawl, defined as decreases in population density in the urbanized
area (Orfield 2002). *° This could be driven partly by the substantial wealth gap between
minorities and whites (Oliver and Shapiro 1995). From this evidence, this study
concludes that jurisdictions with the highest percent minority population in a racially
segregated metropolitan area are likely to have relatively high levels of distress in terms
of fiscal revenue capacity and loss of population density in favor of urban sprawl.

'® Al data are from Department of Justice Uniform Crime Reports (UCR), If city data are available from 2001 UCR,
that is used; otherwise, 1999 UCR data are used. For urban counties, 2000 UCR data is used less the entitlement city
UCR counts above. If no data are available for one or more entitlement city in a county but are available for that
county, data are not used for either. If the UCR population count for a county is greater than 1.20 or less than 0.5 of
the actual population count for an urban county, UCR data are not used for that county. For the 123 urban counties
for which data was available, 103 have ratios between 0.90 and 1.10.

' Minority is defined as all persons except non-Hispanic whites.

* Orfield found the correlation between tax base inequality in the 25 largest metropolitan areas correlates with the
dissimilarity index for racial segregation at 0.57. He also determined the correlation between decline in urbanized
land area density and the dissimilarity index for racial segregation to be ~0.52.
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4.

Economic Opportunities. The statute clearly states that CDBG should be targeted at

communities with population out-migration or a stagnating or declining tax base.

Population Trends

a.

Population loss between 1960 and 2000, The Census of 1960 marked the population
height for many older, industrial central cities. The growth of interstate highway systems
and housing finance systems that favored suburban development over central city
housing, along with the decline in the number of manufacturing jobs located in central
cities, contributed a great deal to this population loss (Oliver and Shapire 1995). Cities
with significant population loss are often confronted by the costs associated with
managing abandoned housing, an aging infrastructure that is larger than needed or that it
can support, and usually an older and larger poverty population than cities that are
growing. As a result, these cities have higher than average numbers of municipal
employees per 10,000 residents and tend to levy a higher combined state and local tax
burden (Moore and Stansel 1993). Even those jurisdictions that stabilized their population
between 1990 and 2000 still retain the higher costs noted above®'.

Population loss between 1990 and 2000, Some jurisdictions that continued to grow in
population between 1960 and 1990 have begun to experience population loss. These
“newer” declining cities and urban counties, many of them inner-ring suburbs, are
beginning to experience population decline and some of the stresses noted in the previous
section for the older cities with population loss.

Economic Variables

a.

Percent of population age 16 to 64 that was employed in 2000. The smaller the
segment of working age population that is employed, the greater social distress for a
community. This is a measure of the extent that the primary generators of income for a
community are idle, unemployed, or dependent on services. High rates of idleness are
often related to higher crime and dependence on community services without
contributing to the tax base.

Percent of persons age 16 years or older in the labor force that was unemployed in
2000. This is a direct measure of economic distress for a community. High numbers of
unemployed persons who are looking for work is reflective of a troubled regional
economy or a mismatch between the skills of the persons and the jobs available in the
region.

In prior years, changes in retail sales over 5 years, in manufacturing employment over 10
years, and service employment over 10 years have been included in the needs index. These
data have come from the U.S. Census Bureau’s Economic Census, which is conducted every
5 years. The most recent data available are from 1997, Unfortunately for this study, which

2! One caveat on the population loss estimates relates to falling household size. Some communities with population
loss, generally well-off suburbs that were almost fully built out in 1960, lost population in the form of falling
household size but actually are relatively well off.
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depends on changes between two time periods, the Census Bureau began using North
American Industry Classification System (NAICS) codes in 1997 for defining types of
industry in place of the Standard Industrial Classification (SIC) codes that were used for
previous economic census. For many types of jobs, there is no direct one-to-one link between
SIC code jobs and NAICS codes. For time series analysis, it is very important to have data
defined the same for both time periods. Because the economic census data are not defined the
same for both time periods, they could not be used in this study. The consequence for this
analysis is to have relatively few measures of economic growth and decline as part of the
needs index.

Factor Analysis

After identifying the variables that indicate community development need, for this study, those
data were translated into a single “needs indicator” using a statistical technique called “factor
analysis.” Factor analysis identifies underlying factors that capture the variance among multiple
variables. In this way, a single variable can be created that represents the common variance of
multiple variables. Generally, with a large number of variables, factor analysis will create more
than one factor to represent the different patterns of variance among the variables (Kim and
Mueller 1978).

Over the past three decades, there has been remarkable consistency in terms of the number and
type of factors created using this technique. Those factors have generally been (1) problems
associated with poverty, (2) density, and (3) age/decline (Bunce and Goldberg 1979; Bunce,
Neal, and Gardner 1983; Neary and Richardson 1995). The first CDBG study that used this
technique to create a measure of community development need (Bunce 1976) identified these
three factors as well as factors for (4) crime and unemployment and (5) lack of economic
opportunity.

This study determined that over the past decade, the factors that previously had different patterns
of variance—problems associated with poverty, unemployment, older infrastructure, and
decline—have largely converged into a single factor that accounts for 46 percent of the variance
among the 17 variables identified above. Two new needs variables, however, have emerged: one
that appears to be closely associated with high rates of immigration growth, and another that is
closely associated with a trend, documented by Jargowsky (2003), where many places with
concentrated poverty had substantial poverty rate declines during the 1990s.

For purposes of the formula alternatives described in Chapter 6, it is useful to note that the factor
analysis from the previous studies indicated that a dual formula system—one that targets toward
poverty and another toward age and decline—was appropriate. In the 1970s, 1980s, and 1990s,
poverty was clearly a dimension of need that did not relate well to age and decline. The analysis
from this study, however, indicates that this finding is no longer true. For the entitlement
communities, places with high rates of older housing and population loss are now accounted for
in the same factor that picks up poverty (factor 1). If policy makers choose, those dimensions of
community development need can now be captured through a single formula.
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Factor 1. Poverty/Age/Economic Distress/Decline

Factor 1 is an excellent factor for showing community development need. It reflects 46 percent
of the variance among the variables used in the factor analysis. Furthermore, 11 of the 17 needs
variables used in this analysis correlate with factor 1 at 60 percent or higher (shown in bold in
Table 3-3) while 5 of the remaining 6 variables have correlations of greater than 40 percent
(shown in italics in Table 3-3). Only the change in the poverty rate between 1990 and 2000 has a
weak correlation with this factor. That is, communities that score high on this factor, score high
regardless of their poverty rate change between 1990 and 2000. Table 3-3 shows the correlation
between factor 1 and each of the community need variables used in this study.

Table 3-3. Correlation of Individual Need Variables to Underlying Factor 1

Correlation™
Percant of persons in poor families or poor elderly households, 2000 0.813
Point change in poverty rate, 1990-2000 0.018

Per capita Incomel/per capita income of MSA, 2000 {negative equates with ~0.668

Net per capita i h 19891999 (neg: q with good
oting to need) - ’ 0678
Percent of poor persons in census tracts with greater than 40 percent 0.489
overty, 2000 8
Percent of families with female head with children under age 18, 2000 0.740
Percent of population age 25-64 without high school education, 2000 0.781
femex:t ¢_>£ ozc::(:)ied housing units built pre-1950, occupied by a poverty 0.734

Parcent of occupied housing units built pre-1870, occupied by a poverty 0.855
renter household, 2000 )

Percent of housing units overcrowded, 2000 0.479
Number of h. its, and robberies per 1000 persons, 0.741
1999/2000/2001
Persons per square mile, 2000 0.430
MSA dissimilarity index multiplied by percent minority 0.715
Percent population loss, 1960~ 2000 0.516
Percent population loss, 1380-2000 0.429
P:‘r;:!e:‘t ofean, e "“;)ge 16-64 employed, 2000 {neg q with -0.835
Percent of persons age 16 or older in labor force and unemployed, 2000 0.864
N=899

Table 3-4 shows a select group of communities that have high need and low need on factor 1.7
This table shows that factor 1, which is strongly correlated with poverty, the old housing
variables, and unemployment, targets strongly to older cities such as Detroit and Baltimore while
it targets away from large urban counties such as Fairfax County, Virginia, and Oakland County,
Michigan.

2 Correlations at or above 0.600 are in bold while correlations from 0.400 to 0.600 are italicized.

3 The select communities are citics with population greater than 250,000 and urban counties with population greater
than 500,000. Tables 3-4, 3-6, 3-8, and 3-9 show the 10 most needy and 10 least needy of these communities on
each factor.
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Communities that have a high value on factor 1 are generally recognized to have considerable
community development need.

Table 3-4. Examples of High- and Low-Need Communities on Factor 1

Higher Need Score Lower Need Score
Factor 1: Newark, NJ 3.22 Orange County, CA -0.97
Povertylage of Iy roit, MI . 298 | |Contra Costa County, CA -1.00
di Buffalo, NY 2.59 Montgomery County, MD -1.02
inadequate tax  Igt | ouis, MO 2.54 Cobb County, GA -1.03
base/crime N
Cleveland, OH 2.53 King County, WA ~1.08
Baltimore, MD 2.37 Montgomery County, PA ~1.22
Miami, FL 2.29 Fairfax County, VA -1.26
Philadelphia, PA 209 Qakland County, Ml -1.31
New Orleans, LA 2.00 Hennepin County, MN ~1.41
New York, NY 1.81 Westchester County, NY -1.42

Factor 2. Low-Skilled Immigrants/Overcrowding

As noted earlier, factor 2 is a new dimension of community distress that has surfaced as a result
of the rapid growth in the immigrant population in the 1980s and 1990s, particularly low-skilled
immigrants with larger families. The communities reflected in factor 2 are growing, often in very
high cost areas of the country. The immigrant population it targets generally is not in

Table 3-5. Correlation of Individual Need Variables to Underlying Factor 2

Correlation
Parcent of persons in poor families or headed by efderly poor person,
2000 0.049
Point change in poverty rate, 19902000 0.315
Per capita income/per capita income of MSA, 2000 . —0.142
Net per capita income change, 19891999 -0.238
Percent of poor persons in census tracts with greater than 40 percent
poverty, 2000 ~0.058
Percent of families with female head with children under age 18, 2000 ~0.454
Percent of pop age 25-84 high schoot 2000 0.464
Porcent of occupied housing units built pre-1950, occupied by a poverty
L hold, 2000 —0.491
Porcent of occupied housing units built pre-1970, cccupiod by a poverty
[renter household, 2000 —0.305
Percent of housing units overcrowded, 2000 0.780
Number of h its, and robberies per 1000 p
1999/2000/2001 ~0.110
Pargons per square mile, 2000 0.326
MSA dissimitarity index multiplied by percent minority 0.401
Percent popuiation loss, 1960-2000 -0.643
Percent population loss, 1980-2000 -0.616
Percent of pop age 16-64 smployed, 2000 £).208
Parcent of persons 18 or older in labor force and unemployed, 2000 0.022
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poverty, but does tend to contain low-wage workers with limited education. As Table 3-5 shows,
this factor is most strongly correlated with overcrowding. This factor accounts for 16 percent of
the variance among the variables used in this analysis.

Not surprisingly, communities with the least need on this factor are communities that have
limited economic opportunity and are losing population, another dimension of community
development need that is largely captured in factor 1. Table 3-6 shows, for example, that the very
distressed cities on factor 1, such as Buffalo, New York, and St. Louis, Missouri have very low
need on factor 2, This leads to an important policy tradeoff question for the CDBG formula: to
what extent should CDBG funds be targeted to communities experiencing fiscal stress due to
immigration growth? Doing so comes at the expense of communities experiencing fiscal stress
due to poverty, age, and decline, as measured by factor 1.

Table 3-6. Examples of High- and Low-Need Communities on Factor 2

!Hi_gger Need Score Lower Need Score
Factor 2: Santa Ana, CA 4.07 [Toledo, OH 117
g;’:;‘f;g‘;’:‘;‘fém Anaheim, CA 225 |  [New Orleans, LA 135
Los Angeles, CA 1.70 Baltimore, MD -1.78
Long Beach, CA 1.55 Louisville, KY -1.93
Miami, FL 1.46 Detroit, Mi ~1.94
Los Angeles County, CA 1.37 Cleveland, OH -2.26
New York, NY 1.25 ICincinnati, OH —2.58
San Jose, CA 1.20 Pittsburgh, PA —2.70
Riverside, CA 1.17 St Louis, MO -2.88
Houston, TX 1.10 | |Buffaio, NY -2.98°

Factor 3. Concentrated Poverty, Low Density With Declining Poverty Rates

Factor 3 is difficult to interpret as a measure of community development need. As Table 3.7
shows, it correlates most strongly with places that have concentrated poverty and low-density
population, and declining poverty rates. It captures an interesting trend of the 1990s: the overall
decline of concentrated poverty (Jargowsky 2003). Clearly, locations with concentrated poverty
are distressed, but to what extent should CDBG funds be targeted to these places if they are
experiencing a general decline in poverty?
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Table 3-7. Correlation of Individual Need Variables to Underlying Factor 3

Corrolation
Percent of persons in poor families or headed by elderly poor person, 2000 | ¢ 284
Point change in poverty rate, 1980-2000 -0.644
Per capita incomelper capita income of MSA, 2000 0.223
Net per capita income change, 1989-1999 0,108
Percent of poor persons in census tracts with greater than 40 percent
poverty, 2000 0.602
Percent of families with female heads with children under age 18, 2000 0,032
Percent of popuiation age 25-64 without high school education, 2000 0.077
Percent of occupied housing units built pre-1950, occupied by a poverty
household, 2000 ~0.250
iPercent of occupied housing units bulit pre-1870, occupied by a poverty
renter househoid, 2000 ~0.173
Parcent of housing units overcrowded, 2000 -0.026
Number of h i its, and beries per 1000 p
1999/2000/2001 0.170¢
Persons per square mile, 2000 0,557
MSA index muitiplied by percent minority 0.004
Percent population loss, 1960~2000 -0.242
Percent popuiation loss, 19902000 ~0.178
Percent of pop age 16-64 employed, 2000 -0.172
Percent of persons age 16 and older in labor force and unsmployed, 2000 0.130

Table 3-8 shows the conflict associated with this measure of need. Needy communities that have
shown some improvement in the 1990s, such as Atlanta, Fresno, and El Paso, rank very high on
this measure, but distressed places with increasing poverty rate and high density, like Buffalo
and New York, New York, rank very low on this factor.

Table 3-8. Examples of High- and Low-Need Communities on Factor 3

Higher Need Score LLower Need Score

Factor 3: Atlanta, GA 2.33 |Baltimore, MD -0.78
Pecary ® P2 o™ Fresno, A 216 | |Newark, NJ ~0.81
jon fow [El Paso, TX 205 | |St Louis, MO —0.84

density New Orleans, LA 1.59 Philadelphia, PA ~0.91
Mermphis, TN 1.55 Anaheim, CA -0.85

[Tampa, FL 1.51 Santa Ana, CA -1.06

ISan Antonio, TX 143 {San Francisco, CA ~1.18

Baton Rouge, LA 1.40 fBoston, MA -1.40

Corpus Christi, TX 1.34 l@ﬁalo, NY -1.73

Miami, FL 1.14 New York, NY -1.94
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Creating a Composite Needs Index

Creating a single measure of community development need requires evaluating the CDBG
objectives to determine the relative importance of each needs factor identified above. From that
assessment, the weight of the individual dimensions of need can be determined.

By definition, factors 1, 2, and 3 are independent of each other as dimensions of the variance
explained by the variables used in this analysis. Factor 1 clearly targets to communities with
problems identified in the CDBG statute, specifically places with large segments of their
population including persons with low and moderate income, communities with substantial
neighborhood blight, places with deteriorated housing and physical and economic distress, and
decline (41 USC 5301[c)). Factor 1 accounts for 45 percent of the total variance and correlates
well with nearly all the variables identified in this analysis as measures of community need.

Factor 2 represents a new dimension of community need, growing immigrant communities. The
CDBG statute states as one of its purposes the development of new centers of population growth
and economic activity (41 USC 5301[b}{1]). For the communities targeted by factor 2,
population growth and economic activity come at the cost of increased fiscal stress associated
with providing community services for the growing population of low-wage workers. In
addition, the CDBG statute calls for the expansion of the nation’s housing stock to provide a
decent home and a suitable living environment for all persons (41 USC 5301[c]{3]). Because
much of the growing immigrant population is moving into expensive housing markets for work,
the consequence is a shortage of housing that leads to overcrowding. Factor 2 accounts for 16
percent of the variance between the variables used in this analysis. Factor 2, however, targets
away from many of the high-need communities identified in factor 1.

Finally, factor 3 captures a dimension of need—poverty concentration—but also some
dimensions of positive economic growth in the form of declining poverty rates. One objective of
the CDBG program is to reduce the isolation of income groups (41 USC 5301[c¢][6]). Factor 3
targets toward the subset of communities with poverty concentration that are also experiencing
declining poverty rates. Like factor 2, it targets away from other communities with high need
that have increasing poverty rates. Factor 3 represents about 9 percent of the variance of the 17
variables used in this analysis.

Using the CDBG program’s statutory objectives as a guide, the weight assigned to each factor to
create a composite needs index score is as follows:

» Factor | is assessed a weight of 80 percent. Factor 1 receives the largest share of the
weight because (1) it targets toward multiple components of the CDBG objectives, (2)
reflects a very high proportion of the variance in need between communities, and (3)
communities that rank as less needy on this factor do not rank as particularly needy on
either factor 2 or 3, thus decreasing the risk of anomalous targeting.

» Factor 2 is assessed a weight of 15 percent. Factor 2 is modestly weighted to reflect that,
although it targets well toward the fiscal stress associated with growing low-wage
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immigrant populations, it also targets away from many of the high-need communities of
factor 1.

= Factor 3 is assessed a weight of 5 percent. Factor 3 gets a very low weight. While it does
account for a select group of communities with high rates of concentrated poverty, factor
3 also targets away from needy communities with increasing poverty rates. The author
also suspects that factor 3 may reflect a pattern of variance unique to the 1990s.

Table 3-9 shows the individual scores for some of the larger CDBG jurisdictions with relatively
high composite scores, meaning that they have high community development need, and others
that have relatively low scores. Not surprisingly, the high-need communities of factor 1 are most
frequently represented in the higher need category. Especially needy communities on factor 2,
such as Santa Ana, CA, however, move up on this list as well.

Table 3-. Examples of High- and Low-Need Communities on Composite Needs Index

Higher Need Score lower Need Score
Composite Newark, NJ 2.55 Virginia Beach, VA -0.72
needs index:  Ipeirgit wy 242 |  |Contra Costa County, CA 076
0.80*Factor 1 + Miami, FL 2,11 Montgomery County, MD -0.78
0.15*Factor 2 + (Santa Ana, CA 1.88 Cobb County, GA -0.80
10.05*Factor 3 Cleveland, OH 1.68 King County, WA ~0.85
Baltimore, MD 1.60 Fairfax County, VA ~0.97.
St. Louis, MO 1.56 Montgomery County, PA -1.00
Buffalo, NY 1.54 ‘Qakland County, Mi -1.07
New York, NY 1.54 \Westchester County, NY -~1.15
Philadelphia, PA 1.50 Hennepin County, MN -4.17

The composite needs index for entitlement communities will be used as the “measuring stick” in
Chapter 4 to assess how well the current entitlement formula targets toward community
development need. This needs index is used in that chapter to answer the following two basic
questions:

1. Do communities with similar needs index scores receive similar per capita grant
amounts?

2. Do communities with very high needs index scores get much larger grants on a per capita
basis than communities with very low needs index scores?
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Nonentitlement Targeting to Need

Nonentitlements are statewide aggregates of all the communities not covered by the entitlement
side of the formula. They reflect urban and rural areas, small towns, new growing suburbs, and
declining agricultural communities. This diversity of communities, often in a single state, makes
creating a needs index for nonentitlement areas difficult.

A review of the data available that are comparable across grantees for the geographic areas that
make up nonentitlements indicates that decennial census data are the only reliable and
comparable source of data. This is due to the odd geography of nonentitlement areas, which are
balances of states remaining after subtracting entitlement areas. It cannot be assumed, for
example, that rural areas are a good proxy for nonentitlement areas because in some states a high
percentage of the nonentitlement areas are urban.

The variables used to create the nonentitlement needs index include nine variables previously
used in the analysis of need for entitled areas that make practical sense for nonentitlement areas.
We don’t use, for example, the measure of local per capita income relative to metropolitan per
capita income in the nonentitlement needs index because the balance of a state consists of
multiple MA and non-MA areas.

The nine variables used for the nonentitlement needs index that are the same as for the
entitlement needs index are selected for the same reasons as for the entitlement jurisdictions. One
additional variable is added: a proxy for infrastructure need due to the high percentage of
nonentitlement funds that are spent on infrastructure. The variables as they related to the
summary objectives of the CDBG statute are described below.2*

1. Low- and Moderate-Income Persons,

Income Variables

a. Persons in poverty living in families or elderly households.
b. Concentrated poverty.

High Consumers of Community Services

a. Female-headed households with children.
b. Persons with lower education levels.

** The CDBG statute calls for subtracting Native Americans who live in Native American areas, such as
reservations, trust land, and Oklahoma Tribal Statistical Areas, from the data used in the CDBG formula. This
impacts a few urban counties and states with large Native American populations living in Native American areas.
For this analysis, Native Americans are subtracted from the overcrowding variable only. This impacts the scores for
a few states with large Native American populations, such as Oklahoma, Alaska, and New Mexico. The allocation
amounts provided in Appendix B do reflect subtracting Native Americans for all of the selected variables.
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2. Decent Housing.

Occupied housing units built pre-1970 and occupied by a poverty renter.
Occupied housing units built pre-1950 and occupied by poverty household.
¢. Overcrowding.

o

3. Suitable Living Environment.

= Housing units with wood or bottled gas as the main source of heating fuel. This
variable is not used in the entitlement needs index. It was added for the nonentitlement
needs analysis to obtain a proxy for infrastructure need. Analysis of 2001 American
Housing Survey data show that this is a reasonable proxy for water and sewer
infrastructure. Housing units using wood or bottled gas as the main source of heating fuel
are also likely not to have public water or sewer connections.”

4. Economic Opportunities.

a. Population age 16 to 64 that was employed in 2000.
b. Persons age 16 years or older in the labor force that were unemployed in 2000.

These 10 variables show similar patterns of variance that create three factors: (1) poverty,
economic distress, and overcrowding; (2) older housing; and (3) some elements of water and
sewer need.

Factor 1—Poverty/Economic Disiress/Overcrowding

Nonentitlement factor 1 captures 55 percent of the variance explained by the 10 variables. As
Table 3-10 shows, it most closely represents poverty need, but also very closely captures the
need associated with unemployment, low education, and concentrated poverty. It also has a very
high correlation with overcrowded housing.

5 According to data analyzed from the 2001 American Housing Survey (AHS), 77 percent of households that use
wood or bottled gas as their main source of heat also do not have public sewers; 22 percent of households without
sewers also use wood or bottled gas as their main source of heat. The correlation between no sewer and no piped gas
is 0.35. The AHS data show that 26 million households have no sewers. Similarly, this survey indicates that 54
percent of households that use wood or bottled gas as their main source of heat also do not have public or private
piped water. Of households without piped water, 26 percent also use bottled gas or wood as their main source of
heat. The correlation between no piped water and no piped gas is 0.31. This same survey shows that 17 million
households have no piped water. In total, 8.8 million households use bottled gas or wood as their main source of
heating. The lack of coverage on this variable may make this proxy regionally biased toward rural places where
bottled gas is used and away from rural places where other heating fuels, such as oil or electricity, are used.
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Table 3-10. Correlation of Individual Need Variables to Nonentitlement Underlying Factor 1

Percent of persons in poor families or headed by elderly poor person, 2000 0.980
Parcent of poor persons in census tracts with greater than 40 percent poverty,

b_mo 0.864
Percent of families with female head with children under 18, 2000 0.564
Parcent of population age 25~ 64 without high school education, 2000 0.846
Percent of occupied housing units buiit pre-1950 occupied by poverty

ihousehold, 2000 0.098
Percent of occupied housing units buiit pre-1970 occupied by poverty rentor

household, 2000 0.595
Percent of housing units overcrowded, 2000 0.804
Percent of population age 16-64 employed, 2000 (negati q with good

[targeting to need) ~0.959
Percent of persons age 16 or older in labor force and unemployed, 2000 0.933
Porcent households heat with wood or bottled gas, 2000 0.087

Table 3-11. Examples of High- and Low-Need States on Factor 1

Table 3-11 shows the states that rank the highest and lowest on factor 1. Table 3-11 shows one
nonentitlement grantee, Puerto Rico, whose score on factor 1 is substantially greater than 1.
Puerto Rico is unique among nonentitlements because of its very high poverty rate and thus very
high score on factor 1.%

Highest Need Score Lowest Need Score

Factor 1: Poverty, ipyerto Rico 5.62 Colorado -0.71
owding "INew Mexico 1.24 Indiana -0.71
Mississippi 1.20 New Jersey -0.72

Arizona 1.10 Nebraska -0.73

Louisiana 1.09 lowa -0.80

California 0.91 Minnesota -0.84

West Virginia 0.60 New Hampshire -0.92

Kentucky 0.45 Wisconsin -0.97

iAlabama 0.44 M husetts ~0.99

South Carolina 0.42 Connecticut ~1.20

Factor 2—0Id Housing Occupied By Needy Families

31

Unlike the needs index for entitlement grantees, old housing occupied by needy families remains
a distinctly separate element of need from the poverty measure of need in factor 1. Factor 2 is

% Chapter 5 suggests that the poverty rate for Puerto Rico is not directly comparable to other states because the cost
of living is less. This would suggest that the factor score for Puerto Rico should be somewhat less.
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most closely targeted toward nonentitlements with old housing stock occupied by households in
poverty.

Table 3-12. Correlation of Individual Need Variables to Nonentitlement Underlying Factor 2

Percent of persons in poor families or headed by elderly poor psrson, 2000 0.045
Percent of poor persons In census tracts greater than 40 percent poverty, 2000 0.042
Percent of families with fomale head with children under age 18, 2000 ~0.040
Percent of population age 25~64 without high school education, 2000 -0.081

Percent of occupied housing units built pre-1950, occupied by a poverty

household, 2000 0.969
IPercont of occupied housing units built pre-1970, occupied by a poverty renter

household, 2000 0.731

Percent of housing units overcrowded, 2000 ~-0.376
Porcent of population age 16-84 employed, 2000 (negati q with good

[targeting to need) 0.119

Percent of persons age 16 or older in Jabor force and unemployed, 2000 ~0.118
Percent ids heat with wood or bottled gas, 2000 0.236

Table 3-13 shows states with high and low need on factor 2. The high-need states are states
known for having small mining, industrial, and farming towns that have lost economic strength
over the past several decades. The less-needy states on this factor are states with more recent
population growth.

Table 3-13. Examples of High- and Low-Need States on Factor 2

Highest Need Score Lowest Need Score

Factor 2: Old \West Virginia 1.98 Maryland ~0.68
housing with poor g i Dakota 167 | [Colorado —0.73
" New York 1.59 Delaware -1.04
Vermont 1.54 Utah -1.25

Montana 1.33 Connecticut -1.30

Pennsylvania 1.32 IArizona -1.50

Kansas 1.24 Hawaii ~1.55

North Dakota 1.22 Nevada -1.85

Oklahoma 1.16 Florida -1.80

Maine 1.05 Alaska ~2.54

Factor 3~—Infrastructure Need
Factor 3 shows the relative level of infrastructure need as proxied in the U.S. Census data by the

portion of households heating with wood and bottled gas. Interestingly, this factor also has a high
correlation with female-headed households with children.
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Table 3-14. Correlation of Individual Need Variables to Nonentitlement Underlying Factor 3

Correl
Percent of persons in poor families or headed by elderly poor person, 2000 -0.047
Percent of poor persons in cansus tracts with greater than 40 percent poverty,
|2000 ~0.184
Parcent of families with fomale head with children under age 18, 2000 0.594
Percent of population age 25-64 without high school education, 2000 0.280
Percent of occupied housing units bullt pre-1950, occupied by a poverty
lhousehoid, 2000 -0.153
iPercent of occupied housing units built pre-1870, occupied by a poverty renter
houschoid, 2000 ~-0.085
Porcent of housing units overcrowded, 2000 ~0.166
Porcent of population age 16-64 employed, 2000 (negati 4 with good
itargeting to need) 0.021
Percent of person age 16 and oider in labor force and unemployed, 2000 -0.213
Percent h hoids heat with wood or bottled gas, 2000 0.761

The states listed in Table 3-15 that rank high on factor 3 are communities with clear
infrastructure need: Mississippi, Delaware, and New Mexico. The grantees that rank the lowest
on this factor are largely states with relatively less infrastructure need, such as Massachusetts,
Connecticut, and Pennsylvania. Analysis of American Housing Survey data, however, shows
many communities with infrastructure need are not represented by the number of households
heating with wood or bottled gas. In regions of the country, for example, where electric heat is
common, this variable misses much of the infrastructure need.

Table 3-15. Examples of High- and Low-Need States on Factor 3

Highest Need Score Lowest Need Score
Factor 3: Mississippi 2.35 New York -0.65
Infrastructure  Inejaware 1.96 |  {West Virginia 079
New Mexico 1.63 Hawaii 112
Alabama . 1.41 Rhode Island -1.22
Missouri 1.26 New Jersey -1.48
Georgia 1.24 Pennsylvania -1.54
South Carolina 1.20 Connecticut ~1.59
IArkansas 1.06 Massachusetts ~1.67
North Carolina 1.01 Utah -1.97
Vermont 0.83 Puerto Rico -2.58
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Creating a Composite Needs Index for Nonentitlements

As with the entitlement communities, creating a single composite score out of the three factors
requires weighting each factor. How important is each factor relative to the objectives of the
CDBG program?

For the composite needs index used in Chapter 5 to measure how well the nonentitlement
formula targets to community development need, the weight assigned to each factor to create a
composite needs index score is as follows:

= Factor | is assessed a weight of 70 percent. Factor 1 explains 55 percent of the variance
and correlates very well with 8 of the 10 variables. It targets very well toward the poverty
and economic distress objectives of the CDBG statute,

= Factor 2 is assessed a weight of 25 percent. Factor 2 explains 17 percent of the variance
and correlates well with 2 of the 10 variables. The two variables it correlates well with,
pre-1970 housing occupied by poverty renters and pre-1950 housing occupied by a
poverty household, are the variables that proxy the important community development
needs associated with inadequate housing and aging infrastructure.

= Factor 3 is assessed a weight of 5 percent. Factor 3 explains 12 percent of the variance
and correlates well with 2 of the 10 variables. As noted above, considerably more
infrastructure need is present than is represented by households heating with wood or
bottled gas. To lower the risk of creating substantial anomalies in targeting, the weight is
relatively low on this factor.

Table 3-16 shows that the nonentitlement areas of Puerto Rico, Mississippi, and New Mexico are
the most needy communities while Connecticut, Utah, and Massachusetts are the least needy.

Table 3-16. Examples of High- and Low-Need States on the Composite Needs Index

Highest Need Score !Lowest Need Score
Compasite: Puerto Rico 3.77 indiana ~0.62
:;g * ::z:g: ; Mississippi 1.00 Maryland ~0.66
.05 * Factor 3 New Mexico 0.99 Colorado ~0.68
\West Virginia 0.87 Nevada ~0.70
Louisiana 0.83 New Hampshire ~-0.74
California 0.64 New Jersey -0.75
South Dakota 0.50 \Wisconsin -0.76
Kentucky 0.48 Massachusetls -0.86
Oklahoma 0.47 Utah -0.89
IArizona 0.44 Connecticut -1.25

The composite needs index for states will be used as the “measuring stick” in Chapter 5 to assess
how well the current nonentitlement formula targets toward community development need. This
needs index is used in that chapter to answer the following two basic questions:
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1. Do states with similar needs index scores receive similar per capita grant amounts?

2. Do states with very high needs index scores get much larger grants on a per capita basis
than states with very low needs index scores?
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Chapter 4. CDBG Targeting to Need: Entitlement Communities

This chapter demonstrates how well the current Community Block Development Grant (CDBG)
entitlement formula targets to the community development needs index developed in Chapter
3.2” When this report describes “targeting” to need, it uses “per capita grants” to compare the
relative funding of communities. This approach assumes that population is not a measure of
need. For example, this assumption allows for comparing New York City’s (population
8,084,316) grant to that for East Orange, New Jersey’s (population 69,750). Their total grants are
dramatically different, $219 million versus $2 million in Fiscal Year (FY) 2004, respectively.
Their per capita grants, however, are comparable, $27.07 to $28.66. The premise of targeting is
that a community with high need should get a larger per capita grant than a community with low
need.

Over time, the current CDBG formula has degenerated in its ability to appropriately target funds
to jurisdictions with community development need (Bunce, Neal, and Gardner 1983, Neary and
Richardson 1995). The current formula does continue to target more funds per capita to
communities with high-needs index scores relative to communities with Jow-needs index scores,
but the targeting continues to weaken; this creates some troubling inequities. Specifically, an
increasing number of relatively well-off communities are receiving more funding on a per capita
basis than some very distressed communities. This chapter also describes which elements of the
formula are most responsible for creating the funding inequities.

Most/Least

Richardson, Meehan, and Kelly (2003) include an extensive description of how the formula
allocation changed when Census 2000 data were introduced. That report explores two key time
periods: the 1-year change from FY 2002 to FY 2003 and the 10-year change from FY 1993 to
FY 2003. This report examines how that redistribution of funds affected targeting to community
development need for those same two time periods:

1. One-year change, from FY 2002 to “All 2600 Data."*® Three of the formula variables—
poverty, pre-1940 housing, and overcrowding—are updated only once every 10 years. The
transition from Census 1990 data to Census 2000 data for those variables occurred in the
transition from the FY 2002 allocation to the FY 2003 allocation. The other two variables in
the formula, population and growth lag, are updated every 1 to 2 years and did not change
from FY 2002 to FY 2003. The first question is, therefore, how much of an effect does the
once a decade change have on the formula’s targeting to need?

Table 4-1 shows that both before and after introducing Census 2000 data on poverty,
overcrowding, and pre-1940 housing, the current formula does target to need. That is, on

¥ For a similar analysis using individual indicators of need, such as poverty, crime, and population loss as well as
need factor 1, see Appendix A.

% In this report, “All 2000 Data” is used instead of FY 2003 because for this analysis, the appropriation level and
number of entitlement grantees remain constant at the FY 2002 amount. The actual FY 2003 allocation, which used
all Census 2000 data, and the numbers in this analysis are very similar because the appropriation and number of
grantees did not change significantly between FY 2002 and FY 2003.
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average, the less needy communities receive relatively smaller grants on a per capita basis
than the more needy communities. The table shows that for the FY 2002 allocation, the 89
least needy communities received $7.45 per capita while the 90 neediest communities
received $33.51 per capita. Using a simple, most over least measure (Most/Least), the most
needy communities on average receive 4.5 times greater funding on a per capita basis than
the least needy communities in FY 2002,

Continuing a trend that began with introducing 1980 Census data into the formula (Bunce,
Neal, and Gardner 1983), however, the introduction of new census data exacerbated targeting
to need. When Census 2000 data for poverty, overcrowding, and pre-1940 housing are used
in place of Census 1990 data, the difference in average per capita grant funding between the
least needy and most needy grantees falls from 4.5 to 4.1.

Table 4-1. Impact of Introducing Census 2000 Data on Targeting to Community Development
Need—Per Capita Grants by Needs Decile

Deciles of Ali 2000 | Percent
CD Need N FY 2002 Data Change
Low 89 $7.45 $7.83 5.1
2 90 $8.78 $9.29) 5.8]
3 90 $10.92  $11.40 4.4
4 80 $11.81  $12.28 4.0
5 90 $13.36  $14.09 5.5
(] 90 $16.47  $15.52] 0.3
7 90 $17.64  $17.77| 0.7,
8 90 $18.72  $18.70, ~0.1
9 90 $25.96 $25.71 ~1.0
High 90 $33.51  $32.27, -3.7
[Total 899 $17.88  $17.87] ~0.1%
Most/Least 4.5 4.1

" “Note: Per capita grants weighted on population.
*This does not equal zero because the needs index includes only
899 of the 1,024 entitiement jurisdictions.

2. Change in targeting over a decade. Unlike poverty, pre-1940 housing, and overcrowding
data that are updated only once every 10 years, population data are updated more frequently
during the decade, usually every 1 to 2 years. Population impacts the remaining two variables
of the formula, population (in Formula A) and growth lag (in Formula B). In addition,
population is used to determine eligibility for CDBG entitlement status (see Chapter 2). As
new communities that are currently funded under the nonentitlement program become
eligible as entitlement communities, a reduction in share of funds available for the current
entitlement communities is the result.
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Neary and Richardson (1995) documented the impact of introducing 1990 Census data into
the formula.”® To know the full impact of transitioning from all 1990 Census data to all 2000
Census data requires comparing the most versus least distribution for the 787 jurisdictions
with needs data that were CDBG grantees in FYs 1993 and 2003. Table 4-2 illustrates this
impact. It accounts for a reduction in funding share to these 787 communities due to the
introduction of new entitlement communities and the impact of the change in data from
Census 1990 to Census 2000 for all five variables used in the dual formula—population,
poverty, overcrowding, growth lag, and pre-1940 housing:

Table 4-2. Impact of Introducing Census 2000 Data, Population Updates, and New Entitlements
on Targeting to Community Development Need FY 1993 to FY 2003—
Per Capita Grants by Needs Decile

Deciles of All 1990 Al 2000 | Percent

ICD Need N Data Data Change

Low 70 $7.94 $8.10 2.0

2 75 $9.38 $9.43 0.5

3 80| $11.52 $11.51 -0.1

4 73| $12.15  $12.59 36

5 74 | $1435 $14.27 -0.6

6 86 | $16.11  $15.53 -3.6

7 80| $1858 $17.95 -3.4

8 78 | $19.89 $18.986 4.7

9 86 | $26.84 $25.89 -3.5

High 85 | $35.12 $32.33 ~7.9

Total 787 | $19.11  $18.33 —-4.1*
Mostiieast . ______.__ 34 ___40 _____ ;

*Most of this decrease is due to the introduction of new entitiement
communities between 1993 and 2002.

Table 4-2 shows that the introduction of all the census data, which has also led to more
entitlement grantees, has been particularly difficult for the neediest grantees, who
experienced a decline in funding of nearly 8 percent, compared to small increases for the
least needy grantees. The result for these 787 jurisdictions is 2 most/least ratio change from
4.4 10 4.0.

* Neary and Richardson showed the impact introducing all Census 1990 data into the formula in FY 1993. In
reality, all the Census 1990 data were not introduced until FY 1995,
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Regression Analysis

The most/least analysis is a simple approach to indicate how well the current formula targets to
need. It does not, however, capture all the dimensions associated with targeting. Chapter 3 poses
two key questions that will be answered in Chapter 4:

1. Do communities with similar needs index scores receive similar per capita grant
amounts?

2. Do communities with very high needs index scores get much larger grants on a per capita
basis than communities with very low needs index scores?

To some extent, the most/least analysis answers question 2, but with a lack of precision. To
answer question 1, and answer question 2 more precisely, this study employs regression analysis.

Regression analysis provides two helpful measures, R-square and slope. The R-square enables
this report to answer the first question: do communities with similar needs index scores receive
similar per capita grant amounts? In a simple linear regression between two variables, the R-
square estimates how similar the variance is between the variables. For example, are most
jurisdictions with high needs scores also receiving relatively high per capita grants? If the answer
is yes, the R-square is high. If, instead, little relationship exists between the needs scores and per
capita grant amounts, the R-square is small. An R-square of 1.00 represents perfect targeting to
need while an R-square of 0.00 indicates that no relationship at all exists between the needs
index and the targeting of the current formula. The R-square tends to measure the fairness of the
formula allocation. Locations with similar needs should get similar per capita grant amounts.

The slope enables answering the second question: do communities with very high needs index
scores get much larger grants on a per capita basis than communities with very low needs index
scores? The slope indicator in a regression is similar to the most/least concept presented in
Tables 4.1 and 4.2. The greater the slope, the greater the difference in funding between the most
and least needy grantees. That is, a slope of 0 would mean that, on a per capita basis, the least
needy community received the same as the neediest. A slope of 10 would mean a community one
standard deviation from the mean would receive $10 more per capita than the mean per capita
grant.

Table 4-3. Regression Statistics of Targeting to Need Over Time

Targeting to: All 1990 Data* FY 2002** All 2000 Data*™*
Places R-square 0.308 0.349 0.352
(unweighted) Slope 9.9 9.5 8.8
Constant 17.2 18.2 18.1
People R-square 0.494 0.506 0.525
(weighted on Slope 10.8 10.1 9.5
populstion) Constant 16.7 16.7 16.8
* Reflects only 787 jurisdictions with needs data that were grantees in FY 1993,

** Reflects 899 jurisdictions with needs data that were grantees in FY 2002.
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In the Places rows in Table 4-3, the R-square between per capita CDBG funding and need was
0.349 in FY 2002. This suggests that community need did not explain much of the variation in
per capita funding between cities (although the R-square was somewhat improved from that for
the same cities using all 1990 data). As will be illustrated later, this low R-square means that
communities with similar needs receive quite different per capita grants. The low R-square
suggests equity problems in the formula.

The Places rows in Table 4-3 treats all entitlement communities equally. Because a great deal of
variation exists among the communities in terms of their size, however, it may be more
appropriate to consider how well the formula targets to people living in communities with
different needs. In the People rows in Table 4-3, each community is weighted by its population.
This demonstrates that the formula performs somewhat better in targeting among the larger
places than among individual jurisdictions.

While the measure of fairness, R-square, has improved slightly, the slope has declined from 9.9
to 8.8 for the unweighted regression (Places) and 10.8 to 9.4 for the regression weighted on
population (People). Over the course of the decade, the slope has declined. The more needy
communities are getting less on a per capita basis relative to the mean than they did a decade
ago. The relatively less needy communities are receiving more on a per capita basis than they did
a decade ago.

Table 4-3 also provides a constant. The constant represents the per capita grant for a jurisdiction
with a needs score near the national average. Chapter 3 noted that grantees with less than
average need levels receive negative scores, and grantees with above average needs scores
receive positive needs scores. The constant becomes an important indicator when comparing
relative funding levels between Formula A and B grantees below.

Charts

Charts 4-1 and 4-2 provide graphical presentations of these concepts. A fictional per capita grant
amount with the same slope as the current allocation (8.8) that targets perfectly to the needs
index—that is, an R-square of 1—is plotted as the solid line in Chart 4-1. The “bouncing” line
represents how much the current per capita grants vary from the needs index. Communities of
similar need, which should be receiving approximately the same amount per capita, are getting
substantially different grant amounts than appropriate for their need.
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Chart 4-2. Current Formula Targeting to the Needs Index (Slope 12.0)
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Chart 4-2 shows this same comparison but with the assumption that not only is there a desire that
the formula be fair—similarly needy communities receive similar grant amounts—but that the
neediest communities get substantially more on a per capita basis than the least needy. Chart 4-2
reflects a per capita allocation using the needs index; the slope increases from 8.8 in Chart 1 to
12.0 for Chart 2.%° This higher slope is this study’s goal for developing a formula in Chapter 6
that is not only fairer but also allocates a greater share of the funds fo the neediest grantees
relative to the least needy.

To provide another way to assess how the current formula targets to community development
need, Appendix A shows how the formula currently targets to individual components of the
needs index, such as poverty and population loss.

Formulas A and B

With respect to targeting, a clear difference exists between Formula A and Formula B grantees.
The lack of fairness, evidenced by the low R-square, is due largely to Formula B, and the low
slope is primarily due to Formula A. Chart 4-3 shows the per capita grants for the Formula B
communities relative to the needs index for Formula B communities and how that compares to
the needs index for Formula A grantees and the per capita grants for Formula A grantees. The
key lessons of Chart 4-3 are as follows:

*  On average, Formula B grantees are more needy than Formula A grantees (the Formula B
needs line is higher than the Formula A needs line).

* Formula B creates many anomalies where communities of the same need receive very
different grant amounts. Most striking are the number of less needy communities getting
much more on a per capita basis than communities of higher relative need (demonstrated by
the “bouncing” of the Formula B current grants line).

* Formula B grantees tend to be funded at a higher level than their needs score (as shown by
most of the bounces being above the needs line).

= Formula A does not have major anomalies, but the most needy grantees do not receive much
more than the least needy grantees, as the relatively flat slope of the Formula A current
grants line indicates).

* Formula A grantees with relatively high need are particularly underfunded relative to their
needs score, as evidenced by the widening gap between the Formula A needs line and the
Formula A grants line.

% The R? relationship with need remains 1.000. The selection 12 as the slope is subjective, 10 or 15 could just as
easily been chosen. This study selected 12 because when the original dual formula was implemented it had a slope
of 12.72 relative to a needs index created for 483 entitlement cities (Bunce and Goldberg 1979, Table 17). A slope
of 12 places the jurisdictions in the lowest needs decile near $4 per capita and jurisdictions in the highest needs
decile near $36 per capita, a most/least ratio of 9.
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Chart 4-3. Comparing Formula A and B Targeting to Need (Slope 12.0)

Table 4-4 provides the statistical evidence for Chart 4-3 using the unweighted (Places) regression
results.

Formula A
= High R-square (0.884, which indicates a low rate of anomalies and a high rate of
fairness).

= Low slope (6.2, indicating the most needy don’t get much more than the least needy).

= A constant that is much lower than Formula B (12.8 compared to 25.5, showing that a
Formula A grantee with average need receives $12.70 less per capita than an similar
needy Formula B grantee).

Formula B
* Low R-square (0.378, indicating a high rate of anomalies).

= Reasonably high slope (10.3, indicating that the most needy generally get more than the
less needy).
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All Census 2000 Data

Table 4-4. Regression Statistics for Targeting to Need by Formula for the Current Formula With

Targeting to: Formula A Formula B
Places R-square 0.884 0.378
(unweighted) Slope 6.2 10.3
Constant 12.8 25.5
People R-square 0.924 0.490
{weighted on Slope 6.7 9.6
v Constant 12.8 28

Formuia A: N=534; Formula B: N=365.

The funding inequity between Formula A and B grantees increases as the neediness of the
Formula A jurisdiction grows. This is a product of the large difference between the Formula A
and Formula B constant in Table 4-4 and the higher slope for Formula B relative to Formula A.
Table 4-5 demonstrates this widening gap another way; this table shows the average per capita
grants by needs decile for Formula A and Formula B grantees. In the lowest needs decile, the
average Formula A grantee receives $6.36 per capita and the average Formula B grantee receives
$9.89 per capita, a gap of $3.53. That gap widens to approximately $12 to 813 for grantees with
average need and higher, except for needs decile 9 where the gap nears $20.

Table 4-5. Comparing Formula A and Formula B Average Per Capita Grant by Community
Development Need Decile

Gap (Formula

Deciles of CD B minus

Need FormulaA FormulaB | Formula A)
Low $6.36 $9.89 $3.53
2 $7.54 $13.56 $6.02
3 $8.24 $17.51 $9.27
4 $10.36 $17.60 $7.24
5 $10.96 $23.06 $12.10
[ $12.47 $24.49 $12.02
7 $13.64 $27.28 |  $13.84
8 $15.65 $28.26 $12.61
9 $17.97 $37.86 $19.89
High $24.20 $35.92 $11.72

N=899; Per capita grants weighted on population.
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Identifying the Underlying Causes for Inequities in the Current Formula
Population

As described above, Formula A causes inequities because its aflocation has a low slope. The
single largest contributor to the low slope is the 25 percent weight on the population variable.
The slope of the population variable is zero because population does not target community
development need. While this report previously noted that Formula B sometimes targets large
grants to low-need communities, the majority of low-need communities are funded under
Formula A because of the population variable. This is because most low-need jurisdictions have
fast-growing populations and newer housing stock, resulting in their receiving larger allocations
with Formula A from the 25 percent weight on population than from any of the variables in
Formula B.

Poverty

Poverty receives a 50 percent weight in Formula A and a 30 percent weight in Formula B. As
demonstrated by the needs index, poverty is an extremely good indicator of a number of
dimensions of community development need. Two problems, however, exist with the poverty
measure. First, because poverty is a fixed national standard that does not take into account
regional differences in the cost of living, it has a regional bias that favors places with low cost of
living. Second, relatively low-need college towns receive relatively large per capita grants
because off-campus college students are recorded as being in poverty, when in fact many of them
receive unrecorded support from families.

Poverty is a constant dollar threshold nationwide. It does not take into account that it may cost
more to live in some parts of the country than in other regions. That is, a person just above the
poverty line in New York City who has to pay $1,000 in rent per month may be worse off, in
terms of disposable income, than a person in poverty in Saginaw, Michigan, who pays $550 in
rent each month. Cost of living is strongly related to the incomes in an area. Generally, if the
median income for a metropolitan area is high, the cost of housing and other goods and services
in the metropolitan area are also high.

Congress recognized this disparity in cost of living when it established guidelines for CDBG
program eligibility, setting income limits based on the metropolitan area median income.
Households with incomes less than 80 percent of median income are considered “low and
moderate income” and eligible for assistance with funds from the CDBG program.

While the program uses these income thresholds to determine whether persons or households are
eligible for the program, the formula uses the constant dollar standard of poverty. Among CDBG
entitlement grantees, the national poverty rate is 13 percent. Similarly, among CDBG grantees,
13 percent of households have extremely low incomes, defined by having incomes less than 30
percent of their metropolitan area median income.’

3' Data on the number of households with less than 30 percent of local median income are from a special tabulation
of Census 2000 Data prepared for HUD by the U.S. Census Bureau using the Section 8 income limits.
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Table 4-6. Comparing Poverty Rate to Extremely Low-Income Rate by Region

Percent
Extremely
Number of Percent Low
Entitiement  [Poverty Income
‘Region Communities Rate Rate
New England 73 14 19
New York/New Jersey 96 13 16
Mid-Atlantic 87 1 12
Southeast 164 13 12
Midwest 187 11 13
Southwest 108 16 13
Great Plains 30 11 12
Rocky Mountain 37 10 11
Pacific/Hawaii 183 14 12
Northwest/Alaska 40 10 11
Puerto Rico 21 43 22
Total 1024 13 13

Source: Census 2000 Special Tabulation Data for HUD

While the rates are similar nationally, some regions have a much lower rate of extremely low-
income households than their poverty rate, which indicates relatively low local costs. High cost
places have a much higher rate of very low-income households than poverty rate. Table 4-6
shows that in 6 of the 11 regions, the poverty rate is similar to the rate of households who are
extremely low-income. In the New England and New York/New Jersey regions, however, the
percent of extremely low-income household significantly exceeds the poverty rate, In these
regions, poverty understates the level of need. The starkest example of the poverty rate
overstating community development need is in Puerto Rico, where the rate of extremely low-
income households in entitlement areas is nearly half the poverty rate.

The use of poverty also creates several anomalies in its allocation to some relatively small
communities that receive most of their funding due to the “poverty” of college students living in
off-campus housing.* Table 4-7 shows 28 cities where more than half of the population counted
in poverty are college students.”® The way census data are collected, these students indicate their
income on their census form but do not report that they receive financial support from family.
While the census counts the students in poverty, their level of true need, because of support from
their families, is considerably less. A better measure of need for these communities is to look at
the poverty rate for the noncollege student population.

For example, in State College, Pennsylvania, home to Pennsylvania State University, 74 percent
of college students are in poverty as compared to12 percent of the remaining population. The
college student poverty rate inflates State College’s total poverty rate to 47 percent, a poverty

*2 In the official count of persons in poverty, the Census Bureau does not include institutionalized persons, persons
living in military group quarters, persons living in college dormitories, or unrelated individuals under 15 years old.
* Individuals who are enrolled in coliege, are in poverty, and are not living in families or dormitories.
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rate greater than the very distressed communities of Benton Harbor, Michigan (43 percent
poverty rate), and Hidalgo County, Texas (42 percent poverty rate).

Table 4-7. Full-Time Enrolled College Students in Poverty

Percent. of
Percent | Percent Poverty
College |NonCollege| Percent Allj Population
Students in{Students in| Persons in| College

Poverty Poverty Poverty | Students
IAnn Arbor, Mi 58 7 17 65
\Athens-Clarke County, GA 71 17 28 51
Auburn, AL 80 15 38 74
Berkeley, CA 61 11 20 55
Bloomington, IN 70 13 30 68
Boulder, CO 58 9 17 57
Bowling Green, OH 68 9 25 73
Cedar Falis, 1A 83 8 17 61
Champaign, IL 67 10 22 63
Chapel Hill, NC 70 8 22 69
Charlottesville, VA 71 14 26 56
Chico, CA 68 16 27 52
Coliege Station, TX 75 15 37 74
Corvallis, OR 60 12 21 52
Davis, CA 71 7 24 78
De Kalb, IL 63 10 21 63
East Lansing, Mi 68 12 35 80
Fort Collins, CO 58 8 14 52
lowa City, 1A 65 9 22 68
Lawrence, KS 62 10 18 57
Madison, Wi 59 8 15 52
Normal, IL 69 7 18 71
Provo, UT 72 15 27 55
San Marcos, TX 63 17 28 56
State College, PA 74 12 47 88
Tallah , FL 65 15 25 53
Urbana, IL 62 16 27 57
‘West Lafayette, IN 72 9 38 87

Source: Census 2000 Special Tabulation Data for HUD.

Pre-1940 Housing

Pre-1940 housing receives a 50 percent weight in Formula B. When the current dual formula was
put in place, old housing was considered a good proxy of inadequate housing and old
infrastructure. Over time, however, the more needy communities with old housing have been
demolishing it, while wealthy communities have been renovating and even increasing (by
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converting warehouses into lofts, for example) the stock of old housing. Since this variable
allocates 27 percent of all the CDBG funds, its declining targeting has led to some very well off
communities getting substantially more funds on a per capita basis than some very distressed
communities.

Table 4-8 provides some examples of low-need communities that have not experienced
significant declines in their pre-1940 housing relative to high need communities that have. The
resulting redistribution of funds on this variable from the high need communities to the low need
communities was most severe when the 1990 Census data were introduced, but continues with
the introduction of 2000 Census data. The very distressed Detroit, Michigan, for example, has
had a 48 percent decline over the past 20 years in the number of housing units built before 1940,
The relatively less needy Boston suburb of Newton, MA, on the other hand, has had only a 2
percent decline in pre-1940 housing units since 1980. As the total number of pre-1940 housing
units decline, Newton’s relative share of the funding for those units has increased, while
Detroit’s has decreased. It is pre-1940 housing that is responsible for a large number of funding
anomalies.

Table 4-8. Cdmparing Change in Pre-1940 Housing Stock for Relatively High Need vs. Low
Need Jurisdictions

1980 Census 1990 Census 2000 Census Percent
Change
1980 to
2000
Low Need
Newton, MA 17,364 17,190 16,946 -2
Qak Park, IL 16,351 16,403 15,654 ~4
Royal Oak, Mi 5,492 5455 5,194 )
Evanston, IL 15,389 15,249 14,298 -7
High Need
Detroit, Mi 214,968 146,748 112,022 —48
Benton Harbor, Mi 2,434 1,487 1,300 ~47
East St. Louis, IL 6,387 2,911 3,191 ~-50
Gary, IN 13,422 8,737 8,127 -39
Newark, NJ 57,577 36,014 28,376 ~51
Growth Lag

Growth lag, which measures slow population growth and loss of population since 1960, is
generally a good indicator of community distress. It, too, however, creates some anomalies.
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Table 4-9. Jurisdictions with Growth Lag Funding Targeting to Community Development Need
by Percentile

Minimum Maximum
Per Per Per
Entitlement | Capita | Capita | Capita
Jurisdictions| From From From
Percentiles |With Growth| Growth | Growth | Growth
of CD Need Lag Lag Lag Lag
Low 18 $4.33| $0.17 | $17.58
2 18 $5.50! $0.14 | $17.63
3 26 $5.76/ 3$0.38 | $18.68
4 28 $5.49/ $0.18 | $19.23
5 33 $7.09| %020 | $17.75
[} 24 $6.41, 3245 | $25.13
7 37 $9.44, $1.05 | $21.46
8 40 $9.63| $0.05 | $25.51
9 43 $16.68| $3.03 | $43.75
High 45 $14.06) $1.43 | $40.82
Total 313 $10.72
MostiLeast | __ ... 320 it

Table 4-9 shows by community development needs decile the average per capita dollar amount
allocated to the 313 CDBG entitlement grantees that receive funding from growth lag. The
majority of the grantees receiving funds under this variable are quite needy. On average, the
needier a jurisdiction, the more funds it receives on a per capita basis from growth lag.

Over time, however, an increasing number of relatively well-off communities received funding
from growth lag that is not consistent with their actual level of community development need.
Many of these locations are fully developed suburbs not seeking to grow. Others are
communities that have lost population through the decline of household sizes but in fact may still
be experiencing growth in housing. Royal Oak, Michigan, for example, receives $17.58 per
capita due to the growth lag variable alone. This is because it has lost 25 percent of its population
since 1960. With a per capita income of nearly $31,000 and a poverty rate of 2 percent, however,
the loss of this population does not reflect economic decline.** In the case of Royal Oak,
population loss is actually a sign of affluence rather than decline; although the population
declined 25 percent, the total number of occupied housing units increased by 27 percent between
1960 and 2000. This was made possible by a sharp decrease in average household size from 3.5
persons in 1960 to 2.1 in 2000. As a result, Royal Oak receives more on a per capita basis from

* The per capita income for the Detroit-Ann Arbor-Flint, Michigan Consolidated Metropolitan Statistical Area
(CMSA) was $24,275 in 1999, making Royal Oaks’ per capita income significantly higher than its surrounding
communities.
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growth lag than Philadelphia, Pennsylvania ($16.93), which has a poverty rate of 18 percent and
a per capita income of $16,509.

Table 4-10. Examples of Relatively Low-Need Communities with High Per Capita Growth Lag

Grants
Need Indicators
Per Capita Percent

Grant Amount | Population Percent

Due to Growth | Change 1960 | Per Capita |Population in
Name Lag to 2000 Income Poverty
Redford, Mi $18.68 ~28 | $22,263 4
Tonawanda Town, NY $17.63 —26 | $20,947 5
Royal Oak, Mi $17.58 -25 $30,990 2
Portsmouth, NH $16.21 -23 | $27,540 3]
St Clair Shores, Mi $13.94 -18 $25,009 3
‘Wauwatosa, W1 $13.63 -17 $28,834 3
Lakewood, OH $12.59 -14 | $23,945 <]
Medford, MA $12.51 ~14 | $24,707 4
Westland, Mi $11.28 =11 $22.615 5
Haverford, PA $11.05 -10 $29,749 2
West Allis, Wi $11.01 ~10 $20,914 5
Newton, MA $10.71 -9 $45,708 3
Penn Hills, PA $10.66 -9 $20,161 6

Another growth lag issue is that for some very needy jurisdictions, it may in fact target too much
funding relative to their need. That is, some very needy places receive very large CDBG grants
as a result of growth lag. Other equally needy places without as much population loss, however,
receive considerably less. For example, St, Louis, Missouri, receives $41 per capita from growth
lag for an overall per capita grant amount of $73. Detroit, a needier Formula B city as measured
by the community development needs index, receives $29 on growth lag and an overall per
capita grant amount of $49. More striking, Miami, Florida, has a similar level of need to Detroit
and higher than St. Louis, but is a Formula A community that does not receive funds due to
growth lag. Miami has an overall grant of only $28. That is, Miami’s total per capita grant is
only 40 percent as much as St. Louis, although Miami ranks as having relatively higher need on
the needs index. Any correction to the formula to improve fairness will almost certainly result in
a decrease in funding for St. Louis and an increase in funding for Miami.

Summary

The CDBG formula continues to target more funds to the most needy grantees relative to the
least needy grantees. As measured against the community development needs index developed in
Chapter 3, however, the average amount of funds being allocated to the most needy communities
decreased with the introduction of Census 2000 data while the average per capita grant to the
least needy grantees increased. In addition, the formula continues to manifest a significant degree
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of unfairness, with similarly needy grantees receiving substantially different per capita grant
amounts. The unfaimess in the formula is largely due to (1) Formula B grantees receiving
substantially more than similarly needy Formula A grantees and (2) the pre-1940 and growth lag
variables in Formula B. The declining relative share of funds for the neediest communities
relative to the least needy is due to the high weight on the population variable in Formula A.
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Chapter 5. CDBG Targeting to Need: States (Nonentitlements)

This chapter shows that, with the exception of Puerto Rico, the current Community Development
Block Grant (CDBG) nonentitlement formula does not target well to community development
need.

Most/Least

Richardson, Meehan, and Kelly (2003) discuss changes in the formula allocation following the
introduction of 2000 Census data. The report explores two key periods: the change over 1 year,
from Fiscal Year (FY) 2002 to FY 2003, and the change over 10 years, from FY 1993 to FY
2003. This report examines how redistributing funds affected targeting to community
development need for those same two periods:

1. Change in targeting over 1 year from FY 2002 to “All 2000 Data. ™ Three of the formula
variables—poverty, pre-1940 housing, and overcrowding—are updated only once every 10
years. The transition from 1990 Census data to 2000 Census data for those variables occurred
in the transition from the FY 2002 allocation to the FY 2003 allocation. The other variable in
the formula—population—is updated every 1 to 2 years; it did not change from FY 2002 to
FY 2003. The first question is, how much of an effect does the once-a-decade change have
on the formula’s targeting to need?

Table 5-1 shows the change in per capita allocations due to the replacing of 1990 Census data
on poverty, pre-1940 housing, and overcrowding with 2000 Census data. When arranged by
community development needs quintile, introducing the new data results in a small shift of
funds from the more needy states to the less needy states.

Table 5-1
Impact of Introducing 2000 Census Data on Targeting to Community Development Need
Per Capita Grants* by Needs Quintile

Quintile N FY 2002 All 2000 Data Change
Low 10 $9.85 $10.07 2.2%

2 10 $11.10 $11.12 0.2%

3 11 $11.28 $11.40 1.1%

4 10 $12.59 $12.41 -1.4%
High 10 $15.85 $15.68 -1.0%
Total: 51 $12.09 $12.09

: Most/Least 18 36

*The denominators for per capita grants are based on 2000 population counts for ail columns.

* The term “All 2000 Data” is used instead of saying FY 2003 because for this analysis the appropriation level and
number of entitlement grantees are held constant at the FY 2002 amount. The actual FY 2003 allocation using all
2000 census data and the numbers used in this analysis arc very similar because the appropriation and number of
grantees did not change significantly between FY 2002 and FY 2003,
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2. Change in targeting over 10 years from FY 1993 to FY 2003. Unlike the other variables in
the formula, updates occur to population data more frequently during the decade, usually
every 1 to 2 years. Population affects both formulas. In addition, population determines
eligibility for CDBG entitlement status (see Chapter 2). As new communities currently
receiving funds under the nonentitlement program become cligible as entitlement
communities, relatively more funds become available to share among the remaining balance
of nonentitlement areas nationwide.

Table 5-2 shows the 10-year period, combining the changes in Table 5-1 with the population
changes and the loss of population to be served caused by new entitlements on the
nonentitlement side of the formula. Not surprisingly, comparing Table 5-1 to Table 5-2
shows that population updates and the introduction of new entitlements have only a
minimum impact on reduced targeting. The introduction of 2000 Census data for poverty,
overcrowding, and pre-1940 housing causes most of the small shift in funds from the most
needy to least needy states.

Table 5-2
Impact of Introducing 2000 Census Data, Population Updates, and New Entitlements on
Targeting to Community Development Need FY 1993 to FY 2003
Per Capita Grants* by Needs Quintile

uintile N JAlL 1990 Datal Ali 2000 Data Change

Low 10 $9.85 $10.07 2.1%
2 10 $11.06 $11.12 0.5%
3 1 $11.13 $11.40 2.3%
4 10 $12.71 $12.41 -2.4%

High 10 $15.92 $15.68 -1.5%

Total 51 $12.09 $12.09

 Most/Least 18

*The denominators for per capita grants are based on 2000 population counts for &l columns
Most striking about Tables 5-1 and 5-2 is the very small difference in funding between the least

needy ($10.07) and the most needy ($15.68), a ratio of only 1.6. In the nonentitlement formula,
the most needy states do not get much more on a per capita basis than the least needy states.

Regression Analysis

The most/least analysis is a simple approach to showing how well the current formula targets to
need. That approach, however, does not capture all dimensions associated with targeting. In
Chapter 3, we noted that Chapter 5 would need to answer the following two key questions:

L. Do states with similar needs index scores receive similar per capita grant amounts?

2. Do states with very high nceds index scores get much larger grants on a per capita basis
than states with very low needs index scores? .
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To some extent, the most/least analysis answers the second question, but with some lack of
precision. To answer the first question, and more precisely answer the second question, we use
regression analysis.

Regression analysis provides us with two helpful measures: R-square and slope. The R-square
enables us to determine if states with similar needs index scores receive similar per capita grant
amounts. In a simple linear regression between two variables, the R-square estimates how similar
the variance is between the variables. For example, are states with high needs score also
receiving relatively high per capita grants? If yes, then the R-square is high. On the other hand, if
no relationship exists between needs scores and current per capita grants, the R-square is small.
An R-square of 1.00 represents perfect targeting to need while an R-square of 0.00 indicates no
relationship at all between the needs index and the current formula. The R-square tends to
measure the fairness of the formula allocation. States with similar need should get similar per
capita grant amounts.

The slope allows us to determine if states with very high needs index scores get much larger
grants on a per capita basis than states with very low needs index scores. The slope indicator in a
regression is similar to the most/least concept presented in Tables 5-1 and 5-2: the greater the
slope, the greater the difference in funding between the most and least needy grantees. A slope of
“0” would mean the least needy community received the same as the most needy community on
a per capita basis. A slope of 4 would mean a state that is one standard deviation from the mean
would get $4 more per capita than the mean per capita grant.

The portion of Table 5-3 referring to “Places™ shows the R-square for per capita CDBG funding
and need was 0.699 in FY 2002. This suggests that state need was moderately good at explaining
the per capita funding variation between states. This measure suggests the current formula is
relatively fair; it does not create large funding differences between similarly needy states. As we
will show below, however, this finding is somewhat misleading.

The “Places” portion of Table 5-3 treats all states equally. Since a great deal of variation exists
among the states in terms of their size, however, it might be more appropriate to consider how
well the formula targets to people living in states with different needs. The “People” portion of
Table 5-3 weights each state by its population, demonstrating that the formula does a somewhat
worse job in targeting among the nonentitled states with large populations. Both measures show
that the R-square—the measure of fairness—declines with the introduction of 2000 Census data.

Table 5-3
Regression Estimate of Targeting to Need Over Time
Targeting to: All 1990 Data FY 2002 All 2000 Data

Places R-square 0.690 0.699 0.661
{unweighted) Slope 5.3 48 4.9
Constant 12.2 12.2 12.3
People R-square 0.638 0.659 0.621
(wsighted on Slope 50 45 47
Constant 12.1 121 121
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The slope measure changed very little between the FY 2002 allocation and the introduction of
2000 Census data: 4.8 to 4.9, somewhat counter to the earlier most/least analysis.

As alluded to above, however, Table 5-3 is somewhat deceptive. The R-square and slope shown
in Table 5-3 are principally driven by the very needy Puerto Rico, which receives a very large
per capita grant. If Puerto Rico is removed from the analysis, very little targeting of the current
formula to need occurs, with an R-square 0f 0.294 and a slope of 2.4. Thus, beyond Puerto Rico,
the nonentitlement formula does a relatively poor job of targeting to the more needy of the 50
states.

. Table 5-4
Regression Estimate of Targeting to Need With and Without Puerto Rico With 2000 Census
) 2000
Targeting to: With Puerto Rico | Without Puerto
Rico
Places R-square 0.661 0.294
(unweighted) Slope 4.9 24
Constant 12.3 12.0
People R-square 0.621 0.281
(weighted on Siope 47 2.2
- Constant 121 11.8

Charts

Presenting a chart showing the current targeting of the formula to need can help understand the
R-square and slope concepts above. The two graphs in Chart 5-1 explain the targeting of the
current formula to the community development needs index line. The graph at the left shows the
needs index with a slope of 4.7, matching the current slope for the formula. By looking at this
first graph, we can see that the uniqueness of Puerto Rico (the spike at the far right of the chart)
among the states in terms of both its level of need and the amount of funds it receives on a per
capita basis. The graph also shows that, for the remaining 50 states, very little relationship exists
between grant amounts and the needs index.

The chart on the right shows this same comparison but with the assumption that the formula
should be fair—similarly needy communities get similar grant amounts—but that the neediest
get substantially more on a per capita basis than the least needy. Thus, the graph on the right
reflects the needs index with a slope of 8.0.3 This chart more clearly shows how the
nonentitlement allocation appears to have very little relationship to the community development
needs index, except in respect to Puerto Rico. .

% This slope is subjective. Selecting 8 is based on the assumption that we want the formula to target relatively more
funds to the most needy states,
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Chart 5-1. Current Nonentitlement Formula Targeting to the Needs Index
Formula A and Formula B

Table 5-4 compares the targeting of Formula A and Formula B. In the entitlement analysis of
Chapter 4, we showed that Formula A had a high degree of faimess (a high R-square) but a low
slope relative to Formula B. Formula B had a low degree of fairness but a reasonably high slope.
Nonentitlements follow a very different pattern. Excluding Puerto Rico, Formula A and Formula
B are equally bad at targeting to need. Both have a low R-square of less than 0.4 and low slopes
of less than 3.0.

Table 5-4
Regression Estimate of Targeting to Need by Formula for the Current Nonentitlement Formula
with all 2000 Census Data

Targeting to: Formula A Formula A Formuia B
without Puerto
Rico
Places R-square 0.778 0.322 0.341
(unweighted) Slope 6.0 25 28
Constant 11.4 11.5 125
People R-square 0.817 0.441 0.304
(weighted on Slope 6.3 3.0 2.8
P 4 Constant 10.7 11.1 12.5

Chart 5-2 graphically presents the findings from Table 5-4. With the exception of Puerto Rico
(the spike at the right-hand side of the Formula A chart), which appropriately gets a very high
per capita grant, in both cases a low-need state is nearly as likely to get a relatively higher per
capita grant as a high-need state.
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Chart 5-2. Comparing Nonentitlement Formula A and B Targeting to Need

Table 5-5 shows the per capita grants by needs quintile. When Puerto Rico is excluded from the
analysis, very little difference exists in per capita grant amounts between the least needy and
most needy for either Formula A or Formula B. In addition, unlike entitlements, very little
difference exists between Formula B and Formula A per capita grants within each of the need

quintiles.

Table 5-5
Nonentitlement Per Capita Grants by Need Quintile by Formula (All 2000 Census Data)
B I Formula A i

Quintiles of Without

Need Formula A | Puerto Rico | Formula B
Low $8.94 $8.94 $10.27
2 $11.45 $11.45 $11.04
3 $9.94 $9.94 $12.56
4 $11.78 $11.78 $14.68
High $16.03 $13.45 $13.07
Total Average $12.53 $11.69 $11.66
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Problems in the Nonentitlement Formula

Population

As shown above, both Formula A and Formula B have low slopes. The largest contributors to the
low slope are the 25 percent weight on the population variable in Formula A and the 20 percent
weight on population in Formula B. Population simply represents the size of a place, not a
measure of its need. The characteristics of the population must be analyzed to know whether the
jurisdiction is needy. Because per capita grant amounts are used to compare the fairness of
allocations to similarly needy jurisdictions with different populations, by definition the slope of
the population variable is zero.

Poverty

Poverty receives a 50 percent weight in Formula A and a 30 percent weight in Formula B. As
demonstrated by the needs index, poverty is an extremely good indicator of a number of
dimensions of community development need. The poverty measure suffers from the following
two problems:

1.

Poverty remains a constant dollar threshold nationwide, and does not take into account
that it may cost more to live in some parts of the country than in others. A person living
in Connecticut and paying $800 per month in rent may be worse off in terms of
disposable income than a person living in poverty in Puerto Rico paying $300 per month
in rent. Cost of living relates strongly to the incomes in an area. Generally, if a
metropolitan area or nonmetropolitan county enjoys a high median income, its cost of
housing and other goods and services are also high.

Congress recognized this disparity in cost of living when it established guidelines for
CDBG program eligibility, establishing income limits based on the local area median
income. Households with incomes less than 80 percent of median income are considered
low and moderate income and eligible for assistance with funds from the CDBG
program.

While the program uses these income thresholds to determine whether persons or
households are eligible for the program, the formula uses the constant dollar standard of
poverty to allocate funds. CDBG nonentitlement grantees share an average poverty rate
of 12 percent. Similarly, 11 percent of CDBG nonentitlement grantee households have
extremely low incomes, as defined by having incomes less than 30 percent of their area
median income.”’

Table 5-6 shows that some regions are probably undercounted in terms of need associated
with low-income households while others probably are overcounted. Specifically, states
in the New England region on average have more extremely low-income persons than is
represented by poverty. On the other hand, Puerto Rico, the states in the Southwest

*7 Data on number of households less than 30 percent of local median income are from a special tabulation of 2000
census data prepared for HUD by the U.S. Census Bureau using the Section 8 income limits.
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region, and the states in the Pacific region have poverty rates that exceed their rate of
extremely low-income households. This suggests that using poverty as a single measure
to allocate CDBG funds likely understates the need in the New England region while
overstating the need in Puerto Rico, the Southwest, and the Pacific.

Table 5-6
Comparing Poverty Rate to Extremely Low Income Rate by Region for Nonentitlement Areas
Extremely

Low
Poverty income

Region N Rate Rate
New England 6 6% 10%
New York/New Jersey 2 9% 10%
Mid-Atlantic 5 11% 10%
Southeast 8 14% 12%
Midwest 6 8% 9%
Southwest 5 16% 12%
Great Plains 4 10% 10%
Rocky Mountain 6 11% 10%
Pacific/Hawaii 4 15% 12%
Northwest/Alaska 4 12% 10%
Puerto Rico 1 55% 24%
TOTAL 51 12% 11%

2. Off-campus college students in poverty do not pose as significant a problem for
nonentitlements but their inclusion does cause some small difference in funding between
states.

Pre-1940 Housing
In declining areas of states, old housing likely will be demolished or abandoned over time, while

more affluent areas renovate the old housing. As a result, pre-1940 housing in nonentitlement
areas has weakened over time as a measure of community development need.

Summary
The nonentitlement formula targets very well to the community development need of Puerto

Rico. For the remaining 50 states, however, very little relationship exists between a state’s level
of community developrent need and its current per capita grant formula allocation.
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Chapter 6. CDBG Alternative Formulas

This chapter provides three options for modifying the Community Development Block Grant
(CDBG) entitlement formula allocation and two options for modifying the CDBG
nonentitlement formula. The funding implications associated with each option are also
explained. All of these alternatives assume that the funding split between entitlements and
nonentitlements would be held constant at 70/30. Chapter 8 describes making changes to the
70/30 split, including using a single formula for both entitlements and nonentitlements, Chapter
9 explains how the entitlement and nonentitlement options from this chapter and the single
formula option in Chapter 8 are combined into four overall alternative formulas.

Goals for Formula Alternatives

Developing a funding formula requires an understanding of the program’s goals. The alternatives
in this chapter are based on three goals:

1. Improve Targeting to community development need. Chapters 4 and 5 demonstrate
how the formula has substantial inequities in how it targets to community development
need. All the alternatives suggested are based on the presumption of wanting to decrease
or eliminate the number of funding inequities in the current formula.

2. Simplify the formula. The current formula is quite complicated, difficult to explain, and
somewhat difficult to administer. A simplified formula would allow the allocations to be
more transparent and possibly create a greater sense of fairness.

3. Minimize redistribution of funds. The goal of most block grant programs is to enable
Jurisdictions to have a steady and predictable flow of resources to address program
objectives. Any change to the CDBG formula will cause a redistribution of funds and
thus increase or decrease that predictable flow of resources. Jurisdictions that lose funds
are likely to experience a painful adjustment period.

Summarizing Entitlement Formula Alternatives

All three formula alternatives explained below improve targeting to need. The alternatives
presented offer policymakers various degrees of tradeoffs among the three goals stated above.
Basically, the alternatives presented do the following:

Entitlement Alternative 1. This alternative “tweaks™ or makes minor adjustments to the
existing formula by correcting the problems in Formulas A and B that lead to large inequities in
funding among grantees in each formula. For example, pre-1940 housing is replaced by “housing
older than 50 years occupied by a person in poverty.” It does not, however, correct the funding
inequities between Formulas A and B. This option causes the least redistribution of funds but
makes the formula even more complicated than it is currently. It is similar to the alternative
presented in 1995 by Neary and Richardson.
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Entitlement Alternative 2, This alternative creates a very simple single formula. The formula
uses four widely available and easily understandable variables to allocate the funds. The
variables are poverty, female-headed households with children, housing older than 50 years
occupied by a household in poverty, and overcrowding. This option dramatically improves
targeting to need, including correcting funding inequities between Formulas A and B. It only
modestly increases the slope of the allocation, however. By improving fairness in the funding
allocation without raising the slope, some very needy Formula B communities experience
significant funding decreases. For example, Detroit’s grant is reduced from $49 per capita to $38
per capita to align it with similarly needy Miami, whose grant increases from $28 per capita to
$41 per capita.

Entitlement Alternative 3. This alternative adds an adjustment factor to entitlement alternative
2. Tt uses the same four variables as entitlement alternative 2 but shifts the weights on some
variables and adds an adjustment factor that assigns extra weight to fiscal stress, This alternative
raises the weight on older housing occupied by a poverty household and reduces the weight on
overcrowding, as compared to alternative 2, to put additional emphasis on places facing age and
decline problems versus locations with growing immigrant populations. It also adjusts grants
upwards for jurisdictions with a low per capita income relative to their metropolitan per capita
income and adjusts grants downwards for jurisdictions with a high per capita income relative to
their metropolitan per capita income. Overall, this increases the amount of funds the more needy
grantees receive at the expense of the least needy grantees and benefits several of the older
declining cities. For example, Detroit’s grant increases to $51 per capita while Miami’s increases
to $44 per capita, Newport Beach’s per capita grant, however, fails to $3 per capita; its current
grant is $6 per capita, and its alternative 2 grant is $4 per capita.

All three alternatives improve targeting to need but also significantly redistribute funds.
Alternative 3 provides the largest redistribution of funds, while alternative 1 offers the smallest.
Entitlement Alternative 1—Tweaking the Current Formula

Alternative 1 is based on the analysis in Chapter 4 that identifies the significant problems of each
of the dual formulas. Alternative 1 does not correct the historic inequities in funding between
Formulas A and B; it simply corrects the anomalies in each formula.

Formula A

The problems with Formula A, as detailed in Chapter 4, and the solutions recommended for
alternative 1 are as follows:

1. Problem: Low slope. The more needy a Formula A grantee, the more underfunded it is
relative to its need.

Solution: Reduce the weight on population from 0.25 to 0.10, and increase the weight on
poverty to 0.60 and on overcrowding to 0.30.
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Analysis: Population does not target to need; it simply targets to population regardless of
need. Poverty and overcrowding are both good indicators of need among Formula A
grantees.

Problem: College students in poverty. Although full-time college students are generally
supported by their family, the Census Bureau reports them as being in poverty.”®

Solution: Change the definition of poverty to “persons living in family households or
elderly-headed households living in poverty.”

Analysis: This corrects the formula so that college towns no longer receive
disproportionately large allocations relative to their actual level of community
development need.

Formula B

The problems with Formula B, as detailed in Chapter 5, and the solutions recommended for
alternative | are as follows:

1.

Problem: Pre-1940 housing occupied by higher income households. As time has passed,
needy communities have demolished pre-1940 housing while less needy places have
renovated their older housing.

Solution: Replace the variable with “housing 50 years or older occupied by a poverty
household.”

Analysis: This new variable targets to needy cities with older infrastructure and
dilapidated housing.

Problem: College students in poverty. As in the description in Formula A, full-time
college students are often counted as being in poverty when they actually do have a
source of support not captured by the census—their families.

Solution: Change the definition of poverty to “persons living in family households or
elderly-headed households living in poverty.”

Analysis: This corrects the formula so that college towns no longer receive
disproportionately large allocations relative to their actual level of community
development need.

Problem: Less needy places with population loss or slow growth. Growth lag funds
communities whose populations since 1960 are growing at a slower pace than the
national growth rate for entitlement cities. Some of these communities were built out in

% Students living in dormitories are not counted in the current census population counts on poverty; students living
in housing units, however, are counted.
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1960, however, and intentionally implement policies to discourage growth, simply have
no more land for growth, or have had a large decrease in household size even though they
are economically very strong,

Solution: Reduce growth lag funding for communities with high per capita incomes and
low poverty rates. Specifically, reduce a community’s growth lag score if its per capita
income is greater than 125 percent of the national per capita income, and its poverty rate
(using the new definition of poverty) is less than 75 percent of the average for entitlement
communities. If a community’s per capita income is more than 125 percent of the
national per capita income, its growth lag is reduced according to its poverty rate. A
poverty rate of 75 percent of the average for entitlement communities receives full
funding while a poverty rate of 50 percent of the average gets no funding. For
communities with poverty rates between 50 and 75 percent, the reduction is proportional.

Analysis: This reduces high funding to most low-need communities created by growth
lag, which otherwise targets well to need.

4. Problem: Extremely high per capita grants due to growth lag. Because of growth lag, a
number of very needy grantees receive very large per capita grants that are well above
their needs-index-based funding level.

Solution: Reduce the weight on growth lag from 20 percent to 10 percent, and increase
the weight on poverty from 30 percent to 40 percent.

Analysis: This tends to make funding levels for Formula B communities with similarly
high needs more similar.

These adjustments significantly improve the targeting of the formula to need. Chart 6-1, as
compared to Chart 4-2, shows that alternative 1 has fewer anomalies, especially regarding
overfunding the least needy grantees. The left side of the chart demonstrates this by the per
capita grants for alternative 1 clustered fairly close to the needs index line. Big differences in per
capita allocations continue to exist between higher need, similar needy grantees; the increasingly
larger spikes on the right side of the chart illustrate this.
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Chart 6-1. Alternative | Targeting to Need

Chart 6-2 and Table 6-1 show that alternative 1’s slope for Formula A grantees is closer to the
desired slope, moving the more needy Formula A grantees much closer to the needs line than
currently. At the same time, the r-square increases for Formula B by “trimming” some of the

anomalies.

Table 6-1. Regression Estimate of Targeting to Need by Overall and by Formula for

Alternative 1

Targeting to: Overall Formula A Formula B
Places R-square 0.645 0.929 0.599
{unweighted) Slope 11.5 8.9 12.8
Constant 17.2 13.8 208
People R-square G777 0.948 0.711
{weighted on Siope 11.9 9.3 126
v Constant 16.4 141 19.5
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Entitlement Alternative 2—Arriving at the Best Simple Formula for
Targeting To Need

Alternative 2 is a new formula. The goal was to target well to the needs index using a simple
formula. To achieve this goal, this analysis took these steps:

» Identify the variables available for each jurisdiction that explain the most variance in the
needs index. ’

= Weight those variables by regressing them against an “allocation” that uses the needs
index

Identifving the Variables

As explained in Chapter 3, the needs index for entitlement communities comprises 17 variables.
This study used factor analysis to identify which variables had similar patterns of variance and
extract that variance to create individual factors. That analysis produced three factors.

To identify variables for the alternative 2 formula, the variables that correlated the highest with
each of the three factors from the needs index were identified. If several variables correlated

highly with a factor, those variables with relatively low correlation with one another were
identified.
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Table 6-2 shows the 17 variables used to create the needs index and how each one correlates
with factor 1, from highest to lowest correlation. The right side of the table shows the variables
identified as having high correlation with factor 1 but relatively low correlation with one another.
That is, factor 1 correlates best with poverty (A), but it also correlates well with female-headed
households with children (B) and pre-1950 poverty households (C), both of which have
relatively low correlations with poverty given that they all correlate well with factor 1. Poverty is
a particularly good measure of unemployment, concentrated poverty, and lower education levels.

Although poverty and female-headed households with children correlate with one another at only
0.54, they both have relatively good correlations with the crime measure, 0.64 and 0.66
respectively. This report contends that when combined, these factors offer a valid proxy for
distress measured by crime. Pre-1950 housing occupied by a poverty household, although
correlated with poverty at only 0.48, is a very good indicator of population loss since 1960 and,
fo a lesser extent, population loss since 1990. Although pre-1950 poverty housing and female-
headed households with children have a relatively high correlation with one another, 0.72, the
strength of female-headed households with children under 18 at targeting toward crime and the
pre-1950 poverty variable’s strength at targeting toward population loss leads to including both
as formula variables.

Table 6-2. Variables Correlating Well With Factor 1

{A) (B}
Poverty Female- {C)
Rate for Hoaded Pre-19850
Persons in |H: hol Housing
Family and With Qccupled

Elderly Children | by Poverty
iCommunity Development Need Moasures Factor 1 {iHouseholds) Ur}_d}r 18 | Household
Factor 1 1,00 0.91 0.74 0.73
Poverty rate for persons in family and elderly 2000 0.91 1.00 0.54 048
Unemployment rate, 2000 0.86 0.87 0.52 0.50
Pre-1970 housing occupied by poverty renter, 2000 0.86 0.61 0.78 0.91
Employed population age 16—64, 2000 —0.84 -0.89 —0.38 ~0.40
Population age 25~-64 without high school education, 2000 078 0.75 0.33 0.36
Female-headed househoids with children under age 18, 2000 0.74 0.54 1.00 072
Pre-1950 housing occupied by poverty household, 2000 0.73 0.48 0.72 1.00

Aetropol i Area (MSA) dissimifarity index multiplied by percent

minority, 2000 0.72 061 0.37 0.29
Homici bberies per 1000 p , 2001, Dep 1t of
Lustice Uniform Crime Reports (UCR) 0.71 0.64 0.66 046
INet per capita income change 1989 to 1999 ~0.68 -0.57 -0.44 -0.38
Local per capita income/per capita income of MSA, 2000 -0.67 -0.41 -0.47 —0.44
Popuiation loss since 1960 0.52 0.25 0.51 0.70
Concentrated poverty.* 2000 049 0.78 0.25 817
Overcrowded housing units, 2000 0.48 0.49 ~0.07 ~0.02
Persons per square mile, 2000 0.43 0.14 0.12 0.33
Population loss since 1990 0.43 0.22 048 0.53
Point change in poverly rate. 19902000 0.02 ~0.40 ~0.07 -0.03
*Percent of poor p in jurisdictions ¢ in census tracts with more than 40 percent poverty.
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Factor 2 correlates best with overcrowding as a needs indicator (0.78). It also correlates well
with places that are not losing population: -0.64 for population loss since 1960 and —0.62 for
population loss since 1990. Population gain is a good measure of need only to the extent that
population gain is creating fiscal stress, such as with the growth in number of low-wage
immigrants; overcrowding captures this extremely well. Population gain without capturing the
low-wage or poverty component of that growth is most likely an indicator of fiscal health than
fiscal stress.

Table 6-3. Variables Correlating Well With Factor 2

)

Factor2 il Overcrowding
Factor 2 1.00 0.78
Qvercrowded housing units, 2000 0.78 1.00
Population loss since 1960 -0.64 ~0.15
Population loss since 1990 N -0.62 -0.15
Pre-1950 housing occupied by a poverty household, 2000 —0.49 ~0.02
Population age 25-64 without 2 high school education, 2000 0.46 0.77
Female-headed households with children under age 18, 2000 -0.45 -0.07
IMSA dissimilarity index multiplied by percent minority, 2000 0.40 0.68
Persons per square mile, 2000 0.33 045
Point change in poverly rate 1890 to 2000 0.32 0.02
Pre-1970 g occupled by a poverty renter househald, 2000 ~0.31 0.18
INetper capita income change 1989 to 1999 -0.24 -0.43
Population age 16-64 employed, 2000 ~0.21 -0.57
Local per capita income /per capita income of MSA, 2000 -0.14 ~0.36
Poverty rate for persons in family and eiderly hot ids, 2000 0.05 048
Unemployment rate, 2000 0.02 0.44
ated poverty*, 2000 -0.08 0.28
Homicides, assaults, robberies per 1000 persons, 2001, UCR -03.11 0.21
*Percent of paor p in jurisdictions in census tracts with more than 40 percent poverty

Finally, factor 3 is an indicator of need for communities with high poverty concentrations but
declining poverty rates. Poverty concentration could be potentially a good variable for the
formula. It would have a similar problem to the growth lag variable of the current formula,
however, specifically targeting large amounts of money to a few places. It would also have some
regional bias in favor of very low cost-of-living jurisdictions, such as entitlement jurisdictions in
Puerto Rico, where poverty rates are much higher than the rates of extreme low-income
households. For these reasons, no variables based on factor 3 are included among the proposed
formula variables.® '

% See Table 3-7 for the correlations of the variables with factor 3.
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That leaves four variables for a simple entitlement formula:

»  Family and elderly persons in poverty.

=  Female-headed households with children.

= Housing built before 1950 occupied by a poverty household.
»  Overcrowding.

Weighting the Variables

The next step in the process is to weight these variables so that they best target to the needs
index, a relatively simple exercise. As previous charts demonstrated, the needs index scores are
already converted to per capita grant amounts. These per capita grant amounts are then
multiplied by population to convert them to actual grant amounts.*® Then, the grant amounts that
individual jurisdictions would receive if funds were allocated only by the variable persons in
family or elderly poverty households is calculated. Similar allocations are derived using female-
headed households with children, housing built before 1950 occupied by poverty households,
and overcrowding. A regression is run with the needs score grant calculation as the dependent
variable and the four variables identified above as the independent variables. The result is as

follows:
R*=0.997

Family and elderly person in poverty = 0.529

Female-headed households with children = 0.128

Housing built before 1950 occupied by a poverty household = 0.185
Overcrowding =0 .196

Rounding these factors creates the following formula:

0.5 Povfam (a) + 0.1 FHH(a) + 0.2 AgePov(a) +0.2 Ocrowd (a)]* Appropriations
Povfam (ENT) FHH(ENT)  AgePov (ENT) Ocrowd (ENT)

where:
= (a) is the value for the jurisdiction.
= (ENT) is the value for all entitlement jurisdictions (cities and urban counties).
= Povfam is the number of persons in poverty living in family or elderly households.
= FHH is the number of female-headed households with children.
= AgePov is the number of housing units older than 50 years occupied by a poverty
household.
s Ocrowd is overcrowding.

In addition to departing from a dual formula, alternative 2 also changes the denominator from the
sum of all metropolitan areas to the sum of all entitlement jurisdictions. The sum of all
metropolitan areas made sense with a dual formula system because it meant that neither of the

“ To capture the universe of CDBG grantees, this study estimated needs scores for the 123 jurisdictions that do not
have need scores under the standard need calculation. This is done with factor analysis that excludes (1) crime rates
and (2) the dissimilarity index multiplied by the percent minority factors.
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dual formulas were allocating the full appropriation amount since the sum of the numerator—all
entitlements—was less than the sum of the denominator—all metropolitan areas. With neither of
the two formulas allocating all the appropriation, this reduced the amount of pro rata reduction
needed to bring the “greater of” component of the dual formula in line with the actual
appropriation. With a single formula, if a metropolitan total denominator is used, it is necessary
to implement a pro rata increase to match the appropriation level. The need for a pro rata
increase is avoided by simply allocating the funds based on a denominator that is the sum of the
data for only the jurisdictions receiving funding.

As Chart 6-3 shows, this very simple formula allocates very well to need. In addition to
dramatically reducing the number of anomalies in the formula, it also modestly increases the
slope of the overall allocation, and it corrects for the historic inequities in funding between
Formulas A and B grantees. This correction, however, comes at a significant cost to most
Formula B communities, many with high community development need.
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Chart 6-3. Alternative 2 Targeting to Need

Table 6-4 shows several very needy Formula A grantees and Formula B communities and
demonstrates how the alternative 2 formula increases funding for the very needy Formula A
communities but at some cost to the very needy Formula B communities. All but two of the
needy Formula B communities listed in Table 6-4 have a funding decrease as a result of
alternative 2. Table 6-8, later in this chapter, compares the overall funding redistribution caused
by this alternative when compared to alternatives 1 and 3.
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Table 6-4. Comparing Impact of Alternative 2 on Needy Formula A and Formula B Grantees

Per Capita Grant
High Need Formula A Needs Current Alternative Percent
Grantees Score Formula ) 2 Change
Hidalgo County, TX 2.58 $31.98 $45.84 43
Miami, FL 2.1 $27.94 $40.78 46
Santa Ana, CA 1.88 $25.25 $30.76 22
Long Beach, CA 1.44 $23.29 $33.33 43
L os Angeles, CA 1.43 $23.96 $33.06 38
Fresno, CA 1.42 $21.93 $31.22 42
Kern County, CA 1.05 $18.73 $26.00 39
El Paso, TX 0.93 $18.59 $27.08 46
Memphis, TN 0.91 $15.43 $24.94 62
Houston, TX 0.80 $18.93 $24.82 31

Per Capita Grant
High Need Formula B Needs Current Alternative
(Grantees Score Formula 2 Change
Newark, NJ 2.55 $40.08 $3840 4
Detroit, Mi 212 $48.91 $38.44 -21
Cleveland, OH 1.68 $61.81 $39.18 37
Baltimore, MD 1.60 $44.28 $31.46 -29
St Louis, MO 1.56 $72.97 $36.38 -50
New York, NY 1.54 $27.77 $34.05 23
Buffalo, NY 1.54 $68.15 $41.18 -40
Philadelphia, PA 1.50 $42.03 $34.41 18
New Orleans, LA 1.48 $37.55 $38.05 1
Chicago, IL 1.32 $35.35 $29.34 17

Alternative 3—Arriving at a Formula More Sharply Targeted to Need

As noted above, some very needy Formula B communities experience significant funding
decreases using alternative 2. This is because correcting the Formula A and Formula B funding
inequities means increasing grants for a large number of Formula A communities. This is true for
both very needy and not-so-needy communities. Across the need spectrum, alternative 2
increases funding for Formula A at the expense of Formula B. Alternative 3 adjusts the
alternative 2 approach so that very needy grantees receive larger per capita grants, and less needy
grantees get smaller grants. Alternative 3 also make some adjustments to prevent very needy
Formula B grantees from being as adversely impacted by the formula change in alternative 2.

Adjustment 1. Chapter 3 noted that the needs index is underrepresented in variables that measure

decline relative to previous needs indexes. In addition, the CDBG statute clearly emphasizes the
distress associated with decline more than it does the fiscal stress associated with immigrant
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growth. These arguments justify a shift in the weighting to provide 30 percent of the funds on old
housing with a poverty household variable (a 10-point weight increase) and 10 percent of the
funds on overcrowding (reducing the weight 10 points). This also results in a shift, relative to
alternative 2, of more funds to the very needy Formula B communities.

Adjustment 2. To more sharply target funds to the neediest communities in each metropolitan
area, applying an adjustment factor that increases grants for jurisdictions with low per capita
incomes relative to their metropolitan area per capita income substantially increases the slope of
the allocation. To ensure that this adjustment does not create anomalies, it is capped to prevent
any jurisdiction’s grant from being increased or decreased by more than 25 percent. Employing
this adjustment results in an overall increase in allocations such that a pro rata reduction must be
used to keep the formula allocation within appropriation.

Applying these adjustments substantially increases the slope of the formula allocation relative to
both the current formula and alternative 2, but with a modest sacrifice in targeting to need. The
loss in targeting to the needs index is due almost entirely to shifting the weight from
overcrowding to the old housing with poverty household variable. As noted above, however, the
needs index probably understates the need of communities in decline. Chart 6-4 shows more
variance from the needs index line relative to alternative 2, but this is primarily to benefit the
most needy grantees.
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Chart 6-4. Alternative 3 Targeting to Need
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Table 6-5 indicates that, as with alternative 2, all the very needy Formula A communities gain
funding under alternative 3. Unlike alternative 2, however, most of the very needy Formula B
grantees also gain funding. Four do lose funding, but not as much as they would with alternative
2.

Table 6-5. Comparing Impact of Alternative 3 on Needy Formula A and Formula B Grantees

Per Capita Grant

High Need Formula A Needs Current Alternative Percent
Grantees Score Formula 3 Change
Hidalgo County, TX 2.58 $31.98 $4882 53
Miami, FL 211 $27.94 $4380 57
Santa Ana, CA 1.88 $25.25 $28.78 14
Long Beach, CA 1.44 $23.29 $3148 35
Los Angeles, CA 1.43 $23.96 $28.27 18
Fresno, CA 142 $21.93 $2813 28
Kern County, CA 1.05 $18.73 $24.07 28

El Paso, TX 0.93 $18.59 $2254 21
Memphis, TN 0.91 $15.43 $27.35 77
Houston, TX 0.80 $18.93 $22.756 20

Per Capita Grant

High Need Formula B Needs Current Alternative Percent
Grantees Score Formula 3 Change
Newark, NJ 255 $40.08 $47.77 19
Detroit, Mi 212 $48.91 $50.67 4
Cieveland, OH 1.68 $61.81 $54.38 -12
Baltimore, MD 1.60 $44.28 $4212 -5
St. Louis, MO 1.56 $72.97 $49.56 -32
New York, NY 1.54 $27.77 $35.88 29
Buffalo, NY 1.54 $68.15 $5847 14
Philadelphia, PA 1.50 $42.03 $46.95 12
New Orleans, LA 1.48 $37.55 $43.31 15
Chicago, IL 1.32 $35.35 $36.59 4

Table 6-6 shows the overall redistribution of funds caused by the three alternative formulas by
needs decile. Both alternatives 1 and 3 move significant funds from the least needy to the most
needy grantees, while alternative 2 generally reduces funding for the least needy. Because
alternative 2 corrects the funding anomalies between Formula A and Formula B, however, the
more needy grantees receive relatively smaller funding increases.
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Table 6-6. Fund Redistribution by Needs Decile

Per Capita Grant Amount Percent Change from Current
Percentiles Alternative Al ive Alter Al Alternative Alternative
of CD Need N Current 1 2 3 1
Low 89 $7.83 $5.26 $5.75 $4.33] -33 ~27 —45
2 90 $9.28 $7.54 $7.86 $6.51 -18 ~15 -30
3 90 $11.39 $8.75 $9.17 $8.27 -23 -19 ~27
4 80 $12.27 $11.27 $11.64 $10.74 -8 -5 -13
5 90 $14.09 $13.37 $13.67 $13.19 ~5 -3 -6
6 90 $15.52 $14.80 $15.85 $15.27 -5 -2
7 80 $17.77 $17.16 $17.77 $17.51 ~3 0 -1
8 80 $18.70 $20.40 $21.06 $20.61 9 13 10
9 90 $25.72 $26.67 $25.42 $27.20 4 -1 &
High 90 $32.27 $35.99 $33.68 $37.38 12 4 16
Total 899 $17.87 $17.85 $17.68 $17.94
Most/Least 4.1 6.8 5.9 8.6 ¥

Note: Per capita grants weighted on population.

Table 6-7 shows the regression coefficients for the formula alternatives in targeting to the needs
index. All the alternatives dramatically improve targeting to the needs index, with alternative 2
offering the optimal faimness and alternative 3 providing the largest allocations— that is, the
highest slope—to the most needy grantees.

Table 6-7. People and Place Targeting—Regression Statistics

Targeting to: Current Alternative 1 Alternative 2 Alternative 3
Places R-square 0.352 0.645 0.891 0.794
(unweighted) Slope 8.8 11.5 10.4 12.8
Constant 18.1 17.2 16.6 17.3
People R-square 0.525 0.777 0.947 0.857
(weighted on Slope 8.5 11.9 10.8 12.8
poputation) Constant 16.8 16.4 164 164

N=899 for all regressions

Table 6-8 shows the overall redistribution of funds by percent of jurisdictions losing funds and
gaining funds. As expected, if jurisdictions in the least needy category are losing an average of
30 to 45 percent of their funds, all these alternatives result in a large number of grantees that lose
funding and a large number that gain funding. Alternative 1 results in fewer very large losers and
fewer very large winners than the other alternatives because it is not correcting the gap in
funding between similar needy Formula A and Formula B grantees.
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Tabie 6-8. Percent of Entitlement Grantees Gaining/Losing Funds by Formula Alternative

Alternative 1 |Alternative 2 /Alternative 3
Loss g than 40 55 12.0 134
Loss 20 to 40 15.1 14.4 176
Loss 10 to 20 15.7 85 12.0
Loss 0to 10 19.6 12.6 11.6
Gain 0 to 10 18.8 12.3 11.2
Eﬁ 101020 13.8 10.8 9.2
IGain 20 to 40 10.4 17.3 138
IGain greater than 40 1.1 11.7 11.2
[Total 100.0 100.0 100.0

N=1024

Table 6-9 shows the fund redistribution by region. Generally speaking, the New England region
loses the most and Puerto Rico gains the most under all these alternatives. Interestingly,
alternatives 1 and 3 have similar patterns of regional redistribution.

Table 6-9. Fund Redistribution by Region

Per Capita Grant Amount Percent Change from Current
Alternative Alternative AlternativeAlternative Alternative Alternative|

Region N | Current 1 2 3 1
New England 73 $28.02 $23.01 $19.52 $24.37 -18 -30 -13
New York/New
Jersey 96 $20.88 $20.75 $20.44 $21.82 -1 -2 5
Mid-Atlantic 87 $19.59 $17.51 $14.38 $16.28 ~11 ~27 -17
ISoutheast 164 $12.62 $13.34 ©  $14.93 $14.04 6 18 1"
Midwest 187 $18.93 $17.38 $18.10 $17.43 -8 -20 -8
Soutt 106 $15.17 $17.15 $19.20 $17.66 13 27 16
Great Plains 30 $17.77 $15.59 $14.02 $15.42 -12 ~21 -13
Rocky Mountain 37 $11.49 $10.54 $11.40 $11.05 -8 -1 -4
Pacific/Hawaii 183 $15.94 $17.62 $18.90 $16.41 10 19 3
Northwest/Alaska 40 $12.60 $11.08 $11.89 $11.25 -12 -6 =11
Puerto Rico 21 $30.51 $40.29 $46.15 $39.92 32 51 31

Note: Per capita grants weighted on population.

Alternative 3’s second adjustment combined with pro rata reduction associated with alternative 3
tends to benefit poor jurisdictions in high cost-of-living locations, such as New England, at the
expense of all the jurisdictions in places with lower costs of living, like the entitlement
communities in the Puerto Rico region. This tends to correct for the bias in alternative 2 that
favors places with very low costs of living over places with higher costs of living.
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Summarizing Nonentitlement Formula Alternatives

For nonentitlement communities, this report offers only two alternatives: one that tweaks the
current formula and a simple alternative with three variables.

Nonentitlement Alternative 1. As with the entitlement alternative 1, this alternative makes
minor adjustments to the existing formula by resolving the problems in Formulas A and B that
lead to large inequities in funding among grantees under each formula. For example, pre-1940
housing is replaced by “housing older than 50 years occupied by a person in poverty.”

Nonentitlement Alternative 2. This alternative creates a very simple, single formula. The
formula uses three widely available and easy-to-understand variables to allocate the funds. The
variables are poverty, female-headed households with children, and housing older than 50 years
occupied by a person in poverty.

Nonentitlement Alternative 1-—Tweaking the Formula

Alternative 1 uses the analysis in Chapter S to identify the key problems of each of the dual
formulas.

Formula A

The problems with Formula A, as detailed in Chapter 5, and the solutions recommended are as
follows:

1. Problem: Low slope due to population variable.

Solution: Reduce the weight on population from 25 percent to 10 percent, and increase
the weight on poverty to 65 percent.

Analysis: Population does not target to need; it simply targets to population regardless of
need. Poverty is a good indicator of need among Formula A grantees.

2. Problem: College students in poverty. Although full-time college students living in
nonfamily situations (off-campus housing, fraternities and sororities) are generally
supported by their family, the census reports them as being in poverty.

Selution: Change the definition of poverty to “persons living in family households or
elderly-headed households living in poverty.” This solution is also applies for the
definition of poverty used in Formula B.

Analysis: This corrects the formula so that nonentitlements with significant college

student populations no longer receive disproportionately large allocations relative to their
actual level of community development need.
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Formula B

1.

Problem: Pre-1940 housing occupied by higher income households. As time has passed,
needy places have demolished pre-1940 housing while less needy locations have
renovated their old housing.

Solution: Replace the variable with “housing 50 years or older occupied by a poverty
household.”

Analysis: This new variable targets better to nonentitlement areas with older
infrastructure and dilapidated housing that generally do not have the resources to address
that need.

Problem: College students in poverty. See explanation under Formula A.

Problem: Low slope due to population variable.

Solution: Reduce the weight on population from 20 percent to 10 percent, and increase
the weight on poverty to 40 percent.

Analysis: Population does not target to need; it simply targets to population regardless of
need. Poverty is a good indicator of need.

Chart 6-5 shows the targeting to need as a result of these changes. A tremendous improvement in
targeting is evident, with the alternative 1 per capita grants of nonentitlements tracking much
more closely to the needs index than the current formula.
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The regression analysis confirms this finding. Table 6-10 shows very clearly that the fairness (r-
square) is greatly improved overali and for both Formulas A and B. The slope is also
significantly improved, matching the target slope of 8.0 established with the needs index line.

Table 6-10. Regression Estimate of Targeting to Need Overall and by Formula for

Nonentitlement Alternative 1

Targeting to: Overall Formula A Formula B
Places R-square 0.838 0.838 0.905
(unweighted) Siope 8.1 86 57
Constant 12.5 13.0 11.7
People R-square 0.851 0.861 0.886
(weighted on Slope 7.9 9.0 5.4
population) Constant 421 118 115

Nonentitlement Alternative 2—Simple Formula for Targeting to Need

While alternative 1 does a very good job of improving targeting to need, nonentitlement
alternative 2 is designed to improve targeting to need with a simple formula mechanism. It uses
the same approach for developing a simple, single formula like that used for the entitlement
alternative 2. First, a set of variables that correlate well with the needs index factors were

identified, and then regression analysis was employed to weight those variables.
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Identifying the Variables

Table 6-11 shows the 10 variables used to create the nonentitlement needs index and how each
one correlates with factor 1, from highest correlation to lowest correlation. Factor 1 correlates
best with poverty, and poverty correlates well with unemployment, low education, concentrated

poverty, and overcrowding.

Table 6-11. Variables That Correlate Well With Nonentitlement Factor 1

Poverty
. || Rate for
Persons in
Family and
Elderly
ICommunity Development Need Measures Factor1_[Households
Factor 1 1.000 0.980
Poverty rate for p in family and elderly households, 2000 0.980 1.000
Population age 16-64 employed, 2000 -0.959 ~0.826
pioy Rate, 2000 0.933 0.908
ated poverty, 2000~ 0.864 0.808
pulation age 25-64 without a high school education, 2000 0.846 0.819
O d housing units, 2000 0.804 0.759
Pre-1970 housing occupied by a poverty renter 2000 0.595 0.579
headed h \ds with children under age 18, 2000 0.564 0.478
Pre-1950 housing occupied by a poverty household, 2000 0.098 0.153
[Percent b holds that heat with wood or bottled gas, 2000 0.067 0.077
*Percent of poor p in jurisdicti d in census tracts with more than 40 percent poverty.

Table 6-12. Variables Correlating Well With Nonentitlement Factor 2

Pre-1980
Housing

. Occupied

by Poverty

Community Development Nood Measures Factor 2l Household
Factor 2 1.000 0.969
Pre-1950 housing occupied by a poverty household, 2000 0.969 1.000
Pre-1970 housing occupied by a paverty renfer household, 2000 0.731 0.741
Percent households that heat with wood or bottled gas, 2000 0.236 0.117
Population age 16-64 employed, 2000 0.119 0.013
Poverty rate for persons in family and elderly , 2000 0.045 0.153
ated poverty, 2000* 0.042 0.160
Female-headed households with children under age 18, 2000 -0.040 ~0.066
Population age 25-64 without a high schoo! education, 2000 —0.091 -0.052
Linemploy rate, 2000 -0.118 0.012
Overcrowded housing units, 2000 -0.375 ~0.261

*Percent of poor persons in jurisdictions concentrated in census tracts with more than 40 percent poverty.
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As Table 6-12 shows, factor 2 has its high correlation with pre-1950 housing occupied by a
poverty household; that correlates well with pre-1970 housing occupied by a poverty renter
household. .

Finally, factor 3 approximates infrastructure need and, as Table 6-13 shows, correlates best with
units that heat with wood or bottled gas. Its next best correlation, 0.594, is with female-headed
households with children. Because of the concern that using the proxy variable of heating with
wood or bottled gas will create anomalies in funding due to likely regional bias, this report does
not recommend its use. On both factors 1 and 3, however, female-headed households with
children have moderately high correlations with the factors but not high correlation with either
poverty or pre-1950 housing occupied by a poverty household. This suggests that some elements
of community development need in nonentitlement areas that are not captured by poverty or pre-
1950 housing occupied by a person in poverty is captured by the variable female-headed
households with children.

Table 6-13. Variables Correlating Well With Nonentitlement Factor 3

] Percent liemfli-

J that Heat [H:

With Wood|  with

or Bottled | Chiidren

{Community Development Need Measures Factor3 Gas Under 18
Factor 3 1.000 0.761 0.594
iPercent households that heat with wood or bottled gas, 2000 0.781 1.000 0.184
Female-headed households with children under age 18, 2000 0.594 0.184 1.000
iPopulation age 25-64 without a high schooi education, 2000 0.280 0.111 0.652
Unemployment rate, 2000 -0.213 -0.054 0.371
IConcentrated poverty, 2000* -0.184 0.073 0.281
Overcrowded housing units, 2000 -0.166 ~0.017 0.306
Pre-1950 housi pied by a poverty h hold, 2000 -0.153 0.117 -~0.066
Pre-1970 housing occupied by a poverty renter household, 2000 -0.085 0.068 0.328
Poverty rate for persons in family and elderly households, 2000 ~0.047 0.077 0478
[Population age 1664 employed, 2000 0.021 0.021 ~0.630
*Percent of poor p in jurisdicti d in census tracts with more than 40 percent poverty

That leaves with three variables for a simple nonentitlement formula:
Family and elderly person in poverty.

= Housing built before 1950 occupied by a poverty household.
»  Female-headed households with children.
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Weighting the Variables

Next, these variables are weighted to best target to the nonentitiement needs index using
regression analysis. The results are as follows:

R*=0972

Family and elderly person in poverty = 0.624
Housing built before 1950 and occupied by a poverty household = 0.292
Female-headed households with children = 0.129

Rounding the coefficients results in the following formula:

[0.6 Povfam (a) + 0.1 FHH(a) + 0.3 AgePov(a) ]* Appropriations
Povfam (NENT) FHH (NENT)  AgePov (NENT)

where:
* (a) is the value for the jurisdiction.
e (NENT) is the value for all nonentitlement jurisdictions.
» Povfam is the number of persons below the poverty line living in family or elderly
households.
* FHH is the number of female-headed households with children.

* AgePov is the number of housing units older than 50 years and occupied by a poverty
household.
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This very simple formula targets very well to need. In addition to dramatically reducing the
number of anomalies in the formula, it also increases the slope of the overall allocation, Chart 6-
6 shows this alternative formula to allocate extremely closely to the needs index. Similarly,
Table 6-14 demonstrates that it targets better than alternative 1, with an r-square of 0.947. It has
a lower slope than alternative 1 (7.3 compared to 8.1), however, largely because it does not
allocate as much to Puerto Rico as alternative 1.

Table 6-14. People and Place Targeting With Puerto Rico

Targeting to; Current Alternative 1 Alternative 2
Places R-square 0.661 0.838 0.947
(unweighted) Siope 49 8.1 73
Constant 12.3 12.5 12.3
People R-square 0.621 0.851 0.931
(weighted on Slope 47 7.8 71
o Constant 121 12.1 12.1

N=51 for all regressions

Because Puerto Rico’s need is so much greater than the other states’, when it is included, the
results tend to distort how well the formula targets to the other 50 state nonentitlements. When
Puerto Rico is excluded from the regression analysis, as in Table 6-15, the value of the two
alternatives is clear. The current formula has almost no targeting to need (r-square = 0.294 and
slope= 2.4), alternative 1 improves the targeting and slope substantially (r-square = 0.697 and
slope = 5.4), and alternative 2 has the best targeting (r-square=0.909 and slope=6.2).

Table 6-15. People and Place Targeting Without Puerto Rico

Targeting to: Current Aiternative 1 Alternative 2
Places R-square 0.294 0.697 0.809
{unweighted) Slope 24 54 6.2
Constant 12.0 12.1 12.1
People R-square 0.281 0.790 0.900
(weighted on Slope 2.2 5.4 5.8
papulation) Constant 1.8 138 1.9

N=50 for all regressions

Table 6-16 shows that the funding reallocation from the less needy to the most needy grantees is
similar for the two alternatives. The least needy grantees would suffer decreases of 26 and 27
percent, on average, while the neediest grantees would experience gains of 23 and 19 percent.
Table 617 shows that alternative 2 causes larger shifts in funding than alternative 1; in both
cases, however, the funding gains and losses are largely in the +/-20 percent range.
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Table 6-16. Nonentitlement Fund Redistribution by Needs Quintile

Percent Change From
Per Capita Grant Current

Percentiles Alternative Alternative|Alternative Alternative
of CD Need | States | Current 1 2 1

Low 10 $10.07 $7.46 $7.31 -26 C 27

2 10 $11.12 $9.93 $9.77 -1 -12

3 11 $11.40 $11.12 $11.71 -2 3

4 10 $12.41 $12.90 $13.02 4 5

High 10 $15.68 $19.29 $18.68 23 19

Total 51 $12.09 $12.09 $12.09

..... - wm e R . -.- . w

1.6 2.
Note: Per capita grants weighted on population.

Table 6-17. Percent of Nonentitlement Grantees Gaining/Losing Funds by Nonentitlement
Formula Alternatives

Percent Grant Change Alternative 1 | Alternative 2
Loss greater than 40% ) 0.0 3.9
Loss 20 to 40% 1786 18.7
Loss 10 to 20% 17.6 27.5
Loss 0 to 10% 3.9 3.9
Gain 0 to 10% 314 11.8
Gain 10 to 20% 176 78
Eﬂ 20 to 40% 11.8 238
!Gain greater than 40% 0.0 5.9
(Totat 100.0 1000
N=51

Finally, Table 6-18 shows that, just as with the entitlement formula alternatives, the New
England region loses the most, followed by the Midwest and New York/New Jersey region. Most
of the nonentitlement areas in these regions receive substantial funding from the pre-1940
housing variable, and shifting this variable to pre-1950 housing occupied by poverty households
has a significant negative impact on those grants. The Pacific/Hawaii region gains with
alternative 1 but loses under alternative 2 because of overcrowding, which is a variable under
alternative 1 but is not included in alternative 2.
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Table 6-18. Regional Shifts in Funding Due to Nonentitlement Alternatives 1 and 2

Percent Change from

Average Per Capita Grant Current
Alternative | Alternative | Alternative | Alternative

Region States Current 1 2 1 2
New England 6 $11.40 $7.93 $7.69 -30 -33
New York/New Jersey 2 $14.12 $11.26 $11.11 ~-20 ~21
Mid-Atlantic 5 $11.45 $11.72 $12.04 2 5
Southeast 8 $10.81 $11.91 $12.97 10 20
Midwest 6 $11.08 $8.96 $9.16 -19 -17
Southwest 5 $12.81 $14.99 $15.01 17 17
Great Plains 4 $11.97 $11.04 $11.31 -8 -6
Rocky Mountain 6 $10.43 $10.77 $10.86 3 4
Pacific/Hawaii 4 $15.09 $16.97 $12.84 12 ~16
Northwest/Alaska 4 $11.52 $12.12 $11.66 5 1
Puerto Rico 1 $39.89 $52.31 $43.78 31 10
Total 51 $12.09 $12.09 $12.09
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Chapter 7. Impact of New Metropolitan Area Definitions

The Office of Management and Budget’s (OMB’s) new metropolitan area (MA) definitions
could potentially add 78 cities and 12 urban counties to the Community Development Block
Grant (CDBG) entitlement universe. In addition, the new definitions change the denominator
totals for all the entitlement variables except growth lag. Although the new definitions are in
effect for the Fiscal Year (FY) 2004 allocation, not all the potential jurisdictions have elected to
become entitlements. This chapter describes the potential impact of the new OMB MA
definitions along with the actual impact in FY 2004 of the new definitions on the current
formula.

Background

Nearly every year, additional communities become eligible for CDBG entitlement status. Table
7-1 shows the annual growth of the number of entitlement grantees since the program began in
FY 1975. Over the course of 30 years, the number of entitlement communities has almost
doubled from 606 in FY 1975 to 1,105 grantees in FY 2004. Chapter 2 explains the criteria for a
community to become eligible as an entitlement. Basically, all center cities/principal cities,”
other cities in MAs with populations that exceed 50,000, and counties with populations greater
than 200,000 (excluding entitlement cities in the county) are eligible.

Table 7-1. Number of CDBG Entitlement Grantees FYs, 1975-2004

increase Increase
From From
Urban Previous Urban Previous
FY Cities C i Total Year FY Cities _ Counti Total Year
1975 533 73 606 - 1980 741 125 866 8
1976 533 75 608 2 1991 757 125 882 16

1977 548 78 624 16 1892 758 131 889 7
1978 559 81 640 16 1993 756 133 889 None
1979 562 84 646 6 1994 802 135 937 48
1980 579 85 664 18 1895 808 138 946 9
1981 583 86 669 5 1996 815 139 954 8
1982 636 96 732 63 1897 834 141 975 21
1983 837 98 735 3 1998 841 145 986 11
1984 691 104 795 60 1989 842 147 989 3
1985 707 107 814 18 2000 859 149 1008 19
1986 7 116 827 13 2001 860 153 1013 5
1987 712 115 827 None | 2002 865 158 1024 10
1988 738 121 857 30 2003 875 159 1034 11
1989 737 121 858 1 2004 941 164 1108 71

When new entitlement communities are added to the CDBG entitlement universe, their data
move from being funded from the 30 percent nonentitlement pool of funds to the 70 percent

! 'The OMB metropolitan area definitions eliminate the center city concept and replace it with principal city.
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entitlement pool of funds®. With no change in appropriation amounts, this means that
entitlements have to share the same amount of funds among more grantees, while
nonentitlements keep their 30 percent share of funds but serve fewer people.

Generally, there are substantial increases in the number of grantees when either new population
estimates are provided or OMB changes the definitions of MAs. Sometimes, as in FY 2004, both
events occur. Population counts are updated every 1 to 3 years, depending on when the Census
Bureau makes them available. Once a decade, since the 1950 decennial census, the OMB
reviews and revises the MA classification standards before applying them to new decennial
census data.

OMB’s new standards for MAs based on Census 2000 data went into effect in May 2003. The
latest OMB revision to the MA criteria is more comprehensive than the Census 1990 revisions.
The most important changes concern the substitution of counties for towns as the building block
for MAs in New England and the use of principal cities instead of central cities in naming MAs.
Table 7-1 shows that the combination of these new definitions and the Census Bureau’s 2002
population estimates increased the number of entitlement grantees by 71—66 cities and 5 urban
counties. :

New England

Since the beginning of the MA program in 1950, OMB has used towns as the building block for
MAs in New England while using counties elsewhere. OMB explained its decision to change to
county areas in New England as a way to improve usability to producers and users of data; this
would make data for MAs in all parts of the country directly comparable. The new rule means
that, for the first time in the CDBG program, county areas in New England will meet the urban
county statistical eligibility test. All the land area of an urban county must be included in an MA,
and its population must be at least 200,000, excluding any CDBG-designated metropolitan cities.
The potential impact of this change is the addition of 12 counties in New England, qualifying
collectively for up to $45 million in CDBG funding.®®

The grant allocations for these urban counties will be higher than the typical new urban county
elsewhere in the country. Typically, CDBG recognition ocours when a county’s population
exceeds 200,000. Most New England counties have populations much higher than the minimum,
ranging from 400,000 to 1 million. Because these New England county areas do not have
organized county governments to administer the Urban County program, however, they need to
explore the options for creating a consortium of cities and towns to manage an Urban County
CDBG grant. This means that it may be some years before all the eligible urban counties join the
program. Applying the new MA criteria to Census 2000 data does not statistically qualify any
new urban counties in any other regions, but because the New England counties are so large, a
potential exists for their inclusion in the formula to have a major effect.

“? Bxcept if they come out of an existing urban county. These communities only effect the allocation of the urban
county they are separating from.

# Assumes the FY 2002 appropriation level with new MA denominators. Does not include Census 2002 population
estimates.
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None of the 12 New England counties that are now eligible due to the change in OMB MA
definition, however, were able to organize to become grantees in FY 2004. The five new urban
counties created between FY 2003 and FY 2004 were not in New England and all are a result of
the new 2002 population estimates, not the change in OMB MA definition. In terms of new
urban counties, the new OMB MA definitions have yet to have an impact.

Principal Cities

OMB’s new procedures emphasize urbanized areas and urban clusters as the organizing entities
for MAs. OMB concluded that the identification of central cities as required by the 1990
standards for qualifying and defining areas is no longer necessary. OMB also concluded that
central cities have become less dominant in the local context over time. Nevertheless, the Office
recognized that specific cities are important for analytical purposes as centers of employment,
trade, entertainment, and other social and economic activities. Therefore, OMB developed
statistical criteria for identifying principal cities and uses these cities to name MAs.

Table 7-2. New Principal Cities by Region

Number
Included in Amount of
Number FY 2004 Impact in FY
Region Eligible Allocation | 2004 ($000)
New England 3 1 $542
New York/New Jersey 4 4 $2,562
Mid-Atlantic 8 8 $3,630
Southeast 20 13 $5,624
Midwest 11 9 $6,796
Southwest 3 3 $1,223
Great Plains 3 3 $1,239
Rocky Mountain 3 3 $1,633
Pacific/Hawaii - 8 5 $2,498
Northwest/Alaska g 7 $2,566
Puerto Rico 6 6 $9,260
Total 78 62 $37,578

The CDBG statute defines the scope of the “Metropolitan City” entitlement community category
as being the MA central cities plus any other city of 50,000 or more population in an MA. OMB
determined that, because the CDBG program is focused on economic growth centers,
substituting principal cities for central cities was an appropriate technical change and issued
regulations to substitute MA principal cities for central cities in the CDBG entitlement program.

Table 7-2 shows the regional distribution of the 78 new MA principal cities that are not already
CDBG metropolitan cities or part of an existing urban county, and the 62 that elected to be
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included for the FY 2004 CDBG funding allocation.* The 62 that elected to be included in the
FY 2004 CDBG allocation receive about $37.6 million.

Because none of these locations has populations of more than 50,000, they each have a relatively
small impact on the formula. Collectively, however, their impact is relatively high for a single
year. For comparison, over a 10-year period between FY 1993 and FY 2002, 81 entitlements
were added that had not previously been part of an urban county. Of these, 15 were urban
counties and 66 were new cities. These 81 entitlements received $79.8 million in FY 2002
(Richardson, Mechan, and Kelly. 2003).

The remaining four cities that became eligible for funding in FY 2004 did so because the Census
2002 population estimates indicated that their population exceeded 50,000.

“Grandfathering”

The new MA{ also move the CDBG program in a new direction on “grandfathering,” or the
continued designation as a Metropolitan City entitlement grantee, even though the jurisdiction
does not meet the current standards. A grandfathering requirement in CDBG retains locations as
grantees when their population falls below the threshold of 200,000 for urban counties and
50,000 for cities that are not central cities. Four former central cities that retain their place in an
OMB-defined MA will be added to the group of grandfathered metropolitan cities. This aspect of
grandfathering is not unprecedented because the four retain their classification as being parts of
an MA. Nine other CDBG metropolitan city grantees will be removed from the MA roster all
together. The nine will be OMB principal cities; however, they will be in “micropolitan,” rather
than metropolitan, areas. Finally, two more CDBG metropolitan cities with populations less than
50,000 will be part metropolitan and part micropolitan. Each city is in two counties, with one
county retaining MA status and the other being demoted by OMB to micropolitan status. The
“grandfathering” of these 11 places means that the CDBG formula will have areas represented in
the numerator that are not included in the denominator of the Formula A and Formula B
calculations.

Formula Denominator

Chapter 2 describes the mechanics of the CDBG formula. One component of the CDBG formula
is that the allocation of funds on four of the five CDBG variables (population, poverty, pre-1940
housing, and overcrowding) is based on a jurisdiction’s share of the metropolitan total on each of
those variables. When the MA definition changes, so does the denominator.

The new MA definitions add 294 counties and remove 75 counties from the universe of counties
included as metropolitan. Table 7-3 summarizes the national old and new metropolitan totals for
each of the four applicable variables for the previous and current MA definitions. For all four
variables, the metropolitan totals increase. An increasing denominator and a fixed numerator

“ In addition to the 78 cities noted, 16 other principal cities are enrolled participants in CDBG urban counties and
will be eligible for metropolitan city designation when the urban county ag is up for al. Cities coming
out of urban counties have less effect on other entitlement grantees because their data are already accounted for in
the entitlement side of the formula.
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result in every jurisdiction experiencing a decline in share. If the CDBG universe remains
constant, a decline in share means that the pro rata reduction also decreases. That is, jurisdictions
that are funded heavily under the variables with the smallest denominator, such as overcrowded
housing, would experience increases in funding. Jurisdictions funded heavily by the poverty
factor would experience decreases in funding.

Table 7-3. Changing MA National Totals for CDBG Variables, Census 2000 Data

Denominator | Denominator

Total for Old | Total for New Percent
Variable MA Definition | MA Definition | Change Change
Popuiation 229,192,836 | 236,197,894 7,005,058 3.1
Poverty 27,561,898 28,648,340 1,086,442 3.8
Overcrowding 5,561,631 5,666,143 114,512 241
Pre-1940 Housing 12,974,750 13,348,818 374,068 29

Of course, as noted above, the universe is not a constant. The new MA definitions also increase
the number of entitlement grantees drawing from the 70 percent entitlement pot of funds. This
takes away from all the existing entitlement grantees. Thus, jurisdictions largely funded by
poverty take an even larger reduction in funding while jurisdictions primarily funded by
overcrowding receive smaller funding increases, and sometimes even decreases. Chapter 8
describes the history of the 70/30 split and options for changing the split or eliminating it
altogether.
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Chapter 8. The 70/30 Split

Since 1981, nonentitled portions of states have received 30 percent of the Community
Development Block Grant (CDBG) formula allocation while entitlement areas have received 70
percent. Chapter 7 revealed that many new cities and urban counties were added to the
entitlement share of the formula from the nonentitlement share. This chapter offers several
alternatives to the 70/30 split between entitlement and nonentitlement communities.

Background

Since 1981, the CDBG statute has required that 70 percent of CDBG funds allocated by formula
o to entitlement jurisdictions, and the other 30 percent go to nonentitled communities. Since
1981, however, more and more communities have achieved entitlement status. The result is that
an ever-increasing share of the population is served by 70 percent of the funds, while the 30
percent share serves a diminishing share of the population.

The original CDBG formula (Section 106 of the Housing and Community Development Act of
1974) allocated 80 percent of grant amounts tO metropolitan areas (MAs) and 20 percent to non-
MAs. “Hold harmless” communities—that is, nonentitlement communities funded under the
prior programs’ classifications—were funded from the 80 percent share, and the remaining funds
were allocated by formula to entitlement grantees. The entire metropolitan share was not
allocated; the remainder of the 80 percent share was then distributed by formula to HUD field
offices to be allocated to the MAs’ nonentitlement areas of the jurisdiction they served. Thus, the
split between entitlements and nonentitiements could fluctuate, depending on the portion of the
formula variables in MAs and entitlement communities (as well as the need to phase out the hold
harmless grantees from the prior programs). In the early days of the CDBG program, this
resulted in nonentitlement areas receiving between 20 and 25 percent of the funds.

In 1981, the Omnibus Budget Reconciliation Act offered states the option of administering the

CDBG program for their nonentitled jurisdictions. This statute also established that nonentitled
areas would receive 30 percent of the CDBG allocation available for formula distribution. The

last major modification to the formula, it was first used for distributing funds in 1982.

Table 8-1. Population When the 70/30 Split Was Established

1982 Percent of: Entitled Areas Nonentitled Areas
Population 55 45
Formula funds 70 30

It is instructive to note that when Congress established the entitlement and nonentitlement shares,
this represented an increase in funding for nonentitlements and a decrease for entitlements.
Previously, entitlements received approximately 75 percent of the funds; the 1981 enactment of
the 70/30 split reduced this to 70 percent. Congress did this adjustment knowingly, stating in the
legislative history of the Omnibus Reconciliation Act of 1981 * the increased amount for
nonentitled areas is more in keeping with their relative needs”. As Table 8-1 shows, even after

9




334

CDBG Formula Targeting to Community Development Need

this adjustment, only 55 percent of the population at the time was in entitlement jurisdictions.
The CDBG per capita grant for nonentitlements was substantially less than that for entitlements.

Changes Since 1982

In the two decades since the 70/30 split was enacted, changes in entitlement geography and
demographics have caused funding to shift more toward nonentitlement areas. In 1982, there
were 732 entitlement jurisdictions. By 1993, this number grew to 889, a 21 percent increase. In
2004, the number is 1,105.

While the number of entitiement communities steadily increased, the 70 percent share has
remained constant. As cities and counties grow to reach the threshold for entitlement status, they
qualify for a share of the 70 percent entitlement share. Although communities sometimes lose
population and drop below the threshold for entitlement status, Congress has always
grandfathered them and enabled them to retain their entitlement status.

New entitlements do not necessarily indicate a transfer of population from nonentitlement areas
to entitlement areas. Some new entitlements result from smaller, nonentitled locations meeting or
exceeding the population thresholds, and thereby qualifying for entitlement status. Other new
entitlements occur when cities that are part of urban counties (and therefore already entitled)
becoming entitled separately. In these situations, the total population competing for the 70
percent entitlement share does not increase. The portion of the country drawing from the 70
percent entitlement share, however, will continue to Zrow.

Table 8-2. Change in Share of Population Since 1982

Percent of: Entitled Areas Nonentitled Areas
1982

Population 55 45

Poverty population 54 46

2003

Population 62 38

Poverty population 64 36

2004

Population 64 36

Poverty population 65 35

Table 8-2 illustrates the change in entitled areas relative to nonentitled areas since 1982. In 1982,
the 70 percent share of the formula served 55 percent of the total population and 54 percent of
the poverty population. By 2003, because a sufficient number of the previously nonentitlement
areas become entitled, the 70 percent share served 62 percent of the total population and 64
percent of the population in poverty.
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The lower portion of Table 8-2 indicates that the flow of funding away from entitlement
jurisdictions will continue when the new MA definitions are applied in 2004.*> Whereas in 2003,
the 70 percent entitlement share served 62 percent of the population, when the new MA
definitions are applied, this same share will serve approximately 64 percent of the population.

Options for Determining Entitlement and Nonentitlement Shares

This report offers no criteria for determining whether the 70/30 split is appropriate. It also
presents no arguments as to the relative share of CDBG that should go to entitlement areas
versus nonentitlement areas. If when Congress enacted the 70/30 split, this share was
appropriate, the present allocation has come to overfund the nonentitlement areas. In 2003, if
entitlement grantees were funded on a per capita basis similar to in 1982, approximately 79
percent of the formula amounts should go to entitlements, compared with the actual 70 percent
that is required by law. If the appropriate share is a per capita grant in nonentitlement areas that
is equivalent to that in entitiement areas, however, the formula, while evolving in that direction,
has not yet reached that distribution.

Retain the 70/30 Split

Despite the continued loss of funding share for entitlement areas, on a per capita or per person in
poverty basis, entitlement areas still receive more than nonentitlement areas. Thus, it may be
argued that no change is needed in the immediate future. When, as appears inevitable, the
nonentitiement share of population or poverty population drops below 30 percent, it would seem
appropriate to adjust the nonentitlement share of formula funds downward from 30 percent to
reflect this decline in population. For example, if the population or poverty population of
nonentitlement areas fell to 25 percent of the national total, it would make sense to adjust the
70/30 split to 75/25 to allow approximate per capita parity for entitlements and nonentitlements.

Adjust the 70/30 Split to Reflect the Changes in Population Since 1982

When Congress enacted the 70/30 split, it decided, in effect, that 70 percent of funds should go
to the 55 percent of the population that lived in entitlement communities. In other words, every 1
percent of the population in entitlement areas ought to receive about 1.27 percent of the funds
allocated by formula. The 70/30 split could be adjusted continually to reflect this ratio.
Alternatively, a similar ratio based on any time since 1982 could be adopted. If the formula were
to freeze the actual 2003 ratio, for example, it could be continually adjusted so that every 1
percent of the entitled portion of the population received 1.13 percent of the funds allocated by
formula.

Adopt a Fair Share Formula

A fair share formula would automatically apportion formula funds between entitlement and
nonentitlement areas. Rather than specify a static 70/30 split, a single formula could be used to

% The Census 2002 population estimates are being applied in 2002; they are not accounted for in this table. As in
past years, their affect is to further increase the portion of the population in entitlement jurisdictions,
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allocate all of the funds. Then, all jurisdictions would receive funds proportionate to their share
of need as measured by the formula variables, and the entitlement/nonentitlement split would
fluctuate annually. To implement this type of formula, it would probably be a good idea to make
the entitlement and nonentitlement formulas more similar than they are now.

Entitlement alternatives 2 or 3 and nonentitlement alternative 2 in Chapter 6 provide one concept
of a fair share formula that could be used to either determine the entitlement/nonentitlement split
or eliminate the split completely and allocate the funds to entitlements and nonentitlements with
a single formula. Entitlement alternatives 2 and 3 and nonentitlement alternative 2 share three
common variables: poverty, pre-1950 housing occupied by a poverty household, and female-
headed households with children. The entitlement formula alternatives include the additional
variable of overcrowding.

If formula alternative 3 from Chapter 6 is used as a single formula for both entitlements and
nonentitlements, with no funding split, the formula would look as follows:

(0.5Povfam(a) + 0.1 FHH({a) +0.3 AgePov(a) +0.1 Ocrowd (a))* Appropriations
Povfam(TOT) FHH(TOT)  AgePov (TOT) Ocrowd (TOT)

where:
* (a) is the value for the jusrisdiction.
* (TOT) is the value for all grantees, entitlement and nonentitlement.
* Povfam is the number of family and elderly person in poverty.
= FHH is the number of female-headed households with children.
* AgePov is the number of housing units older than 50 years and occupied by a poverty
household.
* Ocrowd is the number of overcrowded housing units.

The adjustment of entitlement alternative 3 is then applied where the per capita income
Metropolitan Statistical Area/local per capita income (with caps) ratio remains constant at 1.0 for
states. A pro rata adjustment is applied. The funding split is 69 percent for entitlements and 31
percent for nonentitlements.*®

“ Unlike the alternatives discussed in Chapter 6 that used the FY 2002 universe of grantees, this alternative uses the
FY 2004 universe of grantees,
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Chapter 9. Conclusion

The National Research Council’s Panel on Statistical Issues in Allocating Funds by Formula
(Louis, Jabine, and Gerstein 2003) recommends that policymakers periodically review formula
allocation programs to assess whether they are performing as intended. For the Community
Development Block Grant (CDBG) formula, there have been five major assessments of the
formula since 1974.

The first assessment was used to develop the formula that has been in place since 1978.
Subsequent assessments determined that over 30 years, the extent to which the variables used in
the CDBG formula target toward community development need has declined. Over time, (1) an
increasing number of jurisdictions with the same need receive substantially different grants, and
(2) the amount of funds going to the neediest on a per capita basis has decreased, while the
amount of funds going to the least needy on a per capita basis has increased. The formula,
however, generally continues to target to need. Among the entitlement communities, on a per
capita basis, the most needy 10 percent of communities receive four times as much as the least
needy 10 percent of jurisdictions.

The entitlement formula’s declining targeting can be attributed to several items: (1) the formula
factors in Formula B create significant anomalies where similarly needy communities get
substantially different per capita grant amounts; (2) the formula factors in Formula A result in an
allocation in which there are few anomalies but the most needy grantees do not receive much
more on a per capita basis than the least needy grantees; and (3) across the board, a Formula A
jurisdiction with the same need as a Formula B jurisdiction receives a smaller per capita grant
amount.

The lack of targeting to need in the nonentitlement formula can largely be attributed to the
difficulty of defining need for nonentitled areas. Because of this difficulty, the original
nonentitlement formula was created as a simplified version of the entitlement allocation. The
result is a nonentitlement formula that is very flat in its allocation to need because of a very high
weight on population. In addition, the pre-1940 housing variable in Formula B and the
overcrowding variable in Formula A appear to create several anomalies in targeting to the states.
The one exception is Puerto Rico; Puerto Rico’s need is extremely high in nonentitled areas, and
that need is appropriately targeted in the current formula.

One advantage of a formula allocation versus other funding methods, as identified by the
National Research Council (Louis, Jabine, and Gerstein 2003), is that a formula creates “the
appearance, if not always the reality, of a sound analytic process.” For the CDBG program,
Chapters 6 and 8 of this report provide such a sound analytic process for creating, effectively,
four different formula alternatives. The first three alternatives maintain separate formulas for the
entitlement and nonentitlement program, retaining the current 70/30 split. The fourth alternative
funds entitlements and nonentitlements under the same single formula. Appendix B provides the
equations for each alternative.
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* Alternative 1. The current formula, with severa} technical adjustments to reduce the
number of funding anomalies. This alternative combines the entitlement and
nonentitlement alternative 1 options described in Chapter 6.

* Alernative 2. A simple formula designed to most effectively target to the needs index.
This alternative combines the entitiement and nonentitlement alternative 2 options
provided in Chapter 6.

® Alternative 3. A simple formula that allocates substantially more funds than alternative 2
to the most needy jurisdictions, particularly jurisdictions suffering from age and decline,
and significantly fewer funds to the least needy jurisdictions. This alternative combines
the entitlement alternative 3 and nonentitlement alternative 2 explained in Chapter 6.

* Alternative 4. A single formula based on alternative 3 that allocates all the formula funds
using a single formula to both the entitlement and nonentitlement grantees. Chapter §
contains a discussion of this alternative.

This report concludes that serious consideration should be given to changing the formula to
improve its targeting to need. Any of the alternatives proposed in this report would accomplish
this goal. The Department looks forward to working with the Congress, CDBG grantees, and
other stakeholders to discuss these alternatives.

Finally, the National Research Council’s first recommendation regarding formula allocation
programs states “...legislators should consider giving some flexibility to program agencies,
especially in determining what data sources and procedures should be used to produce estimates
of the components of allocation formulas” (Louis, Jabine, and Gerstein 2003). Allowing a degree
of flexibility to HUD to make regulatory adjustments to the CDBG formula, as currently allowed
under the HOME program, may, in the future, help to avoid the significant swings in funds
necessary at this time to improve formula targeting.
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Appendix A. Targeting to Individual Measures of Need

Appendix A shows how well the current formula, the three alternatives for entitlements, and the
two nonentitlement alternatives target to individual measures of community development need.

Entitlement Grantees

Factors
Table A-1. Place Targeting—Regression Statistics
Targeting to: Current Alternative 1 Alternative 2 Alternative 3
Factor 1 R-square 0.497 0.771 0.922 0.893
Slope 8.5 10.2 8.7 11.0
Constant 18.1 17.2 16.6 17.3
Factor 2 R-square 0.197 0.076 0.000 0.031
Slope -5.4 -3.2 -0.1 -2.1
Constant 18.1 17.2 16.6 17.3
Factor 3 R-square 0.074 0.018 0.002 0.004
Slope -3.3 -1.5 0.4 —0.8
Constant 18.1 17.2 16.6 17.3
N=899 for all regressions
Income Measures
Table A-2. Place Targeting—Regression Statistics
Targeting to: Current Alternative 1 Alternative 2 Alternative 3
Persons in family R-square 0.303 0.617 0.892 0.733
orelderly Siope 89.8 127.1 125.2 139.8
households in Constant 85 38 34 25
poverty
Extremely Low- R-square 0.469 0.582 0.620 0.715
income Siope 137.0 151.4 128.1 169.4
Households* Constant 0.1 27 0.2 5.1
MSA per capita R-square 0.183 0.285 0.310 0.428
income/local per Slope 20.2 251 214 31.0
capita income Constant ~38 97 64 ~16.1
Concentrated R-square 0.087 0.228 0.406 0.279
poverty Slope 28.2 453 49.5 50.5
Constant 16.9 15.3 14.5 15.2

N=1,024 for all regressions

*Family and elderly households with incomes less than 30% of HUD area median family income
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High Consumers of Support Services

Table A-3. Place Targeting—Regression Statistics

Targeting to: Current Alternative 1 Aiternative 2 Alternative 3
Persons over 25 R-square 0.158 0.391 0818 0.503
without a h‘Qh' Slope 51.1 79.8 81.9 91.2
school education Constant 99 16 3.6 28
Female-headed R-square 0.364 0.446 0.410 0.540
households with Slope 4623 507.6 399.0 563.3
children under the ™ Eongtant 08 16 19 -36
age of 18
N=1,024 for all regressions
Decent Housing

Table A-4. Place Targeting—Regression Statistics

Targeting to: Current Alternative 1 Alternative 2 Aiternative 3
Pre-1950 housing R-square 0.745 0.715 0.473 0.672
with poverty Slope 3241 315.0 209.9 308.2
household Constant 73 6.9 9.8 7.2
Pre-1970 housing R-square 0.614 0.690 0.609 0.733
with a poverty Slope 240.8 2533 195.0 263.3
renter household Constant 6.0 4.7 7.0 42
Overcrowded R-square 0.013 0.103 0.270 0.134
housing Siope 19.1 53.9 71.5 62.0

Constant 16.9 13.8 12.1 13.4
N=1,024 for all regressions
Crime
Table A-5. Place Targeting—Regression Statistics
Targeting to: Current Alternative 1 Alternative 2 Alternative 3
Crime* R-square 0.160 0.295 0.413 0.387
Siope 1.1 14 1.3 1.6
Constant 12.3 9.8 9.7 8.6
N=899 for all regressions
* Number of murders, assaults with p idents of i laughter, and robberies per 1,000 persons in 2001,
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Population Trends

Table A-6. Place Targeting—Regression Statistics

Targeting to: Current Alternative 1 Alternative 2 Alternative 3
Population loss, R-square 0.648 0.475 0.164 0.288
1960-2000 Slope 99.1 842 40.1 66.1

Constant 14.2 14.1 15.2 14.9
Population loss, R-square 0.368 0.283 0.108 0.182
1990-2000 Slope 249.6 217.3 109.0 1757
Constant 15.3 14.9 15.6 15.5
N=1,024 for all regressions
Unemployment
Table A-7. Place Targeting—Regression Statistics
Targeting to: Current Alternative 1 Alternative 2 Alternative 3
Unemployment R-square 0.309 0.539 0.721 0.635
Slope 206.9 270.9 256.7 296.6
Constant 4.7 0,2 0.2 -1.8
N=1,024 for all regressions
State Grantees, Excluding Puerto Rico®
Factors
Table A-8. Place Targeting—Regression Statistics
Targeting to: Current Alternative 1 Alternative 2
Factor 1 R-square 0.181 0.743 0.705
Slope 16 4.8 47
Constant 12.0 12.3 12.2
Factor 2 R-square 0.161 0.050 0.228
Slope 0.9 0.7 1.6
Constant 11.8 11.7 11.6
Factor 3 R-square 0.001 0.097 0.215
Slope 065 1.1 1.7
Constant 11.8 11.7 11.6

N=50 for all regressions

7 As noted in Chapters 5 and 6, Puerto Rico’s very high need in nonentitlement areas relative to the other states
distorts the regression estimates on the overall targeting of the nonentitlement formula.
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Income Measures

Table A-9. Place Targeting—Regression Statistics

Targeting to: Current Alternative 1 Alternative 2
Persons in family R-square 0.140 0.720 0.832
oreiderly Slope 23.1 77.9 84.0
households in Constant 96 44 37
poverty
Extremely low- R-square 0.166 0.551 0.570
income . Slope 52.5 142.0 144.9
households Constant 6.1 -3.6 ~4.0
Concentrated R-square 0.142 0.332 0.370
poverty Slope 13.1 29.7 31.5

Constant 11.3 10.5 104

N=50 for all regressions
* Family and elderly households with incomes less than 30 percent of HUD area median family income.

High Consumers of Support Services

Table A-10. Place Targeting—Regression Statistics

Targeting to: Current Alternative 1 Alternative 2
Persons age 25 R-square 0.001 0.254 0.378
to 64 without a Slope 14 325 39.8
high school Constant 116 7.0 59
education
Female-headed R-square 0.059 0.256 0.337
households with Siope 118.6 367.4 423.2
children under the Constant 87 21 0.5
age of 18 i ) i

N=50 for ail regressions

Decent Housing
Table A-11. Place Targeting—Regression Statistics
Targeting to: Current Alternative 1 Alternative 2

Pre-1950 housing R-square 0.200 0.061 0.216
with poverty Slope 1047 86.0 1622
household Constant 9.0 94 7.3
Pre-1970 housing R-square 0.303 0.321 0.489
with a poverty Siope 168.2 257.3 318.6
renter household Constant 7.2 48 30
Overcrowded R-square 0.164 0.408 0.061
housing Slope 32.5 76.1 29.5

Constant 10.6 9.0 10.6

N=50 for all regressions
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Unemployment
Table A-12. Place Targeting—Regression Statistics
Targeting to: Current Alternative 1 Alternative 2
Unemployment R-square 0.123 0.494 0.284
Slope 52.5 156.4 119.0
Constant 8.9 3.3 5.2
N=50 for all regressions
Infrastructure
Table A-13. Place Targeting—Regression Statistics
Targeting to: Current Alternative 1 Alternative 2
Households using R-square 0.026 0.097 0.168
bottled gas or Slope 50 14.5 19.1
wood as primary Constant 10.9 9.1 82
heating fuel

N=50 for all regressions
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Appendix B. Impact of Alternatives on Individual Grantees

Individual Grants—Formula Targeting

Appendix B shows the individual grants for the alternative formulas presented in this report. For
each grantee, this appendix specifies the actual Fiscal Year (FY) 2004 allocation, the allocation
using the FY 2004 appropriation and grantee universe for each of the suggested four alternative
grants,*® and the percent change for each alternative when compared to the FY 2004 allocation.

For simplicity, alternative 1 combines entitiement alternative 1 and nonentitlement alternative 1.
Similarly, alternative 2 is entitlement alternative 2 and nonentitlement alternative 2. Alternative 3
is entitlement alternative 3 and nonentitlement alternative 2. Alternative 4 is the single formula
with no 70/30 funding split between entitlements and nonentitlements described in Chapter 8.

Entitlement Communities where:
Formula A: » (a}is the value for the
jurisdiction.
[025 Pop(a) + 0.5 Pov{a) + 0.250c¢crowd (a)] x $3.032 billion * (MA) is the value for all
Pop (MA}) Pov (MA} Qcrowd (MA} Metropolitan Areas
{(MAs).

Formula B for cities:

[0.2 Glag (a) + 0.3 Pov{a} + 0.5 Age (a)] x  $3.032 billion

(MC} is the value for ali
entitlement cities.
{ENT} is the value for all

Glag (MC) Pov (MA} Age (MA) entitlement jurisdictions
(cities and urban
Formula B for urban counties: counties).
= (NEnt) is the value for all
[0.2Glag(a + 03 Pov{a) + 0.5 Age(all x  $3.032 billion nonentitled areas
Glag (ENT) Pov (MA) Age (MA) nationwide.

States (Nonentitlements)

Pop is the total resident
popuiation.

Formula A: = Povis the number of
persons below the
[025 Pop(a} + 0.5 Pov{a) + 0.25Qcrowd (a)] x $1.299 billion poverty level
Pop (NEnt) Pov (NEnt) Ocrowd (NEnt) = QOcrowd is the number of

overcrowded housing

Formula B: units.

Age is the number of

(0.2 Pop (a) + 03 Pov{a} + 05 Age (a) ) x $1.299 billion housing units built before
Pop (NEnt) Pov (NEnt) Age (NEnt) 1840,

-

Glag is the population
growth lag.

Chart B-1. FY 2004 Formula and the Four Alternatives

“* The base report is based on the FY 2002 appropriation amount and universe of grantees, These FY 2002
comparison runs did not subtract Native Americans living in Indian areas from the calculations; the formula runs in
Appendix B, however, do.
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Entitlement Communities

Formula A:
{0.1 Pop (8} + 06 Povfam{a) + 0.3 Qcrowd {a)] x $3.032 billion
Pop (MA} Povfam (MA) Ocrowd (MA}

Formula B for cities:

[0.1 GLagadj{a) + 0.4 Povfam(a) + 0.5 Agepov(a) ] x $3.032 billion
GlLagadj (MC) Povfam (MA) Agepov (MA)

Formula B for urban counties:

[(0.1 Glagadj(a)_+ 0.4 Povfam(a) +0.5
Glagadj (ENT) Povfam (MA)

Agepov (a) 1 x $3.032 bilion
Agepov (MA)

States (Nonentitlements)

Formula A:

[(0.1 Pop(a) + 065Poviam(a) + 0.25Qcrowd (a)] x $1.299 billion
Pop (NEnt) Povfam (NEnt) Ocrowd (NEnt)

Formula B is:

[0.1 Pop (a + 04 Povfam(a) + 0.5 Agepov(a) 1 x $1.299 billion
Pop (NEnt) Povfam (NEnt) Agepov (NEnt)

where:

« (a} is the value for the
jurisdiction.

= (MA} is the value for all

MAs.

(MC}) is the value for all

entitlement cities.

(ENT) is the value for ail

entitlement jurisdictions

(cities and urban counties).

(NEnt) is the value for alt

nonentitled areas

nationwide.

Pop is the total resident

population.

Povfam is the number of

persens in poverty living in

a family or elderly

household.

Ocrowd is the number of

overcrowded housing units.

Agepov is the number of

housing units built before

1950 with a poverty

household.

Glagadj is the population

growth lag adjusted down

for communities with high

per capita income and low

poverty.

Chart B-2. Alternative 1

Entitlement Communities

[0.5 Povfam {a) + 0.2 Qcrowd {a) +

0.1 EHHKIDS (a} +

0.2 Agepov (a)l x $3.032 billion

Povfam (ENT) FHHKIDS (ENT) Ocrowd (ENT) Agepov (ENT)
States (Nonentitiements)
[06 Povfam(a) + 01 FHHKIDS(a} + 0.3 Agepov(a)] x $1.269 bilfion
Povfam (NEnt) FHHKIDS (NEnt) Agepov (NEnt)
where:

= {a} is the valus for the jurisdiction.
* {ENT) is the value for all entitlement jurisdictions (cities and urban counties)
= (NEnt) is the value for all nonentitled areas nationwide.

* Povfam is the number of persons in poverty living in a family or elderly household.

= Ocrowd is the number of overcrowded housing units.

* Agepov is the number of housing units built before 1950 and occupied by a poverty household.
= FHHKIDS is the number of female-headed households with children under the age of 18.

Chart B-3. Alternative 2
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Entitlement Communities

[0.5Povfam(a) + 0.1 FHHKIDS(a) + 0.1 Ocrowd(a) + 0.3 Agepov (a)] x $3.032 billion
Povfam (ENT) FHHKIDS (ENT) Ocrowd (ENT) Agepov (ENT)

The entitlement calculation is then adjusted by the ratio of per capita income of the MSA over the per capita income
for the jurisdiction, with caps such that no grant is adjusted upward greater than 25 percent and no grant is adjusted
downward by more than 25 percent. Pro-rata reduction is used to bring the total grant into line with appropriation.

States {Nonentitlements)

[06Povfam(a) + 0.1 EHHKIDS(a) + 0.3 Agepov (a)] x  $1.299 billion
Povfam (NEnt} FHHKIDS (NEnt) Agepov (NEnt)

where:

» (a) is the value for the jurisdiction.

* (ENT) is the value for all entitlement jurisdictions (cities and urban counties).

» (NEnt} is the value for all nonentitied areas nationwide.

* Povfam is the number of persons in poverty living in a family or elderly household.

» Ocrowd is the number of overcrowded housing units,

= Agepov is the number of housing units built before 1950 and occupied by a poverty househoid.
* FHHKIDS is the number of female-headed households with children under the age of 18.

Chart B-3. Alternative 3

Entitlement Communities and States (Nonentitlements) Under a Single Formula

[0.5Poviam{a) + 0.1 FHHKIDS(a) + 0.1 Ocrowd (a) + 0.3 Agepov(a)] x $4.331 billion
Povfam (ALL) FHHKIDS (ALL) Ocrowd (ALL) Agepov (ALL)

The calculation is then adjusted by the ratio of per capita income (PCI) of the Metropolitan Statistical Area {MSA)
divided by the PCH for the jurisdiction (PCIMSA/PCILocal), with caps such that no grant is adjusted either upward or
downward by more than 25 percent. All state grants are assigned a PCIMSA/PClLocal ratio of 1. Pro-rata reduction
is used to bring the total grant into fine with appropriation.

where:

* (a) is the value for the jurisdiction.

» (ALL}is the value for all 50 states, the District of Columbia, and Puerto Rico.

= Povfam is the number of persons in poverly living in a family or elderly household.

= Ocrowd is the number of overcrowded housing units.

= Agepov is the number of housing units built before 1950 and occupied by a poverty household.
= FHHKIDS is the number of female-headed households with children under the age of 18.

Chart B-4. Alternative 4
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