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OVERSIGHT HEARING ON HEAD START -
. TRANSPORTATION POLICY

, WEDNESDAY, FEBRUARY 25, 1981

House OF REPRESENTATIVES, .
¢  SuscOMMITTEE ON HuMAN RESOURCES, ,
. CoMMITTEE ON EDUCATION AND LABOR, .
oL Washington, D.C..
The subcommittee met, pursuant to call, at 10:30 a.m., in room
2261 Rayburn House Office Building, the Hon. Ike Andrews {(chair-
man of the subcommittee) presiding._ T
‘ Members present: Representatives Andrews, Williams, Petri, and
Coleman. . : * .
Staff present: Gordon A. Raley, staff director; Michelle Stent, ' .
< legislative counsel; Deborah L. Hall, clérk; Johrr E. Dean, minority _
senior legislative associate; and Mary Jane Fiske, minority senior
\ legislative associate. '
. %'ll‘she opening statement of ke Andrews follows:]

.

-~ g %
OpeNING STATEMENT OF HON. Ik ANDREWS, A REPRESENTATIVE IN CONGRESS
FrOM THE StaTE OF NORTH°CAROLINA

Good morning, ladies and gentlemen. Pursuant to its oversight responsibility for
the Economic Opportunityé:etsand specifically the Head Start program, the Sub-
committée on Human Resou convens this morning to review, edera_!epansporta-
tion policy with regard to Head Start and discuss possible solutions to problems

~ which have recently surfaced. The problems have to do with the ability of local

Head'Start programs to purchase vehicles in timely enough fashion so a8 to provide
. and reliable transportation to and from project sites for children receiving

services through-Head Start. One possible solution which has recently been suggest-

ed involves changing Federal audit procedures to permit depreciation of Head Start

vehicles to be considered as g allowable operatipnal expense, and to allow funds in

this categorg to accrue year to year until a new vehicle is needed. Today we have

- called together program participants from the Federal, regional and local level in

hopes that by “reasoning together” we can move elosger to sgme solution.

ost of us who have been,involved with the Head Start program over the past

several years are aware that maintaining safe vehicles is becoming a major,_ consid-

eration., I am acutely aware of problems in my own district and have ome

increasingly aware lately that the problem is reaching national proportions. As an -

example, let me share with you portions of.a letter from a Federal grants manage-

ment specialist detailing a 1g80 report on d Kentucky Head Start project’s tfanspor-
tation fleet: . *

“In April 1980 (the Kentucky program) analyzed the condition of their vehicle
eet. . .. Ip order to bring the fleet up to long-range use and safety standards at
east 35 ne? vans and $13,500 toward the purchase of a new.school bus would be

n . .

“The report reflects that (the Kentucky program) has 63 vans of which 42 are
over 6 years old, (from 44,000 to 120,000 mirw). Seventy-five percent (or 47) of the
vans have been determined to be in poor condition.

“It was reported that there are daily breakdowns, sometimes as many as four to
ﬁvlels different ones. Three mechanics are employed, one of which responds to road
calls. '

Aruitoxt provided by Eic: ~ -
v .




Aruitoxt provided by Eic:
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“In September 1980 the agency. was awarded 13,500 for E‘he purchase of three

vans As can be seen this dgesn't even begin to adequately address the needs As
evidenced by.the validation, this agency is operating prudently 1n all program areas
They desperateli; need assistance to acquire new:vans Needless to day, without
transportation there cannet be a Head Start program (Ker\tugky Jprogram) in the
area. ‘ - ) .
We have four witnesses this morning. Since we are all here to work on a solution
together, I believe I wall ask all our witnesses to simply come to the witness table as
a panel We have with us Mr. Warren Master, Acting Assistant Secretary for
Human Development .Services. This 1» Mr Master’s fifst appearance before the
Subcommuttee Accompanying Mr Master is Mr Bryant Tudor, the Region IV
Administrator for Human Resources Gloria Willhims 15 President of the North |
Carolina Community Action Association. She is familiar with the problems of many
Head Start programs in my home 'state Mr Claude Patterson’is representing the
National Head Start Association

Mr. ANDREWs. Good morning. The reason we are here is that in
many of the programs with which this subcommittee .is concerned
in the nutrition programs, community service agencieg, Head Start,
and various others, there is an ever-growing and tremendous prob-

. lem in acquiring an adequate number of safe vehicles to transport

‘for a new o

those receivihg services to and from the program sites ang-to
deliver meals for older Americans. ‘

We talked, we, meaning Gordon Raley and I, yesterday with a
Mr. Lordan who couldn't be with us here today. Mr. Lordan is from
the Office of Management and Budget. A lot of .the problem, of
course, has to do first of all with just being able to receive enough
money to acquire these vehicles, and then there is a peculiar
problem about being able to assimilate and_hold on to enough
money over,a period of 3,4, or 5 years so a¥ to have money on
hand with Which to replace vehicles which become either unsafe or
exorbitant fo maintain relative to the cest of trading the vehicles
L. . . ..

Accounting procedures are apparently a part of the problem.
According to OMB however the problem really redolves itself into
adequate amounts of new money.

But be that as it may, while somewhat, though not<thoroughly, I
know what the problgm is, I certainly don’t know what the best
answer is. I would hope that weould find an_answer by simply
tevising some procedures at OMB. I am afraid it is not quite that
simple. But if legislation is required in this area, then we would
want to consider a proposal in hopefully passing some needed
legislation> If regulations can be altered to resolve the problem,
then-that would seem to be preferable. : i .

To explore these, matters, we have this morning four witnesses
here to work on a solution with us. I believe I will ask our wit:
nesses to simply come to.the witness table as a panel. We have
with us Mr. Warren Master,‘Acting Assistant Secretary for Human
Dévelopment Services. Mr. Master, if you will come around pleaset

.This is Mr. Master’s first appearance before this particular subcom-

mittee and we certainly welcome him. I look forward to working
with you in any wﬁy that we can. -

Accompanying Mr.-Master is Mr. Bryant Tudor, a native of my
congressional district, Wake County. Bryant is the Region IV Ad-
ministrator for Human Resources from Atlanta.

Also Gloria Williams. Gloria, we especially welcome you. Gloria
is president of_the North Carolina Community Action Association.
Come around if you will, Gloria. You're getting ready to have a big,
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event down ih Wilmington, I believe, in the near future. I hope I
can get down to that. She is familiar with the problems of many
Head Start programs in my home State.

Claude Patterson is representing the National Head Start Associ-
ation, and while it is a coincidence as far as I know, he happens to
" be from Mr. Coleman’s State of Missouri, Appleton, Mo., I beligve.
And I am sure Mr. Coleman joins me in welcommg you, Mr.
Patterson, as well as for that matter all of you. .

Mr. COLEMAN. Mr. Chairman, if I may.

Mr. ANDREWS. Sure, go ahead.

Mr. CoLEMAN. It is no coincidence that the leaders of the country
come from Missouri. It is quite probable. Some of our leaders, even
Presidents, have come from Missouri.

But seriously, I want to explain why I will have to be absent
during probably most of this this morning. I am meeting with
another subcommittee on-which I have ranking responsibility right
next door, but I am leaving my trusted dide here to take down
notes and ta make sure that all of the testimony is forwarded to
me.

I especially apologize to Claude Patterson for having to skip out
on him this morning, but we will take your testimony and we will
be back in touch. —

I appreciate that you are having this meeting. It is a very impor-
tant subject matter whith we definitely want to explore.

Mr. ANpREwS. Very good. Thank you, Mr. Coleman.

k])311'yant if you then and Mr. Patterson wilk come around to the

~table
Gordon, do we have any partlcular order?
Mr. RaLey. No; I don't think so.
Mr. ANprews. If any or all of you have sonie opening/ statement,
I-suppose we will hear all of those first. And if you hdve a written
statemerke of course if you prefer to read the stateffient, fine. We
would like to encourage people to submit the statement for the
record, particularly in a small hearing such as this, and instead
just paraphrase or speak without readmg However that is entirely
up to you.
May I also suggest that it would be well, for the record as‘well as\z
for our edification, that if you want to elaborate upon the need for
additional vehlcl&s, that is fine, but really that is not the essence of
_ why w¥ are_here. It is fine to document the need and giveé’ maybe’
“~one or two examples. But I hope you won’t spend a great deal of
time telling us of the need. I think we all pretty much know what -
the need ig. °

What we need to know is what is the problem in trying to%eet
the need. What regulation or what law is inhibiting your ability, if
there be such? And what are your suggestions as to-how that might
be changed. Should you be leasing vehicles maybe rather than
buying them? Then you will have a more even distribution of the
vehicle acquisition cost over the years. Or should you be allowed.to
divert current moneys in any given fiscal year into some escrow
account and save it.

The vehicular way, excuse the pun, of how to go about obtammg
the moneys to meet the transportation needs is what wWe are pri-

7
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marily concerned about rather than furt@llustrations of what
0

the needs are. But again we leave that up to you. .
Since Mr. Patterson is representing Head Start people, particu-
. larly nationwide, we will start with you, sir. -
r. ParrersoN. Thank you, Mx, Chairman. . iy
Mr. ANDREws. Not withstanding the fact that you are from Mis-
souri. {General laughter.] )
{Prepared testimony of Claude Patterson follows:]

I

L .
- PREPAREDTESTSAONY oF CLAUDE PATTERSON, HEAD STaRT DIRECTOR, WEST
CeNTRAL Missouri RuraL DeveLopment Corp., AppLETON CITY, MO

Mr Chairman, and distinguished members of the committee: Thank you for
nviting me to testify’ before you. I am Claude Patterson, Head Start Director of
West ntral Missopri Rural Development Corporation, a Community Action
Agenty serving a ninecounty area ¢f West Central Missour: with headquarters in
Appleton City, Missouri. I am also here as the Chairman of the Policies and
Regulations Committee of the Natiokal Head Start Association. :

Mr. Chairman, there are no earmarked dollars for the purchase of Head Start
vehrcles nor the establishment of transportation systems in Head Start. Head Start
programs have had to rely primarily on either “one-time funding suppléments” or
the development of “‘carry-over funds” in order to find money with which to buy
transportation vehicles. Even when transportation vehicles have been purchased in
this manner it 1s only a matter of time until the vehicles are used up and there are

- no funds for replacing them. With inflation eating away at budgets across the last
several years, one-time supplemental funds and carry-over funds are almost a thing
of the"past, . -

What we in Head Start are saying is that there is no realistic way in which we
can lay aside money.for the teplacement of Head Start vehicles. As program
administrators, when we purchase a new vehicle, we hreathe a short sigh of relief
and then begin to wonder how we can begin to replace this one when it wears out 1

- have checked with program operators in several states concerning the age of their
vehicles, the mileage on those vehicles, and the problems associated with replace-
ment. My findings are not at all unlike the situation in our own agency.

The multi-county agency with which I work serves some 6,200 square miles with a

pulation of 135,000.,This geographic area is larger than three states: Connecticut,

s hode Island, and Delaware. And, in fact, is more than twice the size of Delaware
and Rhode Island combined, while the population is less than one-tenth their

powxlatlon.
e are operating some fourteen transportation vehicles. The age range of these
vehicles is from three years to twelve years of age, with an average age of 8.7 years.
The mileage range is from 26,00Q to 117,000, with an average of over 83,000 miles. A
fook at our per vehicle maintenance costs indicates a 74.5 percent increase in
maintenanée costs after the first 50,000 miles on our vehicles. Whether we look at
depreciation as a per mile depreciation allowance or a depreciation based ofi atime-
‘ related life expectancy, it is of little significance unless we have either an enabling
-regulation or enabling legislation to establish a reahstic depreciation schedule. Our
friends in the Office of Management and Budget ‘would indicate that there is
already in existence provisions for: (1) A depreciation allowance for buildings and
equipment at the rate of 6.7 percent per year, and (2) A use allowance for operation
and maintenance costs." v
- Mr. Chairman, a fifteen year depreciation schedule for a Head Start vehicle is not
realistic. And the ability to collect a *“use-allowance” in the amount of operation and
: maintenance costs does not addregs the real practical problem of vehicle replace-
ment. The local issues are: (1) *What is a realistic depreciation allowance? We
suggest not less than three 13) nor more than five (5) years; and (2) Can the loca]
. programs develop a carry over*balance_in a special depreciation account (escréw
account) for vehicle replacement? * . y
Additional practical considerations would suggest a stipulation is needed to insure
‘that such depreciation dollars be used for the purpose of vehicle replacement. Also
. suggested is a needed requirement that interest earned dn such an escrow account
be applied to new vehigle acquisition. )
A couple of the (Frograms with which I have checked have attempted to establish
a method of building a replacement costs fund. But in each case the agepcy is
. unsuge regarding the legitimacy of these efforts. = '
. Mr. Chairman, what I am trying to say is that action is needed that would
provide that depreciation funds may be set aside as a legitimate escrow account for
- ]
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the pu of vehicle replacement. This action should include safeguards, such as
reasonable time limits (three to five years) on use of escrow funds, provisions for
designating successor agencies if needed, and permission to use interest accrued on
the escrow account providing the interest is applied to new vehicle acquisition as an
offset to inflation. . M ,

As to how to cause such action to occur, P will, of course, leave that judgement to*
you. I would, however, suggest that if OMB could have taken this action, then it
should have donte so If OMB could not or would not take such action, then Congress
needs to take the necessary steps to insure that this issue is realistically addregsed

Mr. Chairman, I thank you very much. - :

STATEMENT OF CLAUDE PATTERSON, C IRMAN, POLICY AND
REGULATIONS COMMITTEE, NATIONAL ‘HEAD START ASSO@#
#TION, APPLETON CITY, MO.

~ Mr. Parterson. Mr. Chairman, it is a pleasure and I appreciate
your inviting me to be here. I am Claude Patterson. I do operate.a
Head Start program in west central Missouri with the West Cen-
tral Missouri Redevelopment Corp., which is a nine-county Commu-
nity Action Agency. The headquarters are in Appleton City, Mo. As
you indicated I am also here as chairman of the policies and
regulation committee of the National Head Start Association.

think that one of the problems that we are facing concerning
this issue, the issue of this hearing, is that we have no earmarked
dollars in Head Start for transportation. There is really no ear-
marked way in which a transportation system can be established
or is to be established in Head Start. i '

Head St@rt/p?ograms have had to rely"in the past on spec#al one-
time funds or on carryover funds for the purchasing of vehicles.
Even when vehicles are purchased in this manner, it is only a
matter of time until those vehicles are used up and there dre no
funds for replacing them. So with inflation eating away as it is, it
is only a matter of time, in fact that time is past I believe when we
can say that carryover funds and one-time funding supplements for
vehicles. are almost a thing of the past.

I guess what I am really saying is that there is absolutely no
realistic way in which we can lay aside money for the replacement
of Head Start vehicles. By realistic we mean-in terms of amounts
and also in 4 way that could carry over from one year to the next.

I have checked with a number of programs throughout the coun-
try and I.am finding that their problems are not at all unlike our
own. For example we, I'would use more specifically, we operate
some 14 vehicles throughout the nine counties. We have a mileage
range on those vehicles from 26,00Q miles to 117,000 miles. There is
an age range of 3 years up to 12 years of age, and the average age
of our vehicles is 8.7 years. .

Mr. Chairman, part of the problem here is safety. One of our
vehicles was involved in an accident that took. two lives a few years
ago. There .is no good thing that can come.out of that. The only
thing that we can say is that it wasn’t our fault, that our vehicle
~was involved and safety is a real issue.. . '

What I am saying is that we need to be able to look at a way
that more rapidly will allow us to replace vehicles,
looking at depreciation'as a per mile cost alone 6r we areMookin
at depreciation as a time related life expectancy is of little signifi-
cance unless we have either enabling legislatign or enabling regu-
* lation to establish a realistic depreciation schedyle.

Ly .
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( It is my understanding that regulations exist now to allow for
builldings and equipment to be depreciated about 6 7 percent per °
o year. We are talking about a 15-year depreciation schedule for

vehicles, which is not realistic.

.. .- We are talking of a use_allowance for operation and mainte-
nance. But depreciation hardly -fits operation and méintenance
because of one limiting factor at least, maybe among others. But
fhe one is that we are limited in how we can carry that money
over from one year to another. If it is a matter of an operatihg

* budget, we need.to use it within that' progTam year.

.. What we are saying is we need tp have some way of carrying this
‘over from ong year to the next, such as an escrow account In other
words the question is. can local programs develop ae carryover
balance in a special depreciation account for vehicle replacement.

, A second side of that then is the realistic depreciation allowanf&===
We are suggesting not less than 3 nor more than 5 years.

I realize that practically there will need to be some stipulatton as
to the use\of those funds and the use of the interest which will
accrue on those funds and that it be earmarked.

> In_summary, what I am saying is that action is needed that
would provide that depreciation of funds be set aside as a legiti-
mate escrow account for the purpose of vehicle replacement.

4 If I might add one other thing. A couple of the programs with
which [ have checked have attempted to establish a method of
building replacement cost funds. Butin each case the agency is
quite unsure regarding the legitimaqy of those efforts. If they are
legitimate those programs need to knsw that they are legitimate.

| . And if they are not legitimate, could weYot make them Jegitimate.

[ don’t want to hbe mean. But if O d have taken this

N action, then I think it should have done so.™If it saw it as a

problem, it should have done so. If OMB cannot or if it would not,
then I suggest that Congress needs to take appropriate steps to
assure that this issue is addressed realistically. I don’t want to be
mean with that, byt we need this addressed. -

Thank you, Mr. Chairman. .

s Mr. ANDREws. Very good. Thank you, Mr. Patterson. I see you

are getting right to the heart of the matter.

Mr. Petri has joined us. We welcome you here, sir.

As I am sure you know, we are discussing the problem of adquir-
ing and reacquiring, vehicles and we are using Head Start as an
example. But the problem is in many of the program areas, several
of which are within the oversight jurisdiction of this subcommittee,
the community service agencies, the Older Americans Act and
nutritional Programs for the elderly as well as others that are not
within the jurisdiction of this particular subcammittée.

The problem apparently relates to OMB regulations. As I believe
we will find out from Mr. Tudor, this problem applies not just to
one particular site but rather to all programs within a region. And
when you multiply that by the number of regional offices, I guess it
becomes a national problem.

As example, if it 1s contemplated.that a figure of $1 million is to
be available nationwide for one of these programs, OMB'’s policy is
to determine by audit and verify by audit at the end of a fiscal
year if there is say $100,000 remaining unspent, then next year

Q ' ) . R i()
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that program would receive rather than $1 million, $900,000. The
theory is that here is your million, you already have $100,000 so
here is another $900,000 and that totals $1 million for this year.

The problem with that is that it doesn’t account for the fact that
in certain years, certain programs do not need money to acquire
vehicles. They may have, as Mr. Patterson’s nine-county area in.
‘Missouri has, 14 vehicles. So there may be a given year during
which he does not.need another vehicle. But all of a sudden he
reaches a point that depreciation and safety or other factors are
such that he may need four, five, six, whatever replacement vehi-
cles and he does not have enough money in that year’s budget to be
able to afford it. He might be able to afford it if they would let him
accumulate his savings over a period of years. But that is not now,
as we understand it, permitted by OMB regulations. .

That is essentially what we are dedling with. Do we need to try
to persuade OMB to alter the regulations? In the absence of that
do we need legislation? That is the kind of problem. And I hope
someone will address this: why not lease the vehicles and then you
don’t have acquisition costs in 1 year. The typical lease, I guess,
from a typicaklessor is such that you can have equal payments for
a period of 36 or 48 months, or whatever, so that, it ¢an work into
budget years as a constant figure rather than needing unusual
amounts of money in a given year and not needing any money in
subsequent years for a period of time. Then along eomes a year in
which you need either the acquisition cost or the trade-in cost.

If we are starting with the programs, I believe we will switch to

'Gloria and then we will .move on up to the regional considerations

of particular program problems and needs. Gloria has been intro-
duced. She is a P?orth Carolinian who has worked with Head Start
for a number of years and now is chairman of the‘statewide com-
mittee there. .

Gloria, we welcome you here. Tell us your comprehension of this
problem and how it relates to the programs with which you -are
familiar.

[Prepared testimony submitted by Gloria Williams follows:]

é

¥
PrepareD TesTiMONY SUBMITTED BY GLORIA M WiLLiAMS, PRESIDENT, NORTH
. : CAROLINA COMMUNITY ACTION ASSOIATION

Mr Chairman, and Members of the House Education and Labor Subcommittee on
Human Resources, | am honored to have the privilege to provide to ’¥ou testimony
relative to the need of an effective Head Start transportation policy Thank you for
this opportunity. g ;

It has been acknowledged and recognized that transportation services are vital to
the delivery of social services. I would like to focus my testimony on the need for
adequate and safe vehicles for Head Start programs across the Nation, both rural
and urban and the problems service providers face in their attempt to utilize
Federal transportation resources efficiently, with specific emphasis on ible op-,
tions for changes in auditing procedure to allow for an increased depreciation
allowance on vehicles used for transporting ehildren to and from Head Start pro-
gram services . .

S(feakmg from the-grass-roots perspéctive & actually being involved with thzeegay
to day operations of a Head Start program, one of the major problems reali is
the financial 1nability to provide on a continuous basis safe and sound vehicles to
transport Head Start children A great number of vehicles used by Head Start
programs are old or outdated requrring excessive maintenance repair and upkeep
cost. Vehiclesrused in rural programs experience even greater wear-and-tear and
operational cost. ' .

Realizing that management -has a definite responsibility 1n assuring the safety of
children that it is responsible for transporting, I am strong\ly endorsing and recom-
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mendigg that an effective administrative depreciation policy: or procedure be insti-

tuted which could allow a Head Start program to purchase or replace vehicles in
order to ease operational expense problems In pursuing such a course, the following
areas must be addressed tn dealing with the problem. (1). Depreciation of vehicles as
an allowable operation expense, (2) establish the depreciation rate at a reasonable
level; and (3) apply the rate consistently amohg program and agencies.

I refer to the estabhishment of escrow funds for a three to four year period, once a
Head Start program has purchased 'a new van from available funding resources
The escrowed fund allowance would'be based on mileage or annual depreciation at
the end of the three to four year period, the grantee would have enough money to
purchase a new vehicle. This-would eliminate the continuous needs to request
special Federal or State funds for vehicle replacement. In addition the outdated van
could be serviced and used for emergency back-up purposes.

“In conclusion and summary [ haye attempted to make the following recommenda-

tions to the subcommittee (1) Admimstrative procedure that would permit funds to
be set aside as a legitimate escrow for-the putpose of vehicle replacement (3-4 year)
period, and a provision to-permit interest accrued 1n escrowed funds to be applied to
acquisition of vehicle as an offset to rising cost and inflation, (2) provision for
agency to retain fully depreciated vehicles which are in good order ¢s back-up
vehicles. Such vehicles should not be used to expand service, and (3) such a proce-
dure should be applicable to all agencies and take procedure over conflicting State
laws and/or administrative practices.

I sincerely hope that this,testimony has provided positive input and 1 will be
happy to attempt to answer questions.

b

STATEMENT OF GLORIA'M. WILLIAMS, PRESIDENT, NORTH
CAROLINA COMMUNITY ACTION ASSOCIATION, PITTSBORO, N.C.

Ms. WiLLiams. I want to thank you, Mr. Chairman. 1 am happy
to be here and to meet also with the other members of the subcom-
mittee.

I would simply like to speak from a grassroots perspective in
support of what has already been said. I have primarily been
affiliated with the day-to-day operations of a Head Start program

-and can attest to the problems that are there as it relates to most

agencies’ inability as it relates to finances to be able to support and
buy and replace Head Start vehicles. p ' ’

o my main reason for being here is to support, strongly support
an administrative policy of procedure or regulation that would in
fact permit Head Start programs to purchase vehicles through a
depreciation method. It could perhaps be an escrow account or
whatever that would run not over a 15-year period but dver a 3- or
4-year period. Also itswould be hoped that suth an account could be
permitted to accrue interest and that this interest would help
offset rising costs and inflation and would permit this agency a
program to replace the vehicle. -

This is what we stand in support of. I also am here represen}ing
the Southeast Association of CAP Agencies. So tkat once a vehicle
is run down, a Head Start program does not have-to look to the
State, to defense, to other transportation areas to seek out funding
to get a vehicle on the read so that theyycan trankport their
children safely'to and from the centers. .

[ support this effort nationwide in both urban and ruyral areas,
and I would say that the problem is twice as bad in a rural setting.

These are mainly the things that I want to say. I would like to
add one additional thing, and that is that I feel strongly that the
vehicle that is set aside, if it can be repaired, that this vehicle
should he used for backup purposes, that tﬁis should also be,consid-

ered in committee in cases of emergencies and other similar break-

downs. ; .
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Thank you, and I will be glad to answer questions. I hope that"
what I have said will have some merit to some type of poli¢y to
suK'{)ort this conce(?t. - ‘ .

r. ANDREws. Gloria, I assure you that it will. Thank you very
much for a fine statement. , | . ‘

If it suits you Mr. Petri, I thought we would just listen to all four
witnesses somewhat as a panel. We may start asking questions
after the four have made a statement and then any one of the four
will be available to respond to our questioning. That makes sense
unless you have to leave befere that time.

Mr. PETRI. No; I will be here. ‘

Mr. Anprews. All right, let’s go on then with Mr. Master next, if
we may.

He says he has to leave at 11:30 a.m. I assume we will be
finished by then with the opening statements.

Incidentally, do any of you wish to submit a written statement
for the record™If you have not T hope you will. We are planning to
have this recogd published and we want to present it to OMB along
with- our own conclusions -and recommendations within tHe>near
future. Your written statement, as well as your verbal statements,
will be used in support of whatever we ultimately recommend. So if
you have written statements, without. objection, please hand them
to either Gordon or to the stenographer and y/ithout objection they
will become a part of the record. .

Excuse me. Go ahead, Mr. Master.

[Prepared staterpent of Warren Master follows:]

[N

PREPARED STATEMENT OF WARREN MASTER, ACTING ASSISTANT SECRETARY FOR
HumAN DEvELOPMENT SERVICES, DEPARTMENT oF HEALTH aAND HUMAN SgrviCEs

Mr. Chairman, ] am Warren Master, Acting Assistant Secretary for Human
Development Services With me is Mr. Bryant Tudor, admimstrator of the HDS
Regional Office in Atlanta. I am pleased to be here today to give you a description
of our demonstration groject on coordinated transportation services and to answer
any questions you might have, ' ) -

here are about 300 urban public transit systems in the United States. In urban
areas public transportation has-becomq vital, However, many are unable tq use
their services. The Department of Transportation has identified 7% million urban
residents, not including the homebound, with disabilities and spévial services needs
which restrict their use of public transportation. In rural areas, where there is
much less public transportation available, the problem is even more acute.

In recent years, State and local agencies and the Federal Departments of Trdns-
portation and Health and Human Services, all of which fund or administer special
trangportation services, have begun to explore methods of working together to
coordinate the many and varying transportation services for those with special
needs The Office of Human Development Services Transportation initiative was
started in 1975 The demonstrations included the following variety of activities.

In rural Arkansas a clearinghouse wag set up to track times when agencies were
not using their vehicles and the number of empty seats when the vehicles were in
service

Preventive maintenance and refair rograms were started using public transit
garages Economies of bulk parts purchasing and tax-free fueling were instituted.

New ‘organizations were crea with vehicles led under one management
responsible to a joint agency policy board to' relieve those agencies no longer
desiring to provide tfansportation. .

Moneys needed to run these coordinated services—to pay for fuel, repairs, wages
and other Operating costs—came from l?urchx:uaé of service agreements with and
among the local participating agencies. Progress became apparent in a single year.

The clearinghouse in Fayetteville, Arkansas arranged some 25,000 additional
trips.

n another demonstration in Howard County, Maryland, transportation service

' levels were increased by 54 percent. $
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Equally striking 1s the experieace in Jacksonville, Florida where services provided
using the vehicles of 9 agencies more than doubled passenger trips provided to some
25 health and human service programs.
»Quality of service also changed in the demonstrations. Vehicles were now profes-
sionally maintained, and when they did break down, back-up vehicles were dis-

tched rather than caficelling services and appointinents Driver training was

gun to ensure sensitivity to passengers special needs, prepare for a possible crisis,
and generally manage the dangers involved 1n transportation service Overall re-
sults show that the availability of technical assistance and administrative seed
moneys, provided through the demonstration programs, was more than matched bi’
an ability and drive to improve service management and significantly stretch avail-
able resources. The experience, also enabled us to identify the most common prob-
lems which create.barriers to successful ®oordination These were voiced tn varying
ways by nearly all human service, charitable and voluntary trangportation provid-
ers

For example, insurance was both very difficult to obtain and expensi Special
services did not fit into ¢anventional transportation insurance catego:gsé!; and the
rnsk involved and cost of underwriting these unusual operations w
unknown. At one site, insurance was @ difficult to obtain’that the project was
forced to turn to Lloyds of London, a company which insures one-of-a-kind risks at
very high premums.

Accounting and recordkeeping problems created difficulties at several sites, espe-
cially those transporting medicaid and social service clients ge

At several urban-based projects, attempts to coordinate service through public
transit systems resulted 1n a more expensive service and the independent agency
operations where reestablished 4

In brief, the projects demonstrated that coordinatjon of special transportation
services can be done successfully. They also showed, however that assistance 1s
needed to break down barriers té coordination. | &

. As a first step, work began with the insurance indust?’. White House domestic
policy staff and the National Governors Assocation to evelop a human service
transportation insurance classification which reduced rat@ and opened up new
methods of low-cost liability insurance. With States adoptingthe classifications, the
pr(()ice%ss to resolve this problem was underway even before the demonstration period
ended.

Follow.up work on the accounting issues has resulted n simplier and more
umiform methods for cost-sharing, accounting, reportingggnd auditing as demonstrat-

.ed by a consortium of six States (Michigan. Arks Mass, N.C, S5.C, and lowa)

assisted by the Office of Management and Budget and Federal regional councils

To improve Federal agency coordination, the secretary of HHS formally recog:.
nized Office of Human Development Services as the department’s lead agency
for alltransportation issues and called for an expanded work program with other
Federal agencies. HDS has since completed agreements to increase funding availa-
ble to coordinate rural transportation services, and has begun a limited but concert-
ed technical assistance effort directed at States and localities.

These efforts represent important steps in meeting the acute needs of human
service transportation. Mr Chairman, at this time 1 wlll be happy to respond to any
questions you or the panel may have. &

STATEMENT OF WARREN MASTER, ACTING ASSISTANT SECRE-
TARY FOR HUMAN DEVELOPMENT SERVICES, DEPARTMENT
OF HEALTH AND HUMAN SERVICES, ACCOMPANIED BY
BRYANT TUDOR, REGIONAL ADMINISTRATOR, REGION 1V, AT-
LANTA, GA. . \

Mr. Master. Mr. Chairman,.we have prepared testimony and we
can submit that for the record. I discussed that with Gordon a day
or 80 ago. I thinl¢ I can yery briefly summarize our comments for
the agency in less than a minute.

The testimony discusses transportation issues generally and the
kinds of applications in human services programs that we have
‘been involved in for the last 5 years.

You dre addressing a much more specific issue today and rather
than go into all of those larger program policy issues, I will just
come to® this.point. I don’t think Mr. Tudor or I 'would disagree

3 VoL ¢ ¢
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with any of the observatlons made. These are practlcal operational
problems. They are faced by grantées not only in Head Start but in
other human semces programs across the country.

In talking with*program officials in our agency, we have tried to
identify how we have dealt with this problem in the past, as Mr.
Patterson mentioned earlier one way has been to deal with it at
the end of the year through carryover balancing. That obviously
isn’t terribly assuring far the grantees because they can’t run their
operation in a business-like fashion. They can’t count on this
money from ene year to the next, and we recognize that preblem.

When there are & large number of vehicles, usually not all of the
vehicles fall apart at once. So another way the problem is dealt
with is to stagger the replacement costs over a period of years. This
doesn’t alleviate the problem completely but it does help; I gather.
And that is probgbly why this has not been raised as a major
problem previously, or at”least we haven’t had that kind of
groundswell support for it. There have been ways of dealing w1th
it. ..

The problem you mentloned ‘earlier is that of another. competmg
value. As I understand it in colloquial terms, though I am not an
_economist, the Government’s money can gather interest. The ques-
. tion raised by OMB, by the executive branch .generally, would be
why do we want that money sitting out in banks ‘accruing interest .

for the grantees, while we, the Federal Government, haye to
borrow money. We have, heard a lot of this argument in the last
couple of weeks.

So those are the two competing values as I see it and as we are
trying to deal with the problem. BlL we will be glad to answer any
other more specific questions. ’

Mr.' ANprews. Verywgood. Thank you, Mr. Master.

And then next is Mr. Bryant Tugdor, Region IV Director. Bryant,

_we are pleased to have you here.
- Mr. Tupor. Thank you, Mr. Chairman. <
Mr. ANDREWS. Bryant and I discussed this in Atlanta in his 'office
back about the first of the year. That is really I guess what
‘prompted the hearing, although we had heard this complaint
before. I guess you zeroed in on it more specifically than anyone I
had talked with up until that time. So we are especially pleased
that you can come here now and repeat that story, if you will
. Mr. Tupor. To be very brief, you Have heard the crux of the

problem. I got.involved because in Region IV the title XX pro-
grams, the aging programs, all are buying vehicles. It is becoming
more difficult now for them to accrue funds to replace these vehi-
cles and it has just geometrically progressed to the point that I am
afraid at some.time we will be confronted with haying to come up
with several millions o%:lllars across program linas just to replace
. worn out vehicles,

You have heard the testimony which I think indicates the prob-
lem. In my efforts to respond to grantee requests, we could not find
an easy way to get around the regulations to permit a replacement
fund for vehicles. We are attempting to offer séme suggestions, and
th%g have not been satisfactory at this time.

ith that I would.be willing to respond to specific questions
dealing with escrow accounts. I think as Warren indicated the
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problem is allowing the funds to accrue. There are regulations
prohibiting this. I am not sure what the answer is myself.

Thank you. ‘

Mr. ANDREWS. Let me ask any of you if you could help me with
this, if you will. It seems that with the four of you and others with
whom I discussed it, no one seems to indicate any particular prob-
lem in acquiring the vehicles in the first instance. Instead, every-
body seems to address the problem of replacing that vehicle with
another vehicle. And yet the prdblem seems to relate to the fact
that you can't carry over funds. .

Why is the problem greater in replacing vehicles or paying the
money with which to pay the difference between the trade-in and-
the new one rather than with acquiring the new one in the first
instance? - . SN

Mr. Master. I can respond to that, at least from the agency
perspective. I gather that there is no increase in the funding. I
don’t know what Mr. Patterson’s funding level is.

.Let’s say a multicounty organization has a funding level of
$300,000 a year: That will be static, just remain the same over a
period of years. In the first year of funding you take x amount of
dollars out of the $300,000'to purchase the vehicles-at let’s say
$12,000, $15,000 a clip. It costs yod perhaps $1,500 a year to serve
one child. That is 10 children fewer that you would be serving that
year, presumably. . .

Then the next year, years 2, 3, 4, or 5, whatever, ygu are serving
10 more youngsters. It is coming:out of that same $300,000. Then
along comes the fifth or sixth year when you have to replace the
one vehicle. You still have only $300,000. What do you do? You
have to reduce the number of youpgsters, presumably, in your
program or make some other savings ti replace the vehicle.

The only recourse we have is to make available surplus funds or
carryover funds, in effect, to help those grantees. That is the way
we see it from the agency level. Irdon’t know what it is like from
the grantee perspective.

Mr. ANDREws. | think part of the problem unquestionably—and’
this is not aimed at any particular person or any particular admin-
istration—is that.any Presidept, any Appropriations Committee
chairman or any Budget Comthittee is trying to look as good as
they can and they want to be able to say they reduced costs during
a given year, or they at least held the line on costs.

Hence, if they permit the carryover, they make that year look
worse or next year look worse rather than logking to the 5-year or
6-year expense of the total and making it (?%isible by five or six,
which is I think much more realistic. But politically it looks good
to use that carryover money as part of the appropriation for next
year and hence the appropriation for next year is obviously srpall-
er. That accumulates in terms of‘accumulating a profit. Then that
fifth or sixth year down the road the problem bursts into a large*
sum of money. -

That is not a very good business procedure. I don’t think private
Fusinesses operate that way. But. anyway that is part of the prob-
em. ’ : :
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Let me put it this way. How many. of these vehicles are leased
*rather than purchased? You don’t seem to #éfer to that. Are any of
them, 5 percent, 20 percent, none of them? - ‘

Mr. Master. There are very few. I guess Bryant has the largest
of the 10 regions. .

Mr. Tupor: I just happened to check with one program yesterday
in Kentucky. It is called Kentucky youth research. I think they
have got 65'wans and they have about 2 or 3 that are leased. It
heomes cost prphibitive to léase them.

Mr. ANDREWS. Why is that the case?

Mr. Tupor. There is a regulation, Mr. Chairman, if you will bear
with me a moment, that deals with leasing. I will try to paraphrase
it. It says if a 3-year leasing cost is more than purchase price plus
the servicing cost, it is more economical to purchase the equip-

“ment. Then you have to purchase the equipment arid you cannot
lease it. . . : “

Mr. ANDREws. What regulation is that?

Mr. Tupor. It is*45 CFR chapter 10, section 1067.17-4, part 2,
subpart F. .

Mr. ANDREWS. My gosh. {Laughter.]

Mr. Typer. This is one of the problems.

Mr. ANDREwS. What does it say again, frow? ‘

Mr. Tupor. If the 3-yeaY leasing cost is more than purchase price
plus the servicing,cost, and they are talking about equipment, this
is not even referring difectly to vehicles, if it is more economical to
purchase the equipment, then you have to purchase it._ You cannot
lease it. .

I presume, at one of the agencies it is something like $300 per
month I think just to lease one van. -

-

Mr. ANDREWS. | am not surprised. It depends in a large part over” *

what period of time you are leasing. If you could lease for 5 years,
it may very well not be that high. Most leases now I believe in the
private sector are more than 36 months. I happen to know that has
tended to lengthen as various things, ‘costs are more, vehicular
costs keep going up.-I think 36 months probably was a usual lease
period, lease/pu type period, say 5 or 6 or 7 or 8 years ago.
But I dare say we cgn find out, I am sure. But I imagine at most
financial institutiond which acquire leased vehijcles for lessees I
believe the, average term of the lease would now considerably
exceed 3 years. 1 believe it wotild be more like 4 or 5 years.

What do any of you think of ‘the rationale of leasing, assuming
regulations permitted leasing in a manner more commensurate
with the marketplace of today? I realize lease costs are consider-
able, and I know or at least I believe that most of the lease
arrangements involve costs somewhat in excess of normal interest
rates, but I believe not especially high, somewhat higher but very
little more than just the interest is about what it amounts to.

In other words a lease/purchase arrangement is almost synony-
mous with simply what we cdll financing the vehicle in the first
place; in other words borrowing the money to buy'it with and
paying the money back in installment payments plus an agreed
upon or more or less market rate of interest. It is about the same
difference. .

»
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Would that be a feasible response to the problem if that weré
permitted?

Mr. PaTTeRsoN. There are a couple of things: one, the whole idea
of crossing program year lines, the idea of having a multiyear lease
when we are funded on a year-to-year basis. In other words, can we
make that kind of long term commitment.

Mr. ANDREws. Apparently you can if it is done within the 3

years.. Now it seems to have to do with not the philosophy of can
you lease, but can you obligate the program beyond the current
year. Apparently you can if a leas€ can be arranged.

Mr. PatrErsoN. Somebody is going to be making money some- ‘

where along the line in the leasing divisions. I am wondering if it
" is going to be the most cost effective approach?
Mr. ANDREwWS. It isn't going to be the most cost effective for you
. obviously. What any of us would rather do would be to receive an
\amount of money each year and be able to deposit that and earn
tge interest from it and hence increase our budget rather than do
the opposite, rather than buy the vehicle in an arrangement
whereby we have to diminish our future allotments of money by
paying intefest.
But is that the only reason? Or aren’t we just talking about the
reason now being not to overcome this problem that we can’t
accrue money but are rather we back to talking about having more

available goney for programs? ’

Mr. PaTTERsON. The available money for pr{grams is not the
issue that I would want to address but rather ability to use
money for vehicles over year after year. .

Mr. ANpRews. But you could do that through the lease arrange-
ment.

Mr. Patrerson. That' is one way. . ,

If [ might address one point that Mr. Master brought out, the
two values with regard to interest. The whole idea of the Federal
Government preferring to not have to borrow that additional
money and then turn it over to programs, they pay interest, the
Government pays interest, the local programs collect interest to
use for aiding in the\rlalzxying of vehicles, I have nogproblem with the
concept of that morfey being laid up to our account with the
funding agency. .

Jn other words if we are going to be able to build a line item for

. depreciation in the budget, that line item to be held in escrow by

the Federal Government, that would be fine with mes After 3 years
Wount would be funded us<for the actual use of purchase of
fles.

It isn’t that it has to'be in our local banks.’It isn’t that that
transfer of funds has to actually come to our local agency but to
our,account and that it can accrue to our account over a period of 3
to 5 years as opposed to losing it at the end of the first year. So
this would allow the Federal Government to collect the interest
and hold it in our account.

Mr. MasTeR. It occurs to me as I am listening to this discussion
that there are pros and cons to each option. Whichever one you
take there is something on the debit side. A

One that occurs to me on the leasing beyOtﬁ what you just

@mentioned is that in many of the. vehicles we do need special

~
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equipment to serve the handicapped. In the Head Start program
there is a 10-percent requirement. Nationwide, I think we are at 12
percent. In North Carolina, I would assume that you are probably
over the 10 percent also. So that adds a new twist if you are
leasing. If you have your own fleet of 14 vehicles, I guess you
usually do something for all of them.

Many of these vehicles gefoss the country serve more than just
one target population including the handicapped and the elderly. It
makes it a’little bit more problematic.

Mr. ANDREWSs. M#. Petri, since you have to leave at 11:30 a.m. I
. believe I*will defer to.you at this time for your questions. I don’t

have to leave until-noon. So you go ahead.

Mr. Petri. I have a couple, Ike. ’

What kind of vehicles are you talking about? Are these small
buses or cars and small buses?

Mr. MastER. Mainly vans, I would say nationwide. Some small
buses, it varies. .

By the way, one other kind of working arrangement in addition
to owning your own vehicles, or leasing_vehicles, is to have a third
party that you can purchase the service from. I don’t know if that
is the case in North Carolina or Missouri specifically. But that is a
growing mode of operation. : .

In Howard County, here, for example, near Columbia, a private
nonprofit group was ‘formed to provide that service so the Head
Start program, develofment disabilities program, aging programs
would purchase service from them. They don’t have this kind of
logistic problem then because they have obligated their money.
They have spent their money every year. So they don’t have to
purchase the vehicles. They are just purchasing the service from
another provider.

" Mr. Perr1. And that provider purchases the vehicle?

Mr. Master. Right, and he normally builds in a replacement cost
to the purchase of service fee:

Mr. Perri. Could you combine the things, Mr. Andrews is talking
about—Ileasing and all, by trying to go to central purchasing by the
Government? 1 would suspect you could get a better deal. Most
companies, great big ones, have fleet purchase deals they get direct
from the factory. They don’t buy it from the local auto dealer. They
get prices remarkably lower than you and I have to pay in the
s;;lore. And that would be even more true, especially, with vans and
things. . . ",

If you bought in volume the company could put these things in
at the factory. and*not have to do it in one little town or another if
some modification was required. It would involve very little cost,
and then just-have the Government charge so much a month or
year to each agency for that vehicle, and have it owned by the
_central purchasing agency. We would have another control mecha-
. nism too to see if somebody were overpurchasing or underpurchas-
ing and why, because they could get statistics from different oper-
ations all around the country thaj,way. .

Would there be any merit in that? Or do the advantages of han-
dling the purchase on a local basis overweigh the advantages of
doing it on a more central basjs?

-
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Mr. Master. I think you laid out the battle of the pros and cons,
because the more you centralize the more you take away the

. flexibility of the local operation. .
m PETRI. There is no reason an agency couldn’t have 30 ve-

teleSin a catalog and then update what was in the catalog accord-

ing to. request. ‘Companies do it all the time. For the Federal

Government that would be a little hard, but there is no reason it
couldn’t be done, if we are going to make suggestions to OMB as to
how they ought to be organizing their business.”

I don't know howthe military does it. I know how the Postal
Service and others that purchase large amounts of vehicles handle
it. The Postal Service doesn’t let each postmaster buy vehicles. It
buys them from American Motors or others on l-year or 5-year
contracts. I am sure they have various formulas or ways of allocat-
ing them or providing them to different post offices all around the
country. : '

Mr. MasteR. I don’t know what kind of appeal that sort of
centralized system would have to the grantees.

Ms. WiLriams. It would be complicated simply because grantees
don’t have the same funding year nor the same physical years. And
it all depends on the number. If it was in a region, it might be
considered that it would be a matter of trying to correlate all those
grantees together to come up with those who might be in the game
funding cycle, et cetera, and to actually know what i3 available for
carryover, what is available for purchasing.

I think the concept is good. But it is the prgblem that we have as
grantees and how they are funded and when we are funded.

Mr. PetrL If you in effect were leasing and an agency were
purchasing, you would be able to do it on a month-to-month basis

* or 6-month basis or 1-year basis. Then it wouldn’t make any differ-
- ence when it started, I don't think.

Mr. MasTeR. One thing that occurs to me is the kind of policy
option that you would want to take a look at in terms of the
demonstration program where we have discretionary authority. It
might be interesting to have some analysts flush out a possible
demonstration effort in a number of States where, instead of cen-
tralizing along the Federal line, you could, where there was an
interest fn a State, say North Carolina or Wisconsin, put together
as a part of a demonstration prograry, a statewide consortium of
the grantees so that they don’t lose cdntrol. They would still have
some flexibility. .

There are a number of demonstration els we could look at to
test this idea. .

Mr. Perri. Or maybe the grantees would want to think about
using Hertz or some other people who have experience in manag-
ing purchase and rental of vehicles on some sort of an experimen-
tal basis to see if they would be interested in providing that service
to these agencies apM if they could do it.at a cheaper cost and
better than it is cupfently being done.

Mr. MasTeR. I ¢fn think of one State that would have an unfair
gilvantage. That i8 Michigan. They might have more options availa-

e. ™
Mr. Petri. It is different, but the same type of problem, that
even universities have in providing meal services or something. For
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example some of them do it themselves. They sometimes go to -
tentralized cate®Fs that do it on a national basis and sometimes I
suppose on a regional basis. Food is different than vehicles but it is
still purchasing something that ¢you need to get your job done o \
Well, those are really all | have(/
Mr. DEA&[,,.Mr ‘Coleman has been very interested in coordinated
transportation systems. So on the basis of a hearing we held in
November, I came up w1th a couple of questions for you, Mr.

Patterson. - '

Do you find that the useful life of a vehicle varies greatly on
whether it is used in a rural or an urban setting? Is there a ‘ "
difference?

s Mr. PaTTERSON. I certainly d3. In two of otr small towns, in fact
we have no town over 10,000 within our nine-county area’in popu- |
lation. We have two of our towns where we do not leave the city . l‘
limits to fill the Head Start centers. We have in the othér counties |
rural routes, and the rural routes will shake the daylights out of a |
bus. It will shake the life out of one literally. They do seem to have |
more suspension problems, more drive train problems in the rural

. areas. So we'do have a difference indife expectancy.

Mr. DeaN. In terms of depreciation,;should it be based on the age
of the vehicle or on the mileage. From what you are saying it
seems as though there should be a rural versus urban differenti-
ation. ’

Mr. PaTTersoN. It seems to me that that would be more re_ahstlc.
I do know that within the last week when we found out apout this
testimony, we did a little research on the type of maintenance costs
that we have had. We found that it was not based on town versus
country, but it was based on miles. We saw 74.5 percent increase in )
costs of maintenance after the 50,000 miles. Z

Mr. DeAN. In terms of those mamtenance costs that yod‘encoun-, -

« ter, are the breakdowns that occur on the older vehicles, safety-
related breakdowns or things like they won'’t star‘;.'%l1 the morning?

Mr. PattersoN. We have had both. We have had the kinds where
you have to, replace a motor. But that is not a safety issue. If you
go down the road and you lose a motor, you pull over to the side of
the road in order to protect the children until you get alternative
transportation to get them home. ' .3

But the safety issues involving suspension systems, ‘shock absorb-
ers can be replaced as a service item, hut if you lose a spindle bolt

. you have yourself a real problem because then you lose control of

‘ the front end. We have been dble to catch some of those just as

they seem to be going out. . o

Mr. DeaN. Have you had any injuries in transportation? : |
Mr. PatTersoN. Not As a'direct result of this. We have indicated .

the accident that we had, but not as a direct result of the vehlcle T

ondition. We have not. ‘ reo

N. Anybody on the panel can answer this one. Is. there a

1? Do you ﬁnd there is a big difference or are -
they about the sameAl know they are about the same-size.




. B’ .

Mr. PATTERSON, The last new vehlcle that we bought I believe
was‘in 1974. + . ) b
Mr. DEaN. Is that rlght? .
. Mr. ParTersoN. Yes. We have a 1977 and a,1978, both of which
we bought used because of limited funds again. We had to stay *
within the budget. But both of those were bought used within the
, last 3 months. So we don’t have any basis of comparing w1th 1981.4
. wish I knew, someone who did. -
‘ DeaN. Can anybody else comment on that in terms of effi- -
c1ency‘7 I realize we should have EPA up here to testify.
Ms. WILLIAMS, I can only colnment to the operational costs. Ahd
of course there s a mghxﬁcant difference. We haven't purchased a 2
vehicle since 1979 so I can’t make any relevant remarks on that. ~
Mr. MasTer. I don’t know if this is in part related to your earlier
question t3 Mr. Patterson on tl"ae urban versus fural.
As I understand it we don't have any atid test. for approving !
requests, for new vehiclés. It is basically the.agency’s word on , -

whether the vehicle is worn out and if funds are available. So I .
. don't know that we need a spec1al threshold that you pass. We .
don’t have one right now. ¢
) Mr. Dean. I see. This will be' my final question?® * .
In a typical Head Start project, what hours of the day is the
. ¢ vehicle in use? Is it just in the am.? -

Mr. ParrersoN. The standard model, and we are glven five dif-
ferent options with which we can operate a Head ‘Start program at
the_local level. The standard option would be’a half day,.usually -
like 8:30 to 12:30 or 1, a half day 5 days. a week Then that would .
deal with the classroom settin .

But Head Start is a multlglsmphnary program wh1ch prov1des .

& comprehensive health services, parent involvement, community in- s
" volvement type activities. And so these buses may .be used from
, 7:30 or 8 in the morning until maybe 10t30, 11 at night. But the *
classroom itself would be, for the standard model 5 days a week a -
- half day. ) .
Mr. DEaN. On this regulation concerning a 3-year lease compared
to a purchase price, who makes the determination on the compari--
. son in costs? Is that a natdonal policy Yr is there shoppmg around"
It would seem to me that somebody may want to come in with'a
discount that would meet this regulatio. Is that determined annu-
e ally? And who makes that determinatio ? ,
Mr. Tupor. The local agency usuall explores that possibility 1f
they need to replace a.vehicle. Each grantee will look at all their
options and they do it individually. -
Mr. Dean. On that one in Kéntucky where thexghave 65 vans
and 3 were leased, I gssume that the tAree leases met this regula-.
tion? R
Mr. Tupor. The§ must have. |
Mr. MasTer. I think that is essentially going back to what Mr. {
Petri was getting at earlier. The advaritage to keeping the centrol ‘
at the grantee level is that they will shop around Because“they |
have a fixed budget. That is the mcentwe to make the best deal
you can. ‘o
Mr. DeaN. Thank you, Mr. Chalrman.
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_~Mr. AnpRews.-I will switch to Mr: Williams, but before that,

back to the lease. .-

To find a way it seems to me around that, let’s say you are
leasing a vehicle, the purchase price for which is on the trade-in.
The difference is let’s just say $10,000. Apparently from what you
read, the permitting of that to be done over a 3-year period, if that
is less than the origifial cost and so forth, whether it is or not

- would depend on the fayout at the end of the lease.

In other words you can lease a vehicle under an arrangement
whereby tHe-full $10,000 is paid within the 3 years and at the end
of the § years there is a zero balance and the option is yours. That
obviously would necessitate relatively high monthly payments.

You could, on the other hand, if the cost is $10,000, you can pay
it over a 3<year period with a residual balance of say $5,000 and
that would cause your monthly payments to probably fit the regu-
lation you read because the 3-year total amount paid would be far
less than the original $10,000, even'though the interest is added.

.1 just wonder,. there doesn’t seem to have been much considera-

tion given to leasing as a way of getting around the OMB'’s prohibi- -

tion against the carryover money, and it seems to me that is the
mo& obvious one to at least be considered. =~ ~ * .
Mr. Master. I am pretty sure that the private nonprofit group
that I referred to in Howard County, Md. in which the Head Start
program, the aging program, the developmental disabilities pro-
grams participate and purchase the service from this private non-
profit group, that the group both purchase and lease vehicles. |
don’t know that we have done in our agency an analysis of some
kind of cost comparison study of purchasing/lease arrangements.
Mr. ANDREWS. I can tell you that without you doing that study.
It is going to cost you more obviously to lease the vehicle and pay
interest on it than it is for Uncle Sam to give you the amount of
money you need to give you leave to buy the vehicle. Obviously
that is cheaper. And obviously that is what you would prefer.
hat I anr trying to do is get around to something’ that we can
accompligh. I don’t think we are going to be able to accomplish
that exactly: The only way ‘you could do that is maybe with the
original purchase you might put in your grant application: We
need as startup various things including x mumbers of vehicles. On
a grant basis to establish the program ydu might get that money
simply as vehicle money.
But apparently that is not really the basis.of the problem. The

: problem is this amortizing over a period of years the cost of ex-

changing that vehicle as a trade-in or keep it for a back-up, by one
means or andther get another vehicle. And how to get that amor-
tized into annyal budgets seems to be the problem.: :

So yes, it would be cheaper. You need not do the study. Obvious-
ly it would be cheaper on you, maybe not on the.government at
large, but. on the program it would be cheaper just to receive the
money from somewhere with which to purchase the vehicle. Other-
wise with any of these other arrangements you are oing to be

aying interest and certain carrying charges and so forth which
eaves you less money. If your total remains constant you have less
money left over after vehicle or transportation costs for other
purposes. I understand that. -

. ’
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OMB, you see, argues: Yes, that is true, we want to therefore
reverse that and keep our this-year’s cost less by ‘not permitting
you to accumulate these funds, if you have them at the end of the
year we will subtract that from your appropriation of next year
and that makes total appropriations smaller from up here.

I think the two sides of that coin are what is constituting the
problem. . '

I don't know what the best answer is. I do sense that the possibil-
ity of laasing so as to get@gur cost amortized in a constant way
from year to year and not bothered-b¥ losing ydur carryover
money, thus not being able td~dccumulate one-term purchases
every several years, couldn't be alleviated by the lease arrange-
ment. *

And perhaps again I am back now to where I was. Maybe that 3-
year business could be handled by having a residual rather than
trying to pay for the vehicle in 36 equal payments. Maybe you
could allow, as many of us who' lease do, a residual of ‘something
other than zero, a balance left at the end of the 3 years with an
option to renew. ..

You can keep your monthly costs ok your 36 months of payments
much less than the cost of the vehicle, so as to probably get around
. that regulation with all the numbers %nd letters.

Mr. Williams has a peculiar problem about transportation, I
happen to know. He is from Montana. I don’t know how rough the
roads are, as you were saying, Mr. Patterson, in some areas of
Missouri. But his problem among others is vast, vast di
Their vehicles have to travel unusual numbers of miles to serve
area for a given program. w
. But ahyway, Mr. Williams, we will ¢all on you to addr
statements or questions you might have to us or to

Mr. WiLLiams. Thank you, Mr. Chairmaffs. |

You are correet about the wide open spaces out there. Traveling-
from corrier to corner in Montana is to go from Chicago to Florida.
So our Head Start children, although they don’t travel those dis-
tances, are carriéd in buses that have seen a few miles.

Let me ask Mr. Tudor, is there a cost-sharing allowance for the
operations and maintenance of these vehicles between government
levels? ) ”

Mr. Tupor. Yes, sir. * >

Mr. WiLLiams. Would you describe that to the committee? -

Mr. TupOr. Where there is a coordinated system, such as a
community action agency, if we give money to Head Start, they
will buy a bus and the community action agency will usually
operate the vehicle. They wi]l be transporting the elderlyaftl‘hey

h

will be serving meals on wheels. So they can charge the Head\Start
budget that use allowance. Most of the coordinated systems that do
exist use this allowance.

The problem with a use allowance is it is only about 2 percent I
think under OMB Circular 102. It will allow for you to maintain
your operating costs, driyers«and your gas. The buses wear out
quicker. They are then cdnfronted with the problem of replacing
that “vehicle. )

The use mllowance usually has limitations that will not allow you
to charge enough money to accumulate a fund to replace the
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vehicle at the time it is‘worn out. It is allowed, but it usually just
covers operating costs.

Mr. ANDREWS. Let me say to Mr. Williams if I may, since he got
here a little late and I understand why. It was for a very good
reason. But the real problem we are here about this morning is not.
just the overall problem of transportation for the programs, though
that is obviously the umbrella of the conversation. But specifically
the problem is that of an OMB regulation.
~ What is hdppening is say for a given program you have $1

million a year, just to use an illustration. And you have the. prob- .

lem of how to find the money every 3 or 4 years to replace vehicles.
The problem specifically is this. If at the end of a year from that $1
million let’s say you accumulate 5 percent or $50,000 which you
would like to carry over and add to it next year and the next year
so at the end of 5 years you will have $250,000.

But OMB takes the position that if you are to be funded at $1
million a year and you have say $50,000 left over, next year you

*will get $950,000 and they will say now you have your'$1 miliion
because you already have $50,000 onhand, here is apother $950,000
o0 you now have your $1 million.

You never can accumulate &y-money for vehicular replacement
because they won’t permit you, as you would in business, to say
this vehicle is going to last 4 years or whatever it is, so we will set
aside one-fourth per year of what it is going to cost us to trade,
then the fourth year we won’t have any more vehicle requisition
mopey than we had the second or third or the fourth. We don’t
have to have a budget increase. We have used a percentage of our
budget for each of the 4 years but they won’t permit that. ,

They won’t in effect take back the money you have accumujated
at the end of each year, hence you can’t accumulate any money, for
this occasional expenditure, which is very considerable.

That is the narrow part of the OMB regulation that we are
really here about this morning. Should we try to prevail upon the
OMB to permit the accumulation of reasonable amounts of money
for vehicle acquisition or reacquisition? If we can’t do that, should
we attempt it by legislation itself? That is really the essence of it
rather than do the older vehicles use more gas than the new ones
and that kind of thing. -, )

Mr. WiLLiAMs. Mr. Chairman, a')is accounting procedure used by
OMB is an example of the larger problem. Let me interject here to
say that I made this point, you will recall, in somewhat similar
hearings that we had in the last Congress. The point being that the
Congréss. distributes money in such a way that we account for only
numbers of people. With regard to this spegific-problem, that is the
wrong way to distribute money because it costs more to drive a bus
round trip 100 miles and pick up 6 students than it does to drive
it 6 miles and pick up 100 students.

Yet this Congress refuses in many instances, and I know that the
chairman répresénts a rural area, this Congress refuses in many
instances to recognize the high cost of space. And this example of
the Accounting procedure that OMB refrtjxses'to g0 to or the Con-
gress has neglected to legislate is yet another example of us refus-
ing to look at the high cost of space in an appropriate manner.

Thank you, Mr. Chairman. ¥
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« Mr. ANpDREws. Only yesterday Mr. Lordan, if I have the name
correct, and Mr. Saunders, if I am pronouncing it correctly, from
OMB -were kind enough to come to my office. The reason for that
was that Mr. Lordan could not be here today so he agreed to come ,
up and discuss this some with us yesterday.

I attempted to state your case, so to speak, as best I could to Mr.  *

He couldn’t be here today
but his associate, Mr. Saunders is here. I just wonder—no oné is

—_meaning this as ahy chastisement of OMB at all, but on the other

hand there is an obvious difference of desire on the part of OMB
and the people who are here as witnesses. They are telling their
side of it. Would gou care to make any explanations or corrections
,or statements? T « .
fiMr. SAUNDERs. Mr. Chairman, I really don’t have any explana-
s other than oyr prepared statement that we ggye you yester-
day. In that statemént I think we said that there are basically only
two ways in which pur policies allow grantees to acquire vehicles.
That is either throdgh the Federal Government purchasing those
vehicles and giving.them to the grantee or having the grantee use
his own funds and then depreciate it. :

With those two options our policies don’t allow any other means
of doing that%O}ther than what we talked about yesterday, the i?a
of rental of equipment or purchasing the transportation serviCe,
those are the only two suggestions I think that we have at this
time. - . i

Mr. AnpRewS. We do appreciate your presence. We will be back m
with you and others of your office in the near future, I presume, to
see if we can maybe obtain some more options that are, in the
opinion of the grantees, more feasible.

We did discuss yesterday that among other things—agd we
haven’t mentioned, that but very little if any today, I presume
there are some areas, primarily urban areas, where it might be
feasible to consider just contracting transportation for certain pro-
grams with a private provider who would furnish the buses or vans
or ears as needed and would transport in the case of Head Start
the children or the meals or the elderly person to the mealsites, et
cetera, on some kind of a mileage or other basis g

Is that procedure, private contracting, utilize&-&d"any appreciable
extent? Is it considered? Is it deemed to be feasible or not feasible?

Mr. MasTer. Mr. Chairman, while you were out, in resporise to a
question by Mr. Petri I mentioned that there are a number of
projects across the country, one right in our back yard in Howard
County, Md., that is a form of purchasing a service. . .

Mr. ANDREwS. That is Mr. Snodgrass whom we discussed yester-
day, I think.

Mr. Master. But there are a number of these kinds of arrangé-
‘ments where, as Bryant was mentioning earlier, a number of
human services providers can get together, such as with Head
Start programs and aging programs, especially in rural areas
where you don’t want to send a van or a bus around with five Head
Start students and drive 100 miles when yau can transport other
people as well. You add to the number of miles. You 4dd to the -
selection of the options that you people have for participating in

-
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programs. It really 1mproves the access to the human serv1ces
programs.

So this is being done. We are trying to promote a better aware:
ness of this across the country.

Mr. ANDREWS. It should not be this way but it seems like what
you really need to find is not necessarily the most economical way
to provide the transportation. That should be the objective, but
instead it seems that the objective becomes to provide a means of
transporting thdt has a sort of a flat or constant cost in order to
guarantee safe transportation.

It seems to me you are sort of forced to consider that, though ‘it
may be more expensive, rather than this acquisition of your own
vehjcles, then trading them in at reasonable intervals, because that
means you concentrate the cost on every 3 or 4 or 5 years, whereas
" with OMB not permitting the accumulation of moneygit seems to
me yQu are sort of forced to consider, unless we can get that
changed either leasing the vehicles or contracting with the private
provider. That is something that will give you equal monthly costs
0 .you don’t accumulate funds, which in effect they are not taken
from you but they are counted against you next year so in fact
they are.

It just seems you haven’t, except in certain isolated cases, sought
ways of getting that constant monthly or constant annual cost
which would be leasing or contracting, at least to any appreciable
extent, and get leasing with a large residual so as to get around the
3-year requirement.

I am just wondering if any of those thmgs are more feasible than
to try to go the route we are now pursuing of either dynamiting
OMB out of its regulatory position or going the cumbersome,
lengthy, difficult way of trying to legislate some method which may
seem feasible today but may not be feasible 2 or 3 years from now.
I sort of hate to'get it written in granite as to how it is to be done.

I just therefore would assume it to be desirable that more consid-
eration be given than apparently has thus far been given to meth-
ods ‘of acquiring your vehicles or meeting your transportation
needs by means of which the cost is the same each year rather
than t:;éﬂuctuatlon of buying a bunch of vehicles; then having no
urch money needs for x years, then all of a sudden havmg
e purchase or repurchase needs in some year.

Yoz Mr. Patterson?

e in Head Start get a little edgy and gu
translate that into services and I know t

when we see the” services and we know that there are ce
services that we are not able to provide because of limited funds,
we get a little edgy when we have to take a more expensive route
for providing the same service.

For example if we go the lease route and actually pay more, even
though it is equal in terms of monthly payments an redictable in
that regard, we see that additional cost as cutting back on services.

I would hope that in your deliberations and decisions that forc-
ing Head Start into a posture.of paying more for the service so as

’ A ,
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to make those costs predictable would not be your first option. I
would hope that.

The same point I think is being addressed with the depreciation
allowance. That would allow us to write into a budget a predictable
amount and would accomplish I think the same purpose as far as
being predictable but at lesser costs.

The third point that I would make concerns purchase of service.
In about 15 percent of the programs which I talked with there is a
form of purchase of service, whether with a contracting service or a
bus service, a schoolbus service. But at most that is 15 percent. In
many of the other areas that were questioned as to methods and
can they contract, the response that I got from many, not all, was
to the effect that they serve in a multidistrict setting.

Many of the ones I talked with were rural and they cross school
lines, for example. In some instances they cross county lines, and
there is no other system of transportation now existing with which
they can contract that would serve that same area, you see. It
would be that there may be two bus companies serving two or
three different school districts that would have one Head Start
program within it. And so that is one of the reasons why that has
not been more prevalent I think than it is.

Mr. MasTER. Mr. Chairman, we would be glad to formally co,n51d-
er some of these options, analyze the situation, and get together in

an interdisciplinary group. In fact that is the kind of thing that we
would do, having had this discussion.

Mr. ANDREwS. I hope that you will do that. I hope that you will.

Back to a point earlier, it seems like in a sense the problem is an
accounting problem. But in a major sense, looking at it from the
two perspectives of the program level of consideration and say the
OMB or total consideration, we really I think are talking about an
amount of money.

OMB obviously I think, and I should not be trying to speak for
OMB. I will just say as I understand their explanations and think-
ing that I probably perceive something of their vantage point. They
are seeing exactly the opposite than you.

They are saying why should the total budget of the total U.S.
Governiment, and our responsibility is in that regard, why should
the Treasurer be out in the marketplace borrowing money through
Treasury bills or otherwise and paying 13 or 15 or whatever per-
cent for borrowed mohey to send to a program in Missouri to put -
in the bank so they won’t have to pay interest and instead can
maybe even accumulate a little interest to add to theirs. We are
trying to do just the opposite. We are trying to hold the total cost
of Government down. We don’t want to be out borrowing money to
purchase buses 4 years from now and hence having to pay interest
on those 4 installments of money over a total of that 4-year period.

It is just exactly the opposite of your position. Your position is
that we don’t want to lease the vehicles and have to pay the bank
or somebody from our operating money and hence reduce the serv-
ice to our kids. We don’t want to have to be using our money to
pay interest. It is very understandable, and that should be your
position. You are trying .to look after your kids or your various
people you serve. And that should be your criteria: To cut our
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vehicular cost as much as we can so as to use our money for
services.

But I can in all fairness see that OMB’s position is just exactly
the réverse. We are trying to use the taxpayers’ money as efficient-
ly a8 we can and hence we are trying to provide for this year only
those moneys that are needed to serve these kids or elderly people
or whatever for this year. We don’t want to be.borrowing money
forssome of your costs that are going to occur some years in the
future. That is in effect what would be happening.

r. Patterson, I remember that you said, then we do not need to
necessarily receive the money each year and escrow it and receive
interast, if the OMB or the Congress would instead just say well,
all right, we are holding or we will provide 4 years from now by
putting in your budget at least in numbers if not in actual dollars
one-fourth of what it is going to cost to trade this vehicle ‘for
another one 4 years from now. If by authority rather than cash you
would let us accumulate certain figures to the end that 4 years
from now you would give us an extra $10,000 to replace' this vehi-
cle, we don’t necessarily have to have the money now.

Mr. Saunders, how does that occur to you? In other words you
are not putting out any money until 4 years from now. But you are
not running up their budget in that fourth year in that you let
their budget authority include, if it is to be $10,000 for a given
vehicle 4 years from now, you will let their budget authority be

increased by $2,500 each year and you will give them the money, ,

the $10,000 in the fourth year.

Mr. SaunbEeRs. It sounds very good now. I would hate to make
any sort of an official statement on that. I would hope that in the
_record you would suggest that to OMB as an option. _

My own feeling is that if you do that you are still going to have
to make 1 year an increase in that particular amount of money to
that particular grantee. .

Mr. ANDREWS. You will to that particular grantee, but it just
occurs tp me that when you consider the large number, I know
CSA has ﬁnore than 900 %r‘o ams over the Nation at large. When
we are talking about the eﬂtively vast number of programs and
the rélatively vast number of vehicles, I dare say that the actual
output-of moneys would not vary. It would with that grantee we
Jjust used as an example. But for another grantee’s vehicle, that is
assuming that program is starting this year with a new vehicle.
They are not by any means all starting with new vehieles. In fact it
seems t6 be on the contrary.

So I dare say the number of actual expenditures of money on
this"escrow amount of money but of Federal obligation would prob-
“ably come out to be about the same each year, I would imagine.

Mr. SaunbpeRs, It would be something we would be more than
happy to look at.’ I couldn’t make a statement at this point.

Mr. Master. Mr. Chairman, it may be that we can resolvé this
internally. I think what you suggested is very practical.

Mr. ANpRrews. That gets away from who benefits from whom in
this business. Nobody would. You are just back to a realistic appro-

riating jn each year what is needed for transportation without
etting them accumulate the interest or the Government having to
borrow the money in any giverf year and the Government having
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to pay the interest while they accumulate it. You are back to
actually using a paper depreciation method whereby they incur
costs for each particular program, nmaybe say 4 years. You just give
them budget authprity of one-fyurth of that each year without the
Government having to go into the marketplace and get the money
until the year it is actually to be spent.

Mr. Master. The way that could be accomplished, let's say in the
State of North*™Carolina or, in less populated areas, on a regionwide
basis, would be an agreed upon schedule for all the grantees. Then
you would know for grantee X in North Carolina the moneys that
would be available within that State or within that region out of
lcarryover funds, that is the last quarter of the fiscal year before it
apses. ) .

So in effect we would still be putting the same amount into that
program nationwide as we planned at the beginning of the year,
and that grantee in the first year of the program would get a
certain amount for vehicle replacement costs. Then the schedule
rolled out for a 5 or 6-year period or whatever it is would “also
show that grantee-eceiving funds, let’s say 5 years down the pike,

. and the second year other grantees would get it.-¢

In other words if you had an agreed upon schedule either on a
statewide basis or regionwide basis, that would accomplish what
you are trying to get at. '

Mr. ANDREWsS. But OMB doesn’t want to let you carry over the
money even regionally, but maybe they would let you carry over
the authority.

Mr. Master. Let me clarify one point. I am not suré that this

information got out in the right way or that you are receiving it .

the way I understand it. -

It is only after the fiscal year i8 over that as an agency we have
to reprogram those funds. In that last quarter of the fistal year if
we see in the State of North Carolina based on monthly financial
reports, that there are some that will be in excess, that is when we
can make a determination to fund one-time costs. That is what I

mentioned earlier, that that is the way we have been replacing a,

lot of vehicles. -

I don’t knowsif any of your vehicles are replaced that way in
Missouri or North Carolina. But let’s say in a particular State if we
expect to have $100,000 in the Head Start program carried over in
that last quarter of the fiscal year, we can then make one-tim®
grants. They don’t increase the operating cost of the program be-
cause the costs don’t carry over to other fiscal years. But to pur-
chase vehicles for example, that would be a legitimate one-time
cost. , .

I guess what I was saying earlier, to take your proposal, would be
to have a schedule for the use of some portion of those cargyover
funds from one year to the next. We wouldn’t need OMB ap val
or clearance on that. .

< Mr. ANDREwS. I am going to have to leave. I have a hoon lun-
cheon. over on the Senate side with a group, an obligation I have
had for some time. I am going to therefore excuse myself, but if,
Mr. Williams or Gordon or any of you for that matter wish to carry
on, I will appoint whomever is left down to the last one as acting
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chairman. I belneve that will meet with the rules, inasmuch as
otes are not to be taken anyway.
at this point I would ask Mr. Williams to continye as chair-
m
precmte the opportumty to be with you. And I Nope you will
in yol¥ various States, Mr. Patterson, or nationwide or regionwide
or in all respects see what you can come up with from your, own

people.
Bryant, you have in Atlanta accountants and so forth on the

- staff there, I am sure, very competent ones for that matter.

Mr. TupOR. Yes.

Mr. AnDREws. See what they can come up with. I guess they of
*course know OMB’s or the administration’s posntlon in not wanting
to borrow money in any given fiscal year to let it be accumulated
somewhere to be spent x years from now. They want to make this
year look as good as they can by holding down the amount they
have in this year’s budget and they want to use next year's budget
for any carryover money they have left. So maybe this matter of
accumulating authority rather than money is a feasible answer. I
don’t know. Byt get your accountants to look into that or you
yourselves or Whamever you think would*be appropriate. .

Let’s not necessarily have formal hearings to communicate with
each other. Let me hear from you. If you come up with something,
~ get it written up in some way and drop it in the mail to us, or call
Gordon or whatever. If another hearing seems feasible, perhaps
even a markup type hearing with some legislation before us, if we
can't do it any other way then we will do it that way.

But the subcommittee wants to propose to OMB or in the way of
legislation something that is feasible and is reasonable from the
standpoint of the taxpayers as well as from the standpoint of the
programs and their recipients. -

I think we made some headway at least, but apparelil,y we are
still a good ways from any agreement as to just whatfwe should
propose. I believe that you can help us arrive at that. I know that
you can and we invite you to do that. Let us hear from you as
individual members or through the staff or by whatever means you
think to be best for-your purposes. ‘

Thank you again for bem% here, and I will excuse myself.

Mr. Williams, would you like to move around here or just contin-
ue,from where you are?

Mr. WiLLiams. I will stay here.

Mr. ANbREwS. Whichever suits you.

Thank you.

Mr. WitLiams [presiding]. We obvnously are not going to be able

4 to turn this into the working session that is going to be necessary

to find a solution to this problem.
. Does anyone at the hearing desk have any further questnons of
the panel of witnesses?

Mr. Dean. No.

Mr. WiLLiams, Do the witnesses have any further remarks?

.~ Mr. MasTER. It was a pleasure being here. .
Mr. WiLLiams. I echo the statements’ of the chairman and agree -

with the suggestion of you, Mr. Master, that this problem is best
handled if we.can do it within the Department of Health and
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Human Services working with this committee .staff and members
and OMB to find a solution that does not require us to pass

—

legislation. :

With that I thank the members of the panel for your appear-
ances and work here today.

This hearing is’closed. ' )

[Thereupon, at 12:07 p.m., the subcommittee adjourned, subject
to call of the Chair.]

[Material submitted for inclusidn in the record follows:]

PREPARED STATEMENT OF JOHN J. LORDAN, CHIEF, FINANCIAL MANAGEMENT

BrancH, OFFICE OF MANAGEMENT AND BubpGeT

Mr. Chtirman and Members of the Subcommittee: The Office of Management and
Budget welcomes this opportunity to discuss procedures for allowing depreciation on
vehicles used for transporting children to and from Head Start program services

As you know, the President announced in his’economic message last week that
there will be no cut in Project Head Start. This program, then, i one of the few not
affected by the stringent budget measures that the President has concluded are
necessary in order to bring about economic recovery. It is doubly important then
that this program be well managed, and that those carrying it out be fully account-
able for program funds. i

The Office of Management and Budget has traditionally played a rule in stand-
ardizing the administrative aspects of Federal assistance programs Our Circulars

. A-102, “Uniform requirements for grants to State and local governments,” and A-
110, “Uniform requirements for ‘grants to universities, hospitals, and nonprofit
orgarfizations,” establish standard-provisions for such things as application forms,
financial reports, bonding and insurance practices, audit procedures, and the like
Similarly, OMB has established uniform rules that all agencies, and all programs,
must use in determining the costs of grant programs. We have three such sets of
cost principles for three distinct groups of grant recipients: Circular A-21, “Cost

rinciples for educational institutions”; Circular A-87, “Cost principles for Stae and
ocal governments"; and Circular A-122, “Cost principles for nonprofit organiza-
tions.’ . .

Although the language of each of these sets of cost principles is tailored to the
organizational structure and accounting conventiohs of the various affected groups,
they are at heart the same. Each provided that the Federal Government will pay 1ts
fair share of total costs, whether those costs can be charged directly to a grant, or
whether they are recorded centrally and then allocated to grants. They provide that
certain kinds of unnecessary costs—like entertainment, bad debts, fines, and penal-
ties—will not be allowable under any circumstances. And they all provide that the
costs under discussion here today—costs of capital equipment and depreciation of
capital equipment—are allowable.

ince most Head Start grantees are either units of local government or nonprofit
organizations, the two sets of cost Xrinciples that concern us here are Circular A-87
and Circular A-122. Here is what A-87 says about depreciation: =~

“11. Depreciation and use allowance. .

“a. Grantees may be compensated for the use of buildings, capital improvements,
and equipment through use allowances or depreciation. Use allowances are the
means of providing compensation in lieu of depreciation or ather equivalent costs
However, a combination of the two methods may not be used in connection with a
sin%le class of fixed assets.

“b. The computation of depreciation or use allowance will be based on acquisition
cost. Where actual cost records have not been maintained, a reasonable estimate of
the original acquisition ‘cost may be used in the computation. The computation will
exclude the cost or any portion of the cost of buildings and equipment donated or
borne directly or indirectly by the Federal Government throuﬁ\ charges to Federal
grant programs or otherwise, irrespective of where title was originally vested or
where it presently resides. In addition, the computation will also exclude the cost of
land. Degreciation or a use allowance on idle or excess facilities is not allowable,

<except when specifically authorized by the grantor Federal agency.

"¢, Where the depreciation method is followed, adequate property records must be
maintained, and any generally-accepted method of computing depreciation may be
used, However, the method of computing depreciation must be consistently applied
for any 1peciﬁc asset or class of assets for all affected federally-sponsored programs

[
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and must result in equitable charges considering the extent of the use of the assets
for the benefit of such programs. . (I .

“d. In lieu of?depreciation, a use allowance for buildiigs and improvements may
be computed at an annual rate not exceeding two percent of acquisition cost. The
use allowance for equipment (excluding items properly capitalizeg’a's building cost)
will be computed at an annual rate not exceeding six and tv@-thirds percent of
acquisition cost of usable equipment .

“e. No depreciation® or use charge may be allowed on any ‘assets that would be
considered as fully depreciated, however, that reasonable use charges may be negoti- |
‘ated for any such assets if warranted after taking into consideration the cost of the |
facility or item invglved, the estimated useful life remaining at time of negotiation,
the effect of any‘increased maintenance charges or decreased efficiency due to age,
and any other factors pertinent to the utilization of the facility or item for the
purpose contemplated.” ‘ .

“Circular A-122 contains a very similar provision with regard to depreciation and
use allowances In both cases, no depreciation or use allowance is permitted for
assets that were originally acquired with Federal funds. The basic tenet here is that
the Government should not pay twice for the same asset—first as a capital contribu-
tion, and Jater through depreciation or use allowances. As a general principle, this
longstanding rule has served the Government well ove¥ the years. If there are other
views on the subject to be expressed here, or if there is some reason to consider a

different ruld for Head Start grantees, we would welcome the advice of this Commit-
tee, the Com}uttees on Appropriation, or other interested Committees of the Con-
gress on the matter. : :

DePARTMENT OF HEALTH AND HUMAN SERVICES, ’
. RecioN IV,
. Atlanta, Ga., October 2, 1980. -

Hon. IKE ANDREWS, !
House of Representatives, Washington, D.C. «

Dear CoNGRESSMAN ANDREws: Recently I participated in a Regional Communit
Action Association meeting during which the issue of better ¢oordination of federal-
ly funded transportation services was discussed. Mr. Gordon Raley of your staff was
there and we also discussed this issue, and at. his suggestion, I have developed a
package of material on the problems service providers face in trying to use Federal
transportation resources more efficiently. .

The attached package of material includbs a brief discussion of the history and
background of the problem, a listing and brief analysis of the major detailed
analysis of the problems related to vehicle replacement through a depreciation or
use allowance technique, and finally a section of recommendations on possible
leFislation to remove or.reduce the barriers to effective transportation coordination.
Also, we have attached copies of the major reference documents, some of which
re%esent excellent research and analysis work. .

e hope this material will give you and yQur staff the information you need in  *

- help, pléase let me know. .
Sincerely, : v
. . L. Bayant Tubog, /
! ‘ . Regional Admunistrator.

REGION IV TRANSPORTATION ANALYSIS AND ProrosaL ¢
History and background - . ' i
It 1s widely recognized that transportation services are vital to the delivery of*
social services. In 1975 Region IV's Office of Health, Education, and Welfare con-
cluded and published a 200 page Inventory of Federal Transportation Funded Pro- .
grams which stated that “Mobility is perhaps the cornerstone of the ultimate
success or failure of all human service delivery systems”. However, it is somewhat
less recognized that “coordination” of existing‘transportatlon services is in the best
interest of*human servicés agencies; the social services programs; the clients, and
finally the taxpayer. §
. The earliest study to focus on coordination 7 defines it in three phases: (1) cooper-
ation: (2) coordination; and (3) consolidation; reasoninf that there were three essen- .
tial steps in a planning continuum, The ulfimate result of ¢ pération and coordina-
tion would be consolidation of all transportation services in a community or geo-,
graphlc area into a single uhified s‘xstem. Efforts to coordinate transportation ~
L 4
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services are receiving a great deal of attention. From such efforts, bath positive and
negative observations can be made . T

Demonstrations .

In 1977, the Office of Human Development Services (HDS), within HEW, initiated
a demonstration program with grants aimed at determining the feasibility of coordi-
nating and/or consolidating existing transportation resources within several Officé
of Human Development Services Programs at the sub-State level These programs

addressed the transportation disadvantaged, with emphasis on the elderly, handi-
capped, developmentally disabled, Head Start eligibles and other children from low-
ncome families, and Native Americans. Five areas were selected to test and evalu-
ate different coordination techniques in rural and urban settings. The demonstra-
tion effort has yielded substantial information concerning the operation of coordi-
nated transportation systems and hindrances to effective human service agency
transportatian. As a result of this effort, coordination is now seen as a less universal
solution than had been imagined. However, it was concluded that it is only in very
special circumstances that coordination costs less. Coordination can work extremely
well in specific instances including the following kind of conditions: The consolida-
tion of the transportation programs of some but not all of the social services
agencies in an area; the existence of one lead agency witlesubstantial cash or cash
tential to hangdle problems such as vehicle maintenance and cash flow; adequate
illing and accounting procedures; an oytside -authority able to fund the initial

. planning, start-up an technical assistance; and local expertise and commitment.

Major issue (accounting) .

The accounting issue has been identified as one of the impediments “barriers” to
effective services by the demonstration projects and by existing transportation pro-
viders. Transportation is a generic term that means different things to different
people. However, in the context of coordinated or individual agency transportation
where organizations purchase or provide transportation services, accounting 1ssues
can be divided into four components; (1) bookkeeping, (2) financial accountability, (3)
billing, and (4) progrgm accountablhtf'. .

Problems that arise from the multiple pressures on the accounting system are
compounded by the lack of expertise and confusion at all overnmenﬁels. The
lack of expertise became evident in the devel?‘pment of the five HDS trdnsportation
demonstrations which involved over 100 different local providers and purchaser
organizations. Almost all agencies involved in the demonstration programs lacked
the ability to develop and maintain an ade<}uate, useful, and understandable billing
and accbunting program. Problems arose from the number of different demands
made on the system (Federal, State and local) or conversely, from the lack of
standardization in the billing and accounting area. Therefore, an inderlying theme
of billing and accounting research is to find simple, standard procedures that can be
incorporated in each of~the four components and that satisfy the demands of
different organizations at all levels. . .

Purchaser, providers, and funding sources all make different demands on a billinﬁ
system. The provider wants to recover his cost of operation, maintain adequate cas
ff:)w, minimize his potential for loss, and incorporate a process that does not require
extensive record keeping. *

The purchaser wants to be assured that he is not subsidizing the service provided
to others and wants a system that is -uriderstandable and easy to administer.
Funding sources are also concerned with cross-subsidization, and will want to moni-
tor the cost effectiveness of transportation services. .

A number of issues can. be found in the billing area. The most obvious is what
tyge of Cost-sharing (billing) structure should be used. Other issues equally impor-
taht are: How to properly allocate cost and avoid cross subsidization; how to main-
tain adequate casgn ow: and how to properly administer rate setting and billing
procedures.* -

Major problem .

Related to resolving these major issues in the billing and accounting procedures is
an examination and %iscussion of “de‘preciation" of vehicles in a coordinated trans-
portation system. In order to provide for replacement of vehicles and ease operation-
al expense problems, the following areas must be addressed: Depreciation of vehicles
as an allowable operation expense; establish the depreciation rate at a reasonable
level: and apply the rate copsistently among programs and agencies;

PeRTINENT STUDIES ON *COORDINATED TRANSPORTATION

In the last few years, several studies and reports were done around the issues
relatiftg to the coordination of human service transportation. These -studies, al-
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though done from a variety of perspectives, have documented and raised a number
of significant issues related to human service transKortation Some of the more
sxglm icant and revelant documents and their major themes and findings are hsted
below.

In January 1976, Region IV HEW updated and reissued a 1974 publication called
“Transportation Authorities in Federal Human Services Programs.”s This study
hsted all the Region IV Federal agency programs funding human servies transpor-
tation It histed statutory, regulato , and formal and informal policy constraints to
cooperation, coordination and consolidation of human services transportation. Issues
dentified included federal laws and regulations on eligibility, match requirements,
fiscal and program accountab:lé? requirements, policy issues, €.g guidelines, judi-
cial and legal opinions, required state and local plans, and informal policies and
attitudes and % neral turf guarding tendencies.

In July 1978, the Office of Planning, Research and Evaluation of the Office of
Human Development Servcies issued a status report on the OHDS Crosscutting
Transportation Demonstration Program * One of the more important items docu-
mentegln this report was the lack of specific data on the cost of human service
transportation Based on extrapolatiori of known cbsts, this report estimated Zhat
HEW was spending 3800,000,000 annually on transportation This figure woyfd be
£loser to $1,000,000,000 per year with the required state and local match
This estimate a&pears realistic based on a 1979 OHDS study of transpo
expenditures in Region IV ¢ Based on information from OHDS grant files and
the eight’states, over $61,000,000, annually was being spend on human se
transportation from OHDS budgets alone. This is a sizable investment withjut
national policy guidance or requirements for coordination, and with numero

_hindrances to coordination.

Perhaps the most useful study on this issue was the October, 1977, GAO report
which documented 114 federal programs that fund tranzportation programs.® Al-
though the report found few specific legal barriers to coordination, it did focus on a
numger of very significant hindrances One of the findings of significance was
highlighted on the front of the report. “The most significant hindrance appears to
be confusion at all government levels about the extent of transportation rdina-
tion federally funded projects may engage in. The Congress should red®e this
confusion by endorsing transportation coordination when feasible, providing there is
appropriate cost-sharing and cost-service accountability.” v

The last document of major sx}gniﬁcance 15 the report, from the White House
Interagen%*o g Group on Rural Transportation Coordination ’ This paper
deal specifitally wath the question of vehicle depreciation as a: major and critical
element in coordinated transportation systems It points out that, ““The uncertainty
of yelticle replacement and 1its effect upon coordination is a serious issue " It further
states, “The real or perceived prohibition against the charging of depreciation as an
allowable operating expense for vehicles purchased in part with federal financial
assistance has been pointed out as a hindrance of effective transportation coordina-
tion ” The following elaboration on the issue of depreciation will lay the foundation
for possible legislative action by Cengress. , )

_ DEPRE:‘CIA:TION AS AN ALLOWABLE OPERATIONAL EXPENSE
Title 44 of the CODE of Federal Regulations, Part 74, “Admimstration. of Grangs”

_applies to.almost all Health and Human Services (HHS) frants. The regulation

Q
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deals with many questions such as how allowable costs are determined. In addition
to this regulation, HEW grants are subject to Federal statutes, othér regulations,
including HEW program regulations, individual award documents, and sometimes
other documents as well. o
Definttion -~ ,
The real or percetved prohibition against the charging of dépreciation as an
allowable operating expense for vehicles purchased in part with Eedeljal financial
assistance has been pointed out as a hindrance to effective transportdtion coordina-
tion.” The hindrance is embgpdied in the wording or interpretation of OMB circular
74-4 and the HEW Grants Administration Manual. This manual defines depreci-
ation ‘' as a charge to current operations which distributes the cost of a tangible
capital asset. less estimated residual value, over estimated useful life of an asset in
a systematic and logical manner. It does not involve® a process of valuation. Usefyl
hfe has reference to the prospective period of économic usefulness in the particular
institution's operation as distinguished from physical life. ,
A more helpful definition of depreciation indicated (Reference; The Institute for
Public Administration) depreciation is the value of a capital resource, such as a
transportation vehicle, which declines over time as a result of wear-and-tear on the

3
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equipment, due to use and age. If depreciation were allowed on transportation
vehicles, the traneportation component could: Become more self-sustaining; elimi-
nate the continuous need to request specialfederal or state funding; and encourage
the development of coordinated systems.

Problems . Ny . .
Seme problgms have raised by audityrs in regards to allowing depreciation:
1. dudjtors claim it gives the appearance of double payment by the: gevernment

for theWehicle (we disagfee). For example a Head Start program could -pbechase a

van from year, end program funds and set up an escrow fung for say B three-yeat

period based on mileage or ual depreciation. Then at the end of the period the
grantee would have.enouglf money to purchase a new vehicle when ‘the old one
wears out; and

2. the use of depreciation lg the manner proposed is not accepted by everyone as a
workable solution to the prablem of vehicle replacement in all situations; and

3. the financial systems set ip by Federdl, State and local .human services agen-
cies would have to be adjusted| to b{andle the depreciation furtds (this could be done

very easily). .

Establishing The Rat easonable Level .o
The lack of uniform cost determintion and rate-setting procedures has forced

providers to tailop/their service to the level and speeN of reimbursement that they
can receive f the various funding sources. The various state agencies unknow-
ingly may purchase equivalent levels of transportation services from the same
provider, pay different rates, and cause unnecessary demands on the provider to
isolate allowable costs atfiibutable to the specific contracts” ~

Apply The Rata Consistently Among Programs And Agences )

It has been suggested that a standardized rate,for depreciation of vehicles be set
to apply to all government agency, programs. ver, consideration must be given
to the variety in type and use of fvehicles which Mflect difféfent life expectancies.
Allowing a depreciation charge based on mileage might perhaps more truly reflect
the costvQf vehicle depreciation, or a depreciation limited to a certain percentage per
year as is presently per mitted, private business for equipment depreciation.

.

*
RECOMMENDATIONS FOR LEGISLATION CONTENT °

Legislation drafted to deal with the issues should contain the following:

1. A clear statement of congessional legislation direction that cooperation, coordi-
nation and/or consolidation of Federally Funded Human service transportation is to
be promoted and encouraged when cost effective &nd supported by state and/or local
funded agencies. This legislation should apply both to agencies providing transporta-
tion services to other agencies under contract as well as to efforts by an agency to
pool transportation resources from several federal funding sowrces which are operat-
ed by the agency. . . “

2. Legislation  that depreciation funds may be set aside as a Jegitimate escrow for
the pu of vehicle_replacement,. J.egislation should include safeguards such as
reasonable time limits (3-4 years)on use of escrow funds, provisions for designating
successor agencies if needed, and permission tp use interest accrued on the escrow if
the interest is applied to new velficle acquisition as an offset to inflation.

3. Provision for, any agency to keep fully depreciated vehicles which are-in good
order as back up vehicles, but providing that such vehicles cannot be used to expand
funded services so as,to create any additional federal commitment.

4. Provision that the federal legistation would take precedence over conﬂicting
state laws and/or administrative practices, but with a provision that a state coul
request an adjustment or waiver if enforcement of a particular provision would
create an undue hardship on clients or existing transportation systems.
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WHitE House INTERAGENCY WORKING GROUP oN RURAL TRANSPORTATION

4 COORDINATION

. ACTION #5

Allow depreciation as an allowable operational expense, set the depreciation rate
at a reasonable level, make the rate consistent among programs and agencies.

»

PURPOSE N

«

To provide for replacement of vehicles and ease operational expense problems.

1S8SUE PAPER—SEPTEMBER 1978

This paper examines issues of depreciation of vehicles in coordinated transporta-
tion systems This ager is oriented toward the depreciation issue in the transporta-
tion component ofg{ W programs Other Federal agencies should be encouraged to
review the impacts of {Ris issue on their own programs. .

Introduction o

©

The coordination of human service cy transportation services can result in a
number of significant benefits to pgrticipating agencies including, among others,
more client transportation service, geduced transportation costs, and increased reli-
ability and opportunity for clients. -

At the same time, coordinatio
tion and operational problems anfl issues that need to be resolved if such programs
are to fully realize their potential. One such area, which is the subject of this
review, is tﬁe probjem of iqﬁgeased vehicle wear and vehicle replacement. N

Human service agencied-Have no automatic replacement programs for their vehi-
cles, but must instead rely upon the uncertainty of their regular program funds
and/or other special funding sources. Therefore, the commitment to a coor@nated
program, entailing the cooperative use of each barticipant’s vehicles, puts additional
wear upon eath vehicle with no assurances that replacement vehicles will be availa:
ble As a result, an agency thinking of entering into a joint venture must weigh the
4initial transportation benefits against the uncertainty of future vehicle replacement.

There are three potential sources for replacement funds. First, money might be
forthcoming from regular agency p funds. However, the amount and avail-
ability of these funds vary from year to year, which makes this an uncertain source,
The use of these funds is sometimes perceived as a diversion of program mone
from the primary program functions. Second, a consolidated program can looK
towards UMTA' Section 3 replacement funds; however, there is no-guarantee that

theygvould ilable, nor does the Department of Transportation generally make
the ble to Testricted lifency rograms. UMTA Section 16b(2) funds are a far

more N source for coordinated/consolidated programs, but these funds are
highly competitivg and also offer no guarantee of continuous support.

e uncertainty of vehicle replacement and its effect upon coordination is a

“serious issue. This paper examines an alferpative source of replacement funding

through the potential use of depreciation and escrowed replacement funds as an
effective means to resolve this problem tg more effective transportation coordina-
tion. .

In order to understand the importance of these issues, the following background
material on the definition and use of depreciation is helpful. .

Depreciation is the value of a capital reseurce, such as a ‘trnsportation
vehicle, which declines over time as a result of wear-and-tear on the equipment,
due lo use and age. Because it iS recognized that depreciation is a very real cost
of doing business, most accounfing systems include a method whereby this cost
is systematically allocated to the accounting period which benefits from g%%
services of the capital equif)ment. Private businesses often depreciate equipmént>-
at accelerated rates in early years of ownership, on the assumption that materi-
al value declines faster for new u;_pment than for older ‘objects. This practice
of “accelerated depreciation” quegli les- private business for large income tax
deductions on the high cost of depreciation in early }aam of ownership.

2
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Private non-profit-enterprises, such as special transportation projects for the
elderly and handicapped, or Bavernment transportation projects which do not
pay taxes, usually depreciate capital equipment at a constant annual rate with
a small residual value for scrap material or trade-in value at the end of the
anticipabed’ useful life of equipment. Thi§ pracfice of “straight line depreci-
ation” is easy to calculate and simple to estimate based on the acquisition cost
of the object and its projected useful life. -

In ether case of private business, non-profit enterprise or public project,
capital depreciation s a real cost of resources which must be reimbu b{
consumers or other sponsors in order to recover the full cost of operation. (Rel*
The Institute for Public Administration)’

Issues regargmg the deprecmlior; of vehicles burchased with Federal assistance

The real or perceived prohibition against the charging of depreciation as-an
allowable operating expense for vehicles purchased in part with Federal financial
assistance has been pointed out as a hindrance to effective transportation coordina-
tion. The hindrance is embodied in the wording or interpretation of OMB Circular
74-4 and the HEW Grants Administration Manual. The problem is most serious for
those human service agencies which operate transportation programs for their
clients, or wish to coordinate service delivery with such provider agencies In many
rural areas, this is the most viable or only form of publhic transportation available.

In reference to transportation coordination and tﬁe subject of depreciation as a
hindrance to effective coordination, HEW’s- Region IV identified the following

. - b

(1) If a vehicle is used in a coordinated system, the extra vehicle use incurred .
ingreases thecrate at which. the vehicle wears out. Due to Federal regulations,
the agency operating the vehicle cannot charge purchaser agencies a depreci-
ation charge for this additional vefiicle usage.

(2 I de preciation were an’allowable expense in federal grants, even when the
vehicle was purchgsed withh Federal ‘financial participation, a fund could be
established for vehicle replacement.

(3) If such a fund were allowed, the depreciation rate should be realistically
set. An interpretation of present regulations assumes the limit on depreciation
to be 6% percent annually which is unreslistically low for the type of vehicles

enerally used in coordinated social service transportatio

ng Region IV presents a_hypothetical situation which fochges clearly upon the
issue of depreciation as‘a hindrahce to coordinated transportation: .

’ Grantee A received Federal funds to purchase a mini-bus to ftransport its own
eligible clients and uses the bus from 7-9 a.m. and from 3-5 gm. dail§'. Agency
B (Federally funded) has need of transporting its clients to a service or services
between 10 a.m. and 2 p.m. but hag no vehicle to do so. Agency B desires to
contract with Grantee A for the transportation service when the vehicle is not
in use by Grantee A. Grantee:A refuses to contract for service because the

. additional use of the vehicle will accelerate the depreciation of the vehicle and

shorten its useful life, and charging Agency B for that accelerated depreciation
is not permissable. Grantee A is unsure as to how they will be ablg to fund the
purchase of a new vehicle when:the existing vehicle wears out and is afraid
that additional use will cause their funding agency to be reluctant in funding
the purchase of a.replacement vehicle. .

If Grantee A could charge a reasonable depreciation rate for their use of the
vehicle, arid set up an account lor these funds, the combination of the normal
depreciation rate charge, plus the depreciation charged Grantee B as part of the
user charge, would create eno’ixmgh funds to Kurchase a replacement vehicle when

. Agency A's vehicle wears out. Thus, Agency A has eliminated the need to request a
specia nt for a replacement vehicle and achieved a corresponding redugtion in
the local, State and Federal paperwork progéssing,

Although the example cited above is a simple presentation of coordination and
the depreciation hindrance, it nevertheless, accurafely illustrates the problem as
confronted by both coordinated and consolidated systems.

At this point, it i8 important to understand that codrdination is a cooperative
arrangement among hyman service agencies, public transit, et. al, aimed at realiz-
ing increased transportation benefits through vehicle time:sharing, client ride-shar-
ing, and/or joint operation of one or more transportation: functions, (e.g., mainte-
nance, information and referral, dispatching, etc.). Coordination is, th Qf;)re, a
cooperatively structured interagency process and dees not require vehicle tr. nsfer,
and centralized management/orerat»ions functions under:a single. non-profit or
public agency—a system generally referred to as consolidated. Both coordinated and
consolidated transport services, however, require a purchase-of-service agency rela-
tionship for the cost of shared client/vehicle transportation services. For this
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reason, and due to the subject matter of this paper, the distiriction between coordi-
nated and conSolidated transportation systems need not be sharply drawn except 1n
relation to the volume of purchased services (generally greater under a consolidated
system) and, the corresponding 1mpact upon depreciation cost component volumes

If depreciation were alloweﬁ on transpertation vehicles, 1t could accomplish the
followinﬁ for human service transpr!&ﬂe's stems. co

_The transportation component could {)ecome more self sustaining, therefore
ddveloping 1t as a fixed component of the agencies budget, whick is the current
practice for overhead costs.

Depreciation could eliminate the continuous need to request special Federal
or State funding or to 'use the agencies''program budgets when purchasing
replacements of existing vehicles. (leS. nmr T "147" em'onstratlon,grojects
are currently contending with the problem of obtaining replacement funding for
the continuation of the projects beyond the demonstration phase and this has
been recognized as a serious problem for non-categorical based transportation
prowders). N .

It would encourage the development of coordinated systems as more perma-
nent solutions due to the greater guarantee of vehicle replacement funds

- The major discernable disadvantages of allowing depreciation are:

Depreciation gives the appearance of doubfe payment by the government for
the vehicle.

Depreciation decentralizes control of vehicle purchase to grantee agencies
who are escrowing funds for vehicle replacement and therefore 1solates the
transportation component from the shifting priorities of the funding source,

> (State and local agencies may view this as an advantage). -

Depreciation would not provide a source of funds for fleet expansion to
provide additiapal service Therefore, additional front-end funding sources
would be need such requirements arise.

The use of depreciation 1n the manner proposed has not been proven as a
workable solution to the problem of continuing funding for vehicles.

The financial system set up he human service agencies would have to be
adjrusted to account for the depredftion expense. t .

he depreciation funds, being Federal funds, could not be used ps matching
for any other funding source for vehicle purchase.

For pu;goses of this paper, the above issues ge primarily rooted in two u-
ments Federal Management Circular 74-4, issudl by OMB; and the HEW Gfnts
Administration Manual OMB Circular 74-4 provides guidelines on the proper man-
agement of all Federal funds, which then must be followed by each government
agency 1n their individual grant programs Thus, the Ymost 1mportant Fegeral prohi-
bition to the use df-depreciation 1s recognized as Sectign 11 of this circular, entitled
"Depreciation and Use Allowance,” since 1t in turn restricts the use of depreciatien
and use allowances by each individual government agency These restrictions are
reflected by HEW in its Grants Administration Manual The following material
provides a summary of the key parts in these two documents, regarding depreci-
ation, and interpretations regarding their use.

OMB Circular 74-4, section 11

As stated, OMB Circular 74-4, Section 11, is the most significant barrier to the
use of depreciation by coordinated triinsportatiop systems. Section 11-b, entitled
“Depreciation and Use Allowance,” states,

The computation (of depreciation) will exclude the cost or any portion of the
cost of buildings and equipment donated or borne directly or indirectly by the
Federal government through charges to federal grant programs or otherwise,
irrespective of where title was originally vested or where it presently resides

In the issues raised by Region IV, this section of Circular 74-4 was mtergreted to
prohibit any charga for depreciation on federally purchased vehicles. While it is
clear thet this sectiol prohibits charges for depreciation made by Federal grantee
against their Federal grant, OMB informally points out that this circular is silent
on the issue of depreciation as a component of a user charge by one Federal grantee
for use of a vehicle by another grantee. This appears to be OMB’s approach to
implementation of Circular 74-4 and it is 'not known to have been tested by
administrative rulings or court decisions. This confirms a similar interpretation of
OMB Circular 74-4 ‘fy the Institute for Public Administration 1n their report on
depreciation of transportation equipment for the Administration on Aging. There-
fore, while OMB Circular 74-4 does prohibit direct charges by grantees to Federal
grants for depreciation of vehicles purchased with Federal funds, thus prohibiting
accumulation of funds for total vehicfe replacement, it does not directly prohibit one
grantee agency from charging another grantee the full user charge of a vehicle,
including the cost of accelerated depreciation. It does appear, however, that there is

)
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* still a perceived pfohibitiop, even though a rea'l prohibition does not exist, which is
a hipdrance e development of cgordinated transportation systems There is an

apparen\t need for establishing accodnting principles which can assure purchasing
N agdcies'that they are only paying/for the percentage of dépreciation in relation to
their use )

Section 11-d of OMB Ci T4-4-states that:

The use allowance for equipment (excluding items properly capitalized as
building costs) wil mputed at an annual rate not exceeding 6% percent of
acquisition cost of usable equipment.

It has been pointeg out that this rercentage is much too low ‘for vehicles used in
coordinated systems.\The average lifg of the vans or minibuses often used in a
coordinated human sérvice transportation system is only three to five years, thus
requiring a depreciation rate as high as 20 percent to 33 percent in order to fllly
depreciate a vehicle dver its expected life. In discussions with OMB, however, it was
learned that this section only applies when a direct use allowance is charged by a
Federal grantee against the Federal grantor “in lieu of depreciation” and is used
where no records are kept to verify depreciation totals. If records are kept, a
reasonable depreciation can be charged. Therfore, if a component of the user charge
were set for depreciation Jt could be set at a reasonable rate and not restricted by -
the 6% percent user charge. Guidelines for the calculation of reasonable rates for
deprecidtion would have to be developed in order for agencies to establish depreci-
- ation as a component of their costs.

. In conclusion, OMB “allows” depreciation as a component of user charges to
purchasing agencies, but does not allow an agency general depreciation of the
vehicle against its Federal grant. Thus, if an agency is in a coonfinated system, 1t
can cha a.reasonable depreciation rate as part of the user charge to agencies
purchasing Service and escrowing these funds in a special account for vehicle
replacement, But, when the vehicle wears out, they will have only the depreciation
funds from the added use of the vehicle and not funds reflecting the total cost of the
vehicle. Therefore, they must obtain the balance through a special grant or agency
operating budget to purchase the replacement vehicle.

HEW Grants Adnyinistration Manual
The HEW regulations regarding depreciation are by necessity patterned after
OMB Circular 74-4, and are contained in its Grants Adminjstration Manual (45
CFR 74). AI?pendix C (relating to grants and contracts with State governments) and
Appendix F (relating.to grants and contracts with non-profit organizations) of the
HEW Grants Administration Manual both have sections which prohibit charging
depreciation against grants where the equipment was purchased with Federal par-
ticipation. Appendix g states: ' P
The computation (of depreciation) will exclude the cost or any portion of the
cost of buildings and equipment donated or borne directly or indirectly by the
Federal government through charges to Federal Grant programs or otherwise,
irrespective of where title was originally vested or where it presently resides.
. The wording is exactly the same. as the wording in OMB Circular 74-4 and is
basically the incorporation of the OMB Circular into HEW regulations. Therefore, it
should be interpreted th e as the OMB Circular with respect to allowing
* depreciation as a component of\charges for use between grantees, Appendix C of the
Manual also has a section regatding a use allowance, in lieu of*depreciation similar
to OMB 74-4, which sets a rate of 6% percent. Here, too, this is the incorporation of
OMB Circular 74-4 into HEW regulations and it should be interpreted in the same
> manner.
. Because many coordinated and social service agency trangportation systems are
run by private non-profit organizations, it is important to consider the regulations
. gffectmg grants t6 non-profit organizations. With regard to depreciation, this appen-
ix states: :
Computation of the use allowance and/or depreciation will exclude both the
cost or any portion of the cost of grounds, buildings, and equipment borne by or
donated by the Rederal government, irrespective of where the title was original-
ly vested or where it presently resides. -

This has the same effect on n rofit agency grants as Appendix C has on grants
ahd contracts with State and lotal governments. Therefere, it is a reasonable
assumption that the interpretation' of the section of Appendix F which applies to

. . depreciation would be similar to the interpretation of the corresponding sections of
Appendix C. Appendix F also has a section limiting a use allownace to 6% percent
per year when used in lieu of depreciation. Here too the interpretation should be
similar to the corresponding settions of Appendix C and OMB Circular 74-4, even
though these are internal HEW regulations not governed by OMB Circular 74-4
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If depreciation charges were allowable when vehicles have been purchased with
Federar funds, it has been perceived that the HEW Grants Admmustration Manual
would prohibit the escrowing of funds, basically considered as a form of program
income, except for wses which would be considered the primary parpose of the
grant Therefore, 1t has been concluded that program income of any type could not
= be used for transportation costs such as the purchase of a vehicle since transporta-
tion 1s only a smg)\gort service for most HEW grants and not a primary service
The current H Grant Administration Manual (revised August 12, 1978) states
that program income can be used. :
for which are in addition to the allowable costs of the project or
. programt&t‘sm nevertheless further the objectives of the Federal statute
under which the grant,was made Provided that the costs borne by the income
further the broad objectives of that statute, they need not be of a kind that
would be permissible .as charges to Federal funds (45 CFR Section 74 42(en
_.The key phrase in this regulation is “further the objectives of the Federal stat-
ute ' In closer review of this section and in conversations with the HDS Grant
+ ,Policies and Procedures Section, the repetition of this key phrase with the addition
of the word "'broad” 1n the second sentence of the quotation above is interpreted to
mean that a broad interpretation of the phrase was intended, and therefore the aid
of a vital support service such as transportation would be a valid purpose
Assuming depreciation were to be allowed and an escrow account was set up for
_  the pyrchase of replacement vehicles, the remaining issue is the rate at which
depreciation should be set It has been sufgested that a standardized rate for
depreciatiof of vehicles be set to apply to all government agency programs While
this would eliminate confusion and ease coordination, 1t could also create some
problems To accommodate the variety of service needs that agencies have, there
may be a cofresponding variety in the type and use of vehicles in coordinated
transportation systems, which in turn would be reflected in a variety of vehicle hfe
expectancies. One solution which accounts for these variations would be to assign
depreciation ‘ratés by vehicle typé and equipment (e.g, van, mini-bus, wheel-chair
lifts, ett.). It has also been suggested that the IRS allowable depreciation rates for
siffillar vehicles owned by private corgorations be applied With respect to vehicle
use, the depreciation rate could be set by average usage, and additional usage due to
coordination could be accounted for by charging depreciation as a component of the
user charge But this method would not take into consideration the great variations
n_use of the same vehicle type owned by different types of grantee agencies Thus,
allowing a depreciation charge based on mileage might perhaps more truly reflect
the cost of vehicle depreciation.

Summary >
To summarize, 1t appears that: ) .

Under current regulations grantee agencies can charge depreciation to other
grantee agencies in coordinated transportation systems, even where the vehicle
was purchased with Federal funds, although the general perception is that this
is not allowed. - o

Grantees may not charge on their grant for depreciation of a vehicle pur-
chased 1n whole or,in part with Federal funds. .

*Where deprecifition is allowed, a fund could be set to pay for a replacement
vehicle at the time. thesinitial vehicle is fully depreciated. .
The depreciation rate may be set at a reasonable lével.
‘The existing problems that remain are— ot

The perceived inability to recover additional vehicle depreciation inscoordi-
nated systems; and™

The inabihity to recover tﬂe total depreciation but only extea depreciation due
to coordination, and therefore the inability to replace a vehicle when it wears
out without seeking special funding or dipping into rogram budgets.!

*  These problems all seem to be a direct result of OMpB ircular 74-4, and there-
fore, any approaches to allowin} depreciation and the escrowing of funds for vehicle
g FEPlacement must address it. . .

’ Patential solutions to the depreciation issue .

Regardless of whether either course of action recommended below is implemented,
it is advised that the informal interpretations of OMB officials regarding Circular
74-4 be verified through a formal, written clarification of OMB'’s position on the

b e

—

' Its impertant to note here that total depreciation 18 possible under those consolidated
transport systems where vehicle control resides in one transportation service provider and all
services are provided through d purchasing mechanism.
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issues of allowable depreciation charges, escrowing of depreciation funds, and allow-
able rates of depreciation. . ’

Such a clarification would solve the perceived problems set forth above, but would
not solve the actual prohibition on recovering the full- cost of depreciation by
Federal grantees operating coordinated and coleidated transportation systems.

ving the existing real problems.

Direct changes to OMB Circular 74-4, amending Federal policy regarding
these issues. Such a direct course, once enacted, would subsequently be reflect-
ed, in each government agency affected, by similar modifications to their indi-
vidual program regulations. For HEW, this would result in corresponding modi-
fications to the Grants Administration Manual.

Changes to the legislation of programs providing transportation funds so that
either a charge for depreciation would not be prohibited by OMB Circular 74-4,
or the problem of replacement vehicles is directly addressed.

Direct changes to OMB Circular 74-4 *

Two options are available to change OMB Circular 74-4:

1. Vehicles used in coordinated/consolidated agency transportation systems
could be exempted from the prohibition against charging depreciation on vehi-
cles purchased with Federal funds. )

2. A special component of OMB Circular 74-4 could be developed to deal with
vehicles used in coordinated/consolidated agency systems.

In either case, the allowance of depreciation, restricted to vehicles in coordinated/
consolidated systems, may provide an incentive to coordinate. Of concern 1s that this
might be perceived as unfair to grantee agencies which for one reason or another
were unable to coordinate their transportation system with others, and unequal
treatment by Federal grantors may be charged. . i

The first option, (#1, above) an exemption from the current issues, seems the
easiest to*develop and would achieve the desired results, but may set a dangerous
precedent for the future exemption of other items and a gradual item by item
change in Circular 74-4. The second option, to develop a special section on coordi-
nated agency transportation, highlights the transportation components of various
pr ms for special and similar treatment. This may uneover other difficult issues
such as the relation between the programs of DOT and the trans%ortation compo-
nents of programs of other Federal agencies with respect to what Federal agencies
sHould and can deal most effectively with transgortation problems. This is a large
and complicated policy issue which goes beyond depreciation and perhaps should
not be dealt with in that context. Following any change in OMB Circular 74-4,
similar chenges could then be promulgated in the implementing regulations of the
various Federal agencies. <.

Legislative changes to program funding

As an alternative to direct changes in OMB Circular 74-4, OMB seems to prefer
the second approach. Rather than changing the cost principles of OMB Circular 74~
4, it was suggested that the statutes authorizing various programs with transgorta-
tion components be changed through legislation to directly deal with the problems
of replacing worn out vehicles. This could be accomplished by either changing
individual statutes for all programs with transportation components, or by one piece
of legislation allowing depreciation to be charged for the purpose of establishing
funds for vehicle replacement. OMB’s problem with direct changes to OMB Circular
74-4 appears to be that such charges would seem to allow a double payment for
vehicles; first, through Federal financial participation in the payment, and second,
through depreciation. Instead, new legislation could be presented which indicates
that the imtial capital purchase of vehicles with Federal participation would be a
one-time start-up cost, and that replacement would be handled through accumula-
tion of depreciation charges. Basically, this approach could be presented as a 'Fro-
gram to get the Federal government out of the_position of purchasing vehicles. This
approach has the advantage of developing a legislative mandate to solve recognized

roblems, and openly deals with these ﬁroblems, but would most likely take a
onger period of time. Furt:i?r, if dealt with by a series of statutory changes, it could

~

cause much confusion for cgordinated systems using multiple funding sources due to
the variety of changes in the regulations of different funding programs which Will
oceur.

However, if dealt with by one piece of législation, it may, as with the development:
of a special section of OMB Circular 74-4 for transportation, raise issues concerning
the relationship between DOT’s transportation proFrams and the transportation
component of other Federal agencies, since it will highlight the transportation

-components of other programs which when viewed together, becomes a sizeable

program.
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Conclusions . ’

From the above discussion, it appears as if the approach that could be implement-
ed in the shortest time period and most effective in encouraging efficient coordinat-
ed use of current transportation resources, would bé the alteration of OMB Circular
74-4 and corresponding agency regulations to exempt coordinated agency transpor-
tation services from the prohibitio® against charging depreciation on vehicles pur-

, chased with Federal financial participation, provided charges for depreciation are

a

accumulated for vehicle replacement. Paired with this could be an exgmption for
agencies who for one reason or another cannot coordinate transportation service;
the grantor or another review level (eg., coordinated provider, State, regional
office), would have to evaluate these agencies’ ability to coordinate transportation
services when deciding upon exemptions This program could be presented as a
double payment but as an incentive to the development and continuation coordi-
nated/consolidated transportation systems.

DeparTMENT OF HEALTH aND HUMAN SERVICES,
ADMINISTRATION ON _AGING,
Washington, D.C, Janflary 6, 1981.

Hon. Ik F ANDREwS,
Chairman, Subcommuttee on Human Resources, -
House of Representatives, Washington, D.C.

Dear MR. ANDRews: 1 respectfully submit to you a report on revising Federal
trant(a)portatlon programs for older individuals in compliance with Section 411(bX2) of
the Older Americans Act of 1965, as amended (P.L. 89-73), This provision under
Title IV, Part B Research and Development was enacted as gart of the Comprehen-
sive Older Amencans Act Amendments of 1978 (P.L. 95-478). It requires that the
Commissioner on Aging award a grant.or contract for the purpose of conducting a
study to improve existing Federal transportation programs for older individuals to
ta) provide more coordinated and comprehensive services to such individuals; (b)
eliminate unnecessary duplication among such programs; (c) eliminate disparities in
eligibility requirements among Federal transportation programs for older individ-
uals; and (d) study the possibility of transferring to a single administration all
Federal transportation programs for older individuals. The Commissioner was re-
quired to transmit the results of this study to Congress within two years of the
enactment of the 1978 Amendments.

The Administration on Aging has supported a project responsive to this provision
The J:aro;ect, funded in September 1978, was a sample survey of the actual process of
coordination in 30 Planning and Service Areas (PSA’s). The project was conducted
by the Urban Institute. It studied the broad range of barriers and obstacles to
coordination attempts including those barriers to greater mobility indentified by the
elderly. Further, the Institute reviewed .the barriers and obstacles to coordination
observed among the sample of sites, with particular stress on the extent to which
these can be traced to Federal level policies or procedures. The results of this study
are described in a report entitled “Coordinating Transportation Services for the
Elderly.” A copy of this report is enclosed. .

At this time, I have no specific recommendations concerning the coordination of
transportation services for the elderly. However, I do wish to suggest that we take
seriously the Urban Institute findings that we consider the costs as well as the
benefits associated with increased coordination. . .

The grantee was encouraged to make recommendations bdsed upon the results of
the study. Although the recommendations contained in the report do not‘necessarily
reflect the judgment of the Department of Health and Human Services or the
Administration on Aging, they will be seriously considered as AoA formulates
policies to improve transportation services for older individuals.

Sincerely yours, , . i
CHARLOTTE FRANK
(for Robert Benedict, Commissioner on Aging).

Enclosure. .

COORDINATING TRANSPORTATION SERVICES FOR THE ELDERLY—FINAL RepoRrT 1402-
i 1, Sepremser 1980
I

(By Ulrich F. W. El;nst, Sandra Rf(senbl)oom, Carol T. Everett, Michael A.
emp L.

This research was funded by the Administration on Aging of the U.S. Department
of Health and Human Services. Opinions expressed in the paper are those of the
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authors and do not necessarily reflect the views of The Urban Institute or the
research sponsor. i -
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CHAPTER IX—FINDINGS AND.RECOMMENDATIONS

General conclusions L
We noted in the opening chaﬁter of this report that therg is a widespread belief
that increased coordination of human service transportation has the potential for
improving both ts efficiency and its effectiveness. We noted also that the available
’ - empirical evidence about the extent to which these potential benefits are realized in
practice is somewhat mixed.
Our own general conclusions, on the basis of this study, support the view that net
social benefits can accrue from coordination efforts, but that such-benefits are not

an automatic or universal outcome. qu findings rdination can be.summa- '
. rized bly the following propositions: -
‘Coordination™ is not a single, homogeneous concept. There exists a spectrum

of different potential coordination actions, and the applicability, implementa-
tion procedures, and outcomes are likely to vary both with the nature of the
LR action and with the setting in which it is attempted. -
Fragmentation and duplicatjon of services are not pervasive problems:“the
v study found them to occur less frequently than. is oftern alleged. ,
Special transportation services for the elderly appear to be serving those people
most in need othl;tem « .

On the basis of the evidence generated by this study or reported in”the
literature, it is not yet possible to compile general guidelines concerning the
likely outcomes of particular coordination actions in farticular settings. In other
won{e, it is difficult to predict what policies will work in specific places.

While, the potential benefits of increased coordination have received much
public recognition, the potential disbenefits of particular coordination ap- ,
proaches are not well appreciated. In developing plans and in evaluating-exist——
ing- coordination efforts it is important that the costs and possible negative,

) \;m cts should be appraised. N .
N P tate-level actions designed to foster greater coordination can be particularly
effective. . - ‘

While legislative and administrative actions at the federal levél certainly can
influence both the willingness of local agericies to attempt coordination projects
and the outcomes of those projects, it is difficult to infer cause and ‘effect with

. regard to the federal policies. , ..

. It appears that, insofar as federal actions may be able to encourage suceessful
. coordination projects at the local level, no major changes in the existing federal
Ie%islation appear to be necwsariy to achieve that goal. Rather, our specific
policy recommendations could in large part be put into effect by administrative
. actions taken within the purview of the cugrent legislation.

Coordination is not a single, homogeneous concept '

Local planners-and human service agencies have developed a wide variety of
different %ﬁproach% to coordinate their. transportation services in one way or
another. This study has identified four basic’ categories of coordination actions:

Demand management—restructuring deman allow for the optimal use of .
existing capacity, by pooling demand for likgf trips, and smoothing.out peaks -
and valleys in the time profile of demand;

Supply management—restructu su iminate fragmentation and
duplication, and to introducegncentives for efficiencyy °

N rvice allocation—the delermination of what kinds of services should be
. provided, and how they should be distributed amohg the" eligible population;
and ‘

Service fungtion coordination—performing certain functigns, such as dispatch-
ing.or vehicle ‘maifitenance, Join:‘liy for more than one provider. -

The wvariety of approaches to coordination is dictated by the wide divergencein

. the instititional, economic, and social settings in which the transportation services

-

.

: are provided. These varying environments ‘create different opﬁ:rtunities for, and .
i . constraints upon, the coordination of transportation services. The outcomes of co-
- ordination projects vtir¥l considerably depending one«the nature of the effort planned
, and the setting in which it is attempted. : '

On the basis of this general finding, we suspect that Ahe diversity of coordination
possibilities has not been fully apprecjated in much ef the previous discussions of, 2
"~ and advaqecacy for, increased codrdination. In our view, it ig,often rather meaningless
to talk about coordination in*the abstract, given the spectrum of possible actions
and outcomes. Lo : .
5 t -t : L I
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Fragmentation and duplication of services are not pervaéive problems

Overall, we found few cases in which there were serious problems of fragmenta-
tion or duplication of services. Duplication—several providers serving the same
kinds of trips at roughly the same time, all operating with excess capacity——appears
to occur less frequently than is often popularly supposed.

Special transportation services for the elderly are properly targeted
Our survey indicated that those elderly people most in need—the very old, the
handicapped, the poox_thecarless, and ones living alone—are more likely to use
special transportation services than other elderly groups. Older Americans who do
not use these services frequently have better options, particularly their own auto-
mobiles. ,
A

The effects of the alternative policies are uncertain
Neither the information presented so far in the literature nor the evidence
assembled by this present study allows one to derive general guidelines as to what
t of coordintition efforts are likely to work best in particular settings. It is likely
t it will be possible to develop such guidelines in the future, based on more
detailed evaluations of specific projects than have yet been carried out. A major
barrier to reaching generalizable conclusions, however, is the lack of good operating
and accounting data among many private human service agencies.. By and, large,
evaluatigns will need to be based on the close external monitoring of new projects,
rather than on the analysis of data assembled in the course of existing projects.
Given the current lack of understanding about what policies are most likely to
work well in specific settings, we believe that the public interest is better served by
focusing attention on the objectives of greater coordination rather than on any
Eereconceived notions about methods. For instance, some states presently appear to
promoting a service consolidation model of coordination—that is, the consolida-
tion of human service transportation in the hands of a single designated provider It
is, as yet, far from clear that this approach is a good method (even less, the best
method) of achieving greater efficiency or effectiveness. Under the current circum-
stances, it appears wiser for higher tiers of government to focus their policies more
on creating an environment in which local officials and human service agencies are
encouraged to consider a wide range of possible coordinatioin actions and to experi-
ment with them. The promotion of one particular coordination model seems likely to
detract from a consideration of the spectrum of options.

. The costs should be counted as well as the benefits . v

Another barrier to learning what types of action work best in what types of
setting is a certain lack of appreciation of the possible disbenefits of coordination
efforts in the professional and lay discussion of the issue. The potential benefits
have often been stressed. They include gains in the efficiency and effectiveness of
the delivery of transportation services to the elderly; and, depending on the type of
coordination effort, possibly a reduction in the number of agencies and People with
whom government officials need to interact, and a clearer accountability for the use
of public funds. -

the n:(fdtive side; other studies have already highlighted the fact that the
costs of coordination activities may be higher than is popularly Stﬁposed, and that
the necessary investment of time and effort may be substantiaf. Moreover, not all
line items may exhibit economies of scale: there may, for instance, be a regulting
increase in total administrative costs, particularly in the short run. In someé\cases
where the individual aggncies may have had access to some unpriced and beloWgost
priced services, the price of that input may increasé under coordination.

One of the commonest forms of low-priced services is the use of volunteers. Our
study found that coordination efforts frequently run the risk of damaginfd t}lxe

erly
a?pear to rely. As a labor force for a human service agency, volunteer workers are,
of course, a mixed blessing. They can be unreliable and capricious, and in many
ways programs can be more easily and efficiently manafed with’ paid staff. Howev-
er, on the whole they do represent a tremendous capab
would be prodigal to ignore. We observed in our site visits that moves towards
centrali or consolidated systems frequently were accompanied by reductions in
the role of volunteers. In a less formal -ways friends, neighbors, and relatives
currently provide assistancé in accommodating the transportation needs of the
elderly, and we believe that more recognition needs to be made of such arrange-
ments, temporary and informal though they may be, and care be taken lest consoli-
dation efforts damage them. Indeed, the fostering of such arrangements (perhaps by
allowing helpers to be reimbursed some of their out-of-pocket costs) might prove to

’
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be a more cost-effective method of improving transportation for the elderly than
other coordination efforts.

The highly centralized forms of coordination may also léad to a degradation of
services quality for some existing clients (although at the same time other clients
may gain and the number of people served may be enlarged). Typically, highly
centralized services tend to concentrate on the most easily identifiable demands
The people who, because of frailty or other problems, require & more personalized
form of service, perhaps with an-escort, or those living slightly.beyond an inflexible
service area boundary, may not be adequately catered for.

*These types of outcomes are no more certain cur than the benefits referred to
earlier. It is important, however, that the gss i
acknowledged when coordination plans are being de or evaluated C
also be taken to distinguish between transitional (or Short run) effects of those
outcomes which will be sustained when the project is well established. =

The state plays a key role «

-

The legislative structure and administrative practices for many of the relevant
federal programs place much of the responsibility for program J&m’gn with state-
level agencies. The major exceptions are Sections 3 and 5 of the Urban Mass
Transportation Act, which usually link the federal and local levels directly. Howev-
er, the recent introduction of the Section 18 program has given the states the
responsibility of improving the organization and management of special transporta-
tion services in small urban and rural areas. While these initiatives may be some-
what limited in their geographic coverage, they have often taken a comprehensive
;;ie“('i of p%ic transportation, with special emphasis on the needs of the elderly and
andicapped. ,
The study distinguished six forms ofstate-level activity that conffibute to the
coordination of transg_ortation pro?rams for human service targetsgroups:
. Establishing effective state-level coordination among the various agencies in-
_volved, o improve understanding of the implications of different decisions, and
to move toward greater coherence of state policies. .

Improving the information base for local coordination, efforts through r&@%
search, development, and demonstration, and related information dissemination.

Providin% specific support services, such as technical assistance or brokerage
servcies to local organizations engaged in coordination efforts.

Encodraging greater participation in coordination projects through financial
incentives to local agencies, including the stipulation of certain steps as a
condition to receiving continued funding.

Mandating or establishing a single transportation provider or a single funding
recipieht in each aphic area covered. '

anging regulatory, administrative, or legislative provisions & Uft real or

percewed constraints on coordination agtivities. . - )

Looking at the range of different actions across various states, the study conclud-
ed that the state can be pivotal in affecting the extent to which coordination
activities are attempted in local areas and the nature of the coordination projects
which are attempted. It follows that the state units on aging should be regarded by
AoA as particularly important agents in the development, dissemination,”’and execu-
tion of nationwide policies with res; to transportation service coordination, There
is also potential for increasing the technical assist;npe role of .the -state units.

The impacts of federal policies are difficult to trade 7,

The outcomnes of federal policies likely to influence coordination activities are
much harder to trace, for several reasons. Most importantly, while the impacts of
policies at the tess}at,e level can be inferred in part from the differences observed
among the stated, this is not possible, at least to the same extent, for federal-level
Eolicies. Secondly, inferring the consequences of federal policies by observing what

appens at the local level over time is also difficult, since many other inffencin
factors were at work, to. We concluded that it is not possible to trace cause ang
effec; between local coordination activities and federal policies promoting greater
coordination. ) - ‘

No major changes are needed in federal legislation e

Insofar as federal actions are able to encourage successful coordination projects at
the local level, the study found that no major changes in the existing federal
legislation appear to be necessary in order to achieve that goal. This conclusion was
reached for several reasons: ' . s

The specific set of recommendations for federal actions developed in the Study
ftand presented later in this chapter) would not require legislative changes if it
were decided to implement them. g
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The study found no real barriers to improved coordination which could be
traced unambiguously to federal legislation (or, indeed, to federal administra-
tive regulations). Where such provisions were popularly viewed as barriers, the
perceptions often involved misunderstandings.

One argument for making changes in the current programs—the contention
that publicly-funded special transportation services are not benefitting those in
most need of them—was not supported by the evidence from our surveys.

Given the uncertainty about the effectiveness of federallevel policies, #
would seem vise K&allow federal officials as much flexibility as possible in
framing .and impletgnting policies. This argues for specifying objectives and
spending authorizations only in the legislation, allowing the details of specific
programs td be develoFed in administrative fiats.

* Our consideration of the pros and cgps of one specific legislative option that is

frequently suggested at the local level—~the administrative consolidation of all
of the relevant federal ;:’er%grams—concluded that the potential bepefits would
be limited, and outweighted by the substantial costs.

Recommendations from the study

While our study did not find justification for proposing any significant changes in
federal legislation, the major and minor findings which emerged in the course of the

study do have a number of implications for federal policies with regard to transpor-

tation services for the elderly:

“1 In planning to meet the transportation needs of human service client groups,
agencies at federal, state} and locaYolevels should be encouraged to treat informal
networks (those involving assistance from friends, neighbors, relatives, and volun-
teers) as an integral and explicit component of the system. Attention should be
focused on public policies which would make. more and better use of this ‘type of
resource, as & possible complement to or substitute for greater coordination among
more formal ‘services. SucE policies might include, for instance, the creation of
direct or indirect financial ingentives to greater participation by people able to help,
?; tlhe encouragement of carpooling programs among those traveling to congregate
aclities.

2. Given the wide spectrum of possible coordination actions, the Administration
on Aging should issue clear guidance on the types of programs to which it 1s
permissible to dedicate Older Americans Act funds. We found a number of miscon-
ceptions about the federal regulations on aspects in which the{ are not (or no
longer) ambiguous. But we-also found relevant questions on which the regulations
are not clear, the most important of which is her Title III funds may be used 1n
support of a userside subsidy program.! It shouid difficult or expensive for
the AoA to clarify'the legal questions associated with the_use of OAA funding (and
OAA-funded vehicles) for a wide range of possible coordination actions, and to make
these details widely known at the area agency level. Since there also appears to be
some confusion at the local level about the use of vehicles purchaseg under~the
UMTA Section "16(bX2) program in coordinated® systems, a collaborative effort in
conjunction with the Department of Transportation might be advisdble.

3. State units on aging should be encouraged to take a more active role. in develop-
ing new and more efficient methods of Jproutd;pf transportation services to the,
elderly, ncluding coordination and service consolidation options. This role may
require that the federal AoA provide for more technical assistance to the state
Xm and that the state units in turn provide more technical assistance to the local

4. As a contribution to this increaséd technical assistance, the U.3® Congress and
the Administration on Aging should consider moynting a number of demonstrations
of innovative transportationservice qoordination policies. The principal objective of
these demonstrations would not be'to prgmote exemplary policies, although the

rogram could be validly used in part to that end. Rather, the primary aim should

to learn more about the appropriateness and practicalities of different types of
policies in different settings. We woull recommend placing an especially high
priority on experimenting with user-side subsidy schemes, particularly ones which
could be used to reimburse volunteer and human service agency providers. This is
one applicaion which has not yet been tested in the user-side subsidy demonstra-
tions sponsored by the Urban Mass Transportation Administration. Language
authorizing demonstrations already exists in the Older Americans Act (at Section
421), although money has not been appropriated for this purpose.

5. The Adgministration on Aging should encourage more and better evaluations of
current and future coordination efforts. Worthwhile evaluations would (i) focus on

' It is believed that in a few isolated cases this has been done, although at least one Regional
Office of the AcA has made a ruling that this is not permissible.
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specific coordination activities, rather than on the general concept; (11) make strong
efforts to assemble reliable and complete cost information; and {ili) attempt to trace
observed outcomes to features of the ‘plan and the environment in which it is
attempted. There are several actions that the AoA could take to foster these
evaluations, including the development of an evaluation handbook and the encour-
agement of state units to fund such activities. Th% AoA might itself become directly
involved under the demonstration program mentioned above. . .

6. We recommend that AoA give greater consideration to the dissemination of
information about the detatled practicalities of coordination efforts, based on the
experiences gained at the state and local levels. This function could probably be
most efficiently carried out in conjunction with other federal agencies concerned

i uman services transportation. In the course of our site Visits, we encountered

any ispues in which some means of pooling and sharing experiences would be
advantafeous $o human service agencies. These included such varied topics as
mainténance practices for particular vehicle models; dispatching procedures; innova-
tive insurance procedures, and the names of brokers prepared to work wi encies
in identifying their best insurance options; and identifying consultan ith- rele-
vant knowledge and experience.

7. Since the study found that accounting and reportin& requirements can repre-

. sent an additional administrative cost to consolidation efforts, we strongly support
the current seven-state effort, sponsored by the Department of Health and Human
Services, to develop uniform accounting frames. We recommend that the Adminis-
tration on Aging cooperate fully with this on-going effort, and give full consideration
to implementing its applicable recomniendations when these are made.

DepARTMENT OF HEALTH AND HUMAN SERVICES,
RecioN IV,
. Atlanta, 6a., March 10, 1981.

+ Mr. GorDoN RALEY, ,

Staff Director, Subcommittee for Human Resources,

Washington, D.C. .

* Dear Mr. RaLey: During the hearings on transportation for Head Start in Wash-

ington last week, you requested that I provide some additional ifnformation on the

various regulations affecting efforts to Coordinate transportation. The following
specific regulations have surfaced as the key impediments to humagn service trans-
portation ‘coordination. Also I think it is important to look at these regulations in’
their entirety as,well as individually in terms of their impact at the local service

. ‘provider level. .S N 2

» Perhaps the miost cited regulations affecting transportation coordination are those
., based on OMB Cigcular -A-122 “Cost Principles for nonprofit organizations”, pub-

lished in Volume 45, Number 132 of the 'Federal Register on July 8, 1980. Para-

graphs 9 a-g of Attachment B to A-122 provide the b for depreciation and use
allowance, Attachment*1,, Although no formal deﬁniiﬁzs of thé terms “depreci-
ation” and “use allowance” are given, in practice, degreciation is commonly used in
» relation to physical facilities such a8 buildings which involved no public money in
their acquisition, Use allowance in practice has been used to offset “operating and
maintenance costs of facilities built or purchased with public funds. In either case,
however, the amount allowed is Qesigned for a long term recovery of capital outlay
(2 percent peg, year on depreciation and 6% percent on use allowance). Neither 1s
adequgte for rgcovery of replacement costs of a vehicle with a normal life expectan-
¢y of no,more ®han four years. '

Also paragraph 9C(2) of attachment B prohibits either depreciation or use allow-
ance on equipment which was originally purchased with federal funds. This effec-
tively prohibits human service agencies from entering coordinated systems with
existing ‘vehicles since there is no way to escrow replacement costs from.current
H operating fundg. : - .

Paragraph 42,of Attachment B éets forth rental and lease regulations. Subpara-
fraph 42d Jjmits a lease to what the purchase price would have been on the date the
ease is exequted. In some localities, this can be a viable option, but it is not-a cure
all because Jeases for vehicles meeting this criteria are often not available, especial-
ly with the year to year funding uncertainties of federal programs.

These specific requirements of OMB Circular A-122 are redated and reissued by
* the various federal agencies with a few, minor changes and interpretations. Howev- |

e . er, the main problem remains in the faot that these guidelines and regulations were
promulgated without specific relationship to the problems of establishing and main-
taining coordinated transportation systems in the interest of both economies of
operation and fuel conversation. !

. -
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Attachment 21s a letter from John Leatherwood referencing problems with CSA’s
regulations and 45 CFR Chapter X. His letter pertains to the exact problems
Juentioned regarding the lease of vehicles. As you can see from his letter, we have
two COnﬂictigg lease policies, one for CSA and one for, HDS. Because the problems

.are unresolved, I havé been unable to sufficiently respdnd to his request. _
Sincerely, R
c , . L. Bryant TUDOR,
for Human Development Services.
Attachments.

ATTACHMENT 1
(From the Federal Register. Vol 45 No 132, Tuesday. July 8. 1980]
Attachment B

Selected Items of Cost

Paragrapsh 1 through 50 provide principles to be appled in establishing the
allowability of certain items of cost. These principles apply whether a cost is treated
as direct or ipfrect Failure to mention a particular item of cost is not intended to
mmply that #€ 1s unallowable; rather determinatior,as to allowability in each case
s};ould be based on thev&eatment or principles provided for similar or related items
of cost.

1. Advertising costs. K .

a. Advertising costs mean the costs of media services and associated costs Media
advertlsmg includes magazines, newspapers, radio and television programs, direct
mail, exhibits, and the like. ‘

b, The only advertising costs allowable are those which are solely for (i) the
recruitment of personnel when considered in conjunction with all other recruitment
costs, as set forth in paragraph 40; (i) the procurement of goods and. services; (iii)
the dispoal of surplus materials acquired in the performance of the award except
when organizations are reimbursed for disposals at a predetermined amount in
accordance with Attachment N of OMB Circular A-110, or (iv) specific requirements
of the award.

2. Bad debts Bad debts, including losses (whether actual or estimated) arisin
Jfrom uncollectible accounts and other claims, related collection costs, and relat
legal costs, and unallqwable.

3. Bid and proposal costs! {reserved] °

4. Bonding costs.

a. Bonding costs arise when the Government requires assurance against financial
loss to itself or others by reason of the act or default of the organization. They arise
also in instances where the organization requires similar assurance Included are
such bonds as bid, performance, payment, advance payment, infringement, and
fidelity bonds.

b. Costs of bonding required pursuant to the terms of the award are allowable.

¢. Costs of bonding required by the organization in the general conduct of its
operatidns are allowable to the extent that such bonding is in accordance with
sound business practice and the rates and prémiums are reasonable under the
circumstances. : R o

5. Communication costs. Costs incurred for telephone services, local apd long
distance telephone calls, telegrams, radiograms, postage and the like, are allowable.

6. Compensation for personal services.

a.*Definition. Compensation for personal services includes all compensation paid
currently or accrued by the‘organization for services of employees rendered during
the period of the award {except as otherwise provided in paragraph g. below). It
includes, but is not limited to, salaries, wages, director’s and executive committee -
member's fees, incentive awards, fringe benefits, pension plan costs, allowances for
off-site pay,” incentive pay, location allowances, hardship pay, and cost of living
differentials. . .

b. Allowability. Except as otherwise specifically provided in this paragraph=the
costs of such compensation are allowable to the extent that: L

(1) Total compensation to individual employees is reasonable for the services
rendered and conforms to the established policy of the organization consistently
applied to.,hoth Government and non-Government activities; and

(2) Charges to awards whether treated as direct or indirect costs are determined
and supported as required in this-paragraph.

c. Reasonableness.

(1) When the organization is predominantly engaged in activities other than those-
sponsored by t'};e Government, compensation for employees on Government-spon-

.
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sored work will be considered reasonable to the extent that it 18 consistent with' that
paid for similar work 1n the orgamzation’s other activities.>

2) When the organizatioh i1s predominantly engaged in G'overnment-sponsored
activities and 1n cases where the kind of employees required for the Government
activittes are not found in the organization’'s other activitids, compensation for
employees on Government-sponsored work will be considered reasonable to the
extent that 1t is comparable to that paid for similar work in the labor markets in

- . which the organization competes for the kind of employees involved .

\ d Special considerations tn determining allowability. Certain conditionsrequire
specjal considerations and possible limitations in determining costs under Federal

. awards where amounts or types of compensation appear unredsonable Among such
conditions are the following’ )

1) Compensation to members of nonprofit organizations, trustees, directors, asso-
ciates, officers, or the immediate families thereof Determination should be made
that such compensation is reasonable for the actual personal services rendered
rather than a“distribution of earnings in excess of costs, -

(2) Any change in an organization's compensation policy resujting 1n a substantial
increase in the organjzation’s level of compensation, particularly when it was con-
current with an increase in the ratio of Government awards to éther activities of
the organization or any ;%ane in the treatment of allowability of specific types of

o«

compensation due to changes in Government policy. -

e Unallowable costs. which are unallowable under other paragraphs df this
Attachment shall not be allowable under this paragraph solely on the basis that
they constitute personal compensation.

f Fringe benefits.

(1) Fringe benefits 1n the form of regular compensation paid*to employees during
periods of authorized absences from the job, such as vacation leave, sick l¢ave,
military leave, and the like, are allowable provided such costs are absorbed by all
organization activities 1n proportion to the relative amount of time or effort actualjy
devoted to each. . ' v

(2} Fringe benefits in the form of employer contributions or expenses for social
security, employee insurance, workmen’s compepsation insyrance, pension plan
costs (see paragraph g. below), and the like, are allowable provided such benefits are
granted gp accbrdance with established written organization policies Such benefits,
whether treated as indirBct costs or as direct costs, sha]l be distributed to particular
awards~and other activities in a mdpher consistent with the pattern of benefits
accruing to the individuals or grotﬁﬁ‘,;of employees whosel safaries and wages are
chargeable to such awards and other attivities. . -

(3%a) Provisions for a reserve under a self-insurance program for.unemployment
compensation® or~ workmen’'s. compensatigh are allowable to.the extent that the
provisions' represent reasonablée’ gstiniates of the habilities for such compensation,
and the types of goverage, extent of coverage, and rates and premiums would have
been allowable had insurance be,enhpurcha.%ed to cover the tisks. However, provi-
sions for self-insured liabilities which do not become gayable for more than one year

Lafter the provision is made shall not exceed the present value of the liability

(b) Where an organization follows a«consistent policy of expensing actua} pay-
ments to, or on behalf of, employees or former employees for unemployment com-
pensation or workmen's compensation, such payments are allowable 1n the year of
payment with the prior approygd of the“hwarding agency provided they are allo-
cated to all activities of the organization. P s o )

(4) Cdsts of insurance on the lives of trustees, officers, or othgr employees holding
positions of similar responsibility are allowable only to the extent that the insur-
ance represents additional compensation. The costs of such insurance when the
organizagion is named as beneficiary are unallowable. e )

g. Pension plan costs.

(1) Costs o(Pthe organization's pension plan which are incurred injaccordance with
the estgblished policies of the organization are allowable, provided: .
ta) Such policies meet the test of reasonableness; i

- (b) The methods of cost allocation are not disc‘rimfnatory; .
. (e) The cost assigned to each fiscal year is determined in accdfdance with general-
ly accepted aceounting principles as prescribed in Accounting Principles Board
Opinion No. 8 issued by the American Institute of Certified Public Accountants; and

(d) The costs assigned to a given fiscal year are funded for all plan participants

within six months after the end of that year. However, increases to normal and past
. service pension costs caused by a delay in funding the actuarigl liability beyond 30
gfnys after each quarter of the year to which such costs are assignable are unallowa-

e. .
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(2) Pension plan termination insyrénce premiums paid pursuant to the Employee
. Retirement Income Security Act 6f 1974 (Pub. L. 93-406) are allowable. Late pay-

ment charges on such premiums dre unallowable.
(3) Excise taxes on accumulated funding deficiencies and other penalties imposed
under the Employee Retirement Income Security Act are unallowable.
h. Incentive compeénsation. Incentive compensation to employees based on cost
reduction, or efficient performance, suggestion awards, safety awards, etc., are al:
*  lowable to the extent that the overall compensation is determined to be reasonable
and such costs are paid or accured purssant to an agreement entered into in good
. faith between the organization and the employees before the services were rendered,
or pursuant to an established plan followed by the organization so consistently as to
imply, in effect, an agreement to make such payment.
i. Overtime, extra pay shift, and multishift premiums. See paragraph 27.
. j. Severance pay. See paragraph 44.
k. Training and education costs. See paragraph 48.
1. Support of salaries and wa%gs ,
(1) Charges to awards for salaries and wages, whether treated as direct costs or
indirect costs, will be based on documented payrolls approved by a responsible
official(s) of the organization. The distribution of salaries and wages to awards mast
be supported by personnel activity reports as prescribed in subparagraph (2) below,
except when a substitute system has been gpproved ip writing by the cognizant
agédncy. (See paragraph E.2 of Attachment A) e
(2) Reports is reflecting the distribution of activity of each employee must be
.maintained for all staff members (professionals and nonproféssionals) whese com-
pensation is charged, in whole or in part, directly to awards. In addition, in order to
support the allocation of indirect costs, such reports must also be maintained_for
other employees whose work involves two or more fuhctions *or activities if a
R distribution of their compensation between such functions or activities is needed in
the determination of the organization’s indir?:t cost rate(s) (e.f., an employee en-
gaged part-time in indirect cost activities and part-time In a direct function). Re-
ports maintained by nonprofit organizatidns to satisfy these requirements must
. mesét the following standards: - o
W The reports must reflect an aﬂer—the-fac) determination of the actual activity
| of each employee. Budget estimates (i.e., estimates determined before the services
| are performed) do not qualify as support for charges to awards.
| (b) Each report must account for_the total activity for which employees are
|

s

compensated and which is required in fulxﬁllment of their obligations to the organi-%
zation. / >

(c) The reports must be signed by the individual employee, or by a responsible
supervisory official having first hand knowledge of all the activities performed by
the employee, that the distribution of activity represents a reasonable estimate of
the actual work petformed by the employee during !:he periods’ covered by the

reports. . -
| . Fg) The reports must be prepared at least monthly- and mus8 coincide with one or
more gay periods. '
J (3) Charges for the salaries and wages of nonprofessional employees, in addition to
the supporting documentation described in su {Jaragraphs (1) and (2) above, must
also be supported by records indicating the total number of hours worked each day
maintained in conformance with Department of Labor regulations implementing
L the Fair Labor Standards Act (2% CFR Part 516). For this purpose, the term
“nonprofessional employee” shall have the same meaning as “nonexempt emp&y-’
ee,” under the Fair Labor Standards Act. ‘e
(4) Salaries and wages of employees used in meeting cost sharing or matching '
requirements on awards must ge supported in the same manner as salaries an
wages claimed for reimbursement from awarding agencies. . o
. Contingency provisions. Contributions to a_ceftingency reserve or any similar
provision made for events the occurrence of which canngt be foretold with certainty
« as to time, intensity, or with an assuragge of their happening are unallowable. The
term “contingency reserve” excludes gelf-insurance reserves (see paragraph 6.0.Q3)
and 18.a.(2Xd)), pension funds (see paragraph 6.g); and reserves for normal sever-

ance pay (see paragraph 44.(bX1). . - },
8. tributions. Contributions and donations by the organization to others are
unallowable: _ R .

9. Depreciation and use allowances. .
A. Compensation for the use of buildings, other capital improvements, and equip-
ment on hand may be made through use allowances or depreciation. However, .
except as provided in paragraph f. bejow a combination of the two methods may not

-
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¢ equipment, computer equipment, etc). -8
b. The computation of use allowances or depreciation shall be based on the
acquisition-cost of the assets involved. The acquisitjon cost of an asset donated to
the organization by a thi rty shall be its fair miarket value at the time of the
donation. ' :
¢. The computation of use allo
(1) The cost of land; :
(2) Any portion of the cost of buildings ahd equipment borne by or donated by the
Federal Government, irrespective of where ti\le was ‘orginally vested or where it
presently resides; and B
(3) Any portion of the cost of buﬁings and/equipment contributed By or for the
organization in satisfaction of a statutory : '

des or depreciatio"gl will exclude.

hing retirement.

d. Where the use allowance method 1s followed, the @se allowance for buildings
and improvement (including land improvements such®as paved parking areas,
fences, and sidewalks) will be computed at an annual rate’not exceeding two percent
of acquisition cost. The use use allowance for equipment. wi]l be Computed at an
annual rate not exceeding six and two-thirds percent of agquisition cost. When' the
- use allowance method is used for buildings, the entire build_ing must be treated as a
W single asset; the building’s components (e.g. plumbing~System, heating and air

copditibning, etc.) cannot be segregated from the building’s: shell. The two percent

i owever, need not be applied to equipment which is merely atached,or
to)the building but not permanently- fixed to it and which is used as
furnishings’or deorations of for specialized purposed (e.g., deftist chairs and dental
_ treatment units, counters, laboratory benches bolted to the floot, dishwashers, car-

peting, etc.). Such equipment will be considered as not beingipermantntly fixed to

. the building if it can be removed without the need for costly oriextensive dlterations
‘ or repairs to the building or the equipment. Equipment that>meets these criteria

will be subject to the six and two-thirds percent equipment usezallowance limdsaion.

e. Where depreciation method is followed, the period of usefubservice (useful life)
,established in each case for useable capital assets must take into consideration such
factors as type of construction, nature of the xu‘npment,used, technological develop-
ments in the particular program area, and the renewal and replacemefit policies
followed for the the individual items or classes of assets involved. The method of
depreciation used to assign the cos gn asset (or group of assets)"to accounting
periods shall réflect the patte Gnsumption of the asset during its useful life. In
- . the absence of clear evidence cating that the expected consumption of the asset
will be significantly greater or lesser in the early portions of its useful life than in
the later portions, the straight-line metdd shall be presumed to be the appropriate.
menthod. Depreciation metgods once uséd shall not be c}x;ged unless approved in

advance by thg cognizant Federal agency. When the deppeciation method is intro-
duced for applicationgo assets previously subject to a usg allownace, the combina-
tion of use allowances and depreciation aiplicable to such assets must not exceed
the total acquisition €ost of the assets. When the depreciation method is used for
buildings, a building’s shall may be segregated from each building component (e.g.,
plimbing ‘system, heating, and air conditioning system, etc.) and &ach item depreci-
ated over its estimated useful life; or the entire building (i.e., the shell and all
i:%mponents) may be'treated as a single asset and depreciated over a single useful
ife.

+ f. When the depreciation method is used'for a particular class of assets, ‘no
depreciation may allowed on any such assets that, under paragraph e. above,
would be viewed as fully derrecia . However, a reasonable use allownace may be
negotiated for such assets if warranted after taking into consideration the amount
of depreciation previously charged to the Government, the ‘estimated useful life
remaining at time of negotiation, the effect of any increased maintertance charges
or decreased efficiency due to age, and any other factors pertinent to the utilization
of the asset for the purpose contemplated -

g. Charges for use allowances or depreciation must be supported by adequate
property records and physical inventories must be taken at least once every-two
years (a statistical sampling basis i3 acceptable) to ensure-.that assets exist and are
usable and needed. When the depreciation method is followed, adequate depreci-
ation records indicating the amount of depreciation taken each period also be
maintained. b N . -

42. Rental costs. . . |

a. Subject to the limitations described in paragtaghs b. through d. of this para-
graph, rental costs are allowable to the extent that the rates are reasonable in light
of such facLors as: rental costs of comparable property, if any; market conditiOps in'
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the area; alternatives available; and the type, life expectancy, condition, and value
of the property leased. . . s

b. Rental costs under sale and leaseback arrangements are allowable only up to

the amount that would be allowed had the organization continued to own the
property. -
‘ ¢. Rental costs under less-than-length leases are allowable only up to the amount
that would be allowed had title to the property vested in the organization. For this
purpose, a less-than-arms-length lease is one under which one party to the lease
agreement is able to control or substantially influence the actions of the other. Such
leases include, but are not limited to those between (i) divisions of an organization;
(ii) organizations under common control through common officers, directors, or
members; and (iii) an organization and a director, trustee, officer, or key employee
of the organization or his immediate family either directly or through corporations,
trusts, or similar arrangements in which they hold a controlling interest.

d. Rental costs under leases which create a material equity in the leased property
are allowable only up to the amount that would be allowed had the organization
purchased the property on the date the lease agreement was executed; e.g., depreci-
ation or use allowances, maintenance, taxes, insurance but excluding interest ex-
pense and other unallowable costs. For this purpose, a material equity in the
property exists if the lease in noncancelable or is cancelable only upon the occur-
rence of some remote contingency and has one or more of the following characteris-
tics:

(1) The organization has the right to purchase the property for a price which at
the beginning of the lease appears to be substantialli; less than the probable fair
market value at the time it is permitted to purchase the property (commonly called
a lease with a bargain purchase option);

(2) Title to the property passes to the organization at some time during or after
the lease period;

(3) The t§rm of the lease (initial term plus periods covered by bargain renewal
options, if any) is equal to 75 per cent or more of ¢he economic life of the leased
property; i.e., the period the property is expected to be economically usable by one
or more users.

ATTACHMENT 2

v WESTERN CAROLINA COMMUNITY ACTION, INC.,
Hendersonville, N.C., July 18, 1980.
Mr. L. BRYANT TUDOR,
Regwnal Administrator, Department of HEW/HHS, Region IV
Atlanta, Ga. .

Dear BRYANT: As per our recent telephone conversation, I offer the following
information on Head Start transportstion.

The major problem has been that when we need to replace a vehicle in the Head
Start Program (which is every 3 to 4 years per vehicle), we are faced With a serious
budget problem. The problem arises from the fact that HEW/HHS will not allow a
vehicle depreciation account to be established whereby we could set aside a certain
amount per mile to replace the vehicle. This results in our either having to “find”
the total cost of a vehicle in the budget during the particular year(s) that the
vehicle must be replaced, or seek a “‘one time” grant for this purpose. Either way it
is difficult and becoming almost impossible with inflation as it is.

Because of the red tape and the difficulty in planning, etc., I have for the past 5
to 6 years set aside non-federal local funds for the purpose of purchasing the
necessary 15-passenger vans which could be leased back to the‘Head Start Program
on a per mile cost basis. The reason for the C%urchase and lease-back by WCCA, Inc.
versus commercial lease is the fact that WCCA operating on a cost reimbursement
basis would be able to lease the same vehicle to the Head Start Program for
approximately $100 per month less than a commercial lease. I have attached the bid
in ation used in a contract between WCCA and North Carolina Division of
Community Employment (DOL) for a bus to be used in their program. This informas
tion will show how much could be saved throuﬁh this approach. As you will note,
the attached eement at 35¢ per mile includes all costs with the exception of
gasoline. I would suggest with Head Start a net vehicledreplacement cost of 15¢ per
mile. This would project approximately 8% to 4 years to recover the neBessary
replacement cost. .

ven though I am convinced this approach would give us safe transportation with

the cost spread out evenly over each Head Start program year, I have run into

- problems with gettinﬁ HHS to consider it. Wheﬁ‘l\(xor:t conceived tHis approach, I
was using CSA’s regulation on™lease versus purchaseon equipment. This is set forth
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n 45 CFR Cha?{ter X, Section 1067.17-4, Part 11, Sub-part (f). This reference can be

found 1n 45 CFR Part 500-1199, page 408 This states in part “if 3-years leasing cost *
1s more than the purchase price plus servicing cost, 1t is more economical to
purchase the equipment.”’ If WCCA purchased the van and depreciated 1t over a 3 to
1 year period at cost basis, we definitely would have a much less cost over a 3 year
period to lease. ) .
The real problem arose when I telephoned Ms. Willa Choper, our HHS Field
Representative, and suggested this approach to transportation. She checked with
the property people in Atlantasand called me back saying we could not do that She
gave me the reference given her by the property folks as CFR 45 Part 74, Appendix
F, Sub-part 10, page 4 and 5 From this reference she stated that we could not
charge an amount 1n excess of 10% per annum to Head Start for equipment leased
to them The only portion of this sub-part which reflects a 10% hmit is Sub-part 10-
1d)~2-(VIII). My interpretation Af this 1s that this reference is for physical plant
and equipment located therein. It would appear to me that Section 10-(a) would
allow WCCA to estabhish either a depreciation account or a use allowance which
would accomplish what we would like to do
WCCA maintans detailed records on all vehicles owned or operated by us From
¥ those records | h?e documented that once we surpass the 60,000 mile mark on a
vehicle used for daily pick-up and delivery of clients, the maintenance costs in-
creases by an average of 8¢ per mile. This would be in excess of 50% of the amount
~v needed to set aside for vehicle replacement. Naturally as the mileage 1ncreases we
are faced with both increased cost to maintain plus the danger of an unsafe vehicle.
Our present Head Start vehicles have 67,000 miles, 77,000 miles, and 80,000 miles on
them. Ms Choper told me that there is not any “one time” money available to us
‘. for vehicle replacement at this time -

Even though WCCA does not have all the necessary funds to make the necessary
purchase of 3 new vehicles (apgroximatety $27,000), we would be willing to finance
them through the corporation non-federal account if HHS will allow recover
this cost over the 3 to 4-year period
. Please advise me if there is any way to allow this proposed le agreement
between WCCA and Head Sw you need additional information, plese call me

Sincerely,
y \ JoHN LEATHERWOOD, JR.,
y ' Executive Director.

*  Attachment

VEHICLE LEASE AGREEMENT

. It is agreéd by the Youthful Offender Program (Contract #0-3489-0733-01-B-5-0)
and Western Carohina Commumty Action, Inc. (WCCA), that WCCA shall provide
the following equipment to the Youthful Offender Program for the period beginning
April 1st, 1980, and continuing to the 30th day of September, 1980:

1. 12-Passenger Van Equipped with: Full Length Floor Mat, Headliner Over
Driver and Front Bucket Seat Only, 350 V-8 Engine, Automatic Transmission,
Power ‘Steering, Power Brakes, AM/FM Radio, Air Conditioning—front and
rear units, Heater with auxiliary rear unit, Tinted Glass—all windows, 9" x &5"
L) Exterior Mirrors. X
The Yputhful Offender Program shall reimburse Western Carolina Community
Action, T¥c. for use of the above described vehicle at the rate of $35 per mile plus
+gasoline cost. . . » *
It is further %%reed that Western Carolina Community Action, Inc. shall provide
all insurance (1 -300-100 limits), license plate, and full maintenance
It is understood that the above described vehicle will be used solely for partici-
pant transportation and that all mileage recorded for that purpose will be submit-
ted,to the WCCA Busipess Office monthly on WCCA Form 22-A (attacment “A” to
this agreement). 5
. For purposes of comparison, WCCA has in its files, bids received from the follow-
ing companies quoting their monthly lease rates: Dorato Dodge, Asheville, N.C,
$460/Mo,; Hunter Chevrolet, Hendersonville, N.C., $490/Mo.; Bryan Easler Ford,
Henderg#ville, N.C., 3565/Mo._ §
! The Above quotes excluded insurance, license plate, gasoline and maintenance.

(Signed)——— ———,
Youthful Offender Prograr-
(Signed)——— ———,
Western Carolina Communily Action, Inc.

Date. June 17, 1980.
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