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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20548

To.The President of the Senate and the
Speaker of the House of Representatives

In recent years the amount and character of federal aid to
state and local governments have signifthantly changed. The
most profound move occurred in' 1981, when 80 narrowly focused
categorical programs Were consolidated into 9 broad-based blodk
grants covering health and social services, education, community
services and development, and energy assistance. These block
grahts shifted much of the control and accountability from the
'federal to state governMents.

since the results of these consolidations have been of
great interest to'the Congress, GAO documented states' fiscal,
programmatic, and managerial responses.to.their new responsibil-
ities in a series of reports (see app. I). The purpose of thiS
report is to consolidate the information on blbck grant experi-
ences contained in these prior reports and highlight important
issued.. Section 1 describes the major issues related to block
grant implementation, and section-2 discusses key block, grant
decisions that lie ahead.

'Block grants have promoted important changes in how our
nation decides what public services are provided and how govern-
mental.accountability is ensured. The longer term institutional.
and, programmatic implications of sach a fundamental shift .hinge
on many future decisions. This report provides a useful frame-
work for deliberating future block grant proposals.

Copies of this report are being sent to the President; the
appropriate Hou,se and Senate committees; all Senators and Mem-
bersiof Congress;.the Secretaries of Health and Human Services
and of Educa,tiont the Director, Office of Management dnd Budget;
and the governors and legislatures in all states.

Comptroller General
of the United States



COMPTROLLER GENERAL'S
REPORT TO THE CONGFESS'

.DIGEST

BLOCK GRANTS:, OVERVIEW
OF EXPERIENCES TO DATE
AND EMERGING ISSUES

TheOmnibus Budget Reconciliation Act of 1981
ushered in a new era of relationships' between
the federal and state governments. Gone are
many of the federally administered' categorical
grants with their detailed rubs and prose-
dares. In their place are block grants, which
give far more authority to states and entail far
fewer federal requirements.

Tear Sheet

An objective of block grants was to focus pro-
gram.responsibility and management accountabil-
ity %kith states, where the public would be more
closely involved in the decision-making process.
Block grants were also expected to impro0'e serv-
ice delivery by fostering better integration oft
related. federal and state programs. Addition-
ally, they were to promote management improve-
ments and save money by emphasizing the use of
existing state systems.

Block grants cover a wide rahge of domestic
assistance Areas: hdalth, education and social
services, community services, and home energy
assistance. At the federal level they are ad-
ministered by the Departments of Health and
Human Servtces and of Education. Appendix II
lists the seven block grants studied by GAO and
the. categorical programs they replaced.

GAO assessed state implemehtation of the block
grants from 1982 tos1984 in 11 states (Califor-
nia, Colorado, Florida, Iowa, Kentucky, Massa-
chusetts, Michigan, Mississippi, New York,
/Pennsylvania, Texas, Vermont, and Washington),
for a total of 91 cases studied. These states,
accounted for about 46 percent of all 1983 block
grant funds and about 48 percent of the. nation's
population. Although the 13 states represent a
diverse cnoss7section of the country, the re-
sults may not be.projecIted to the nation as a
whole. However, GAO hAieves that the results
provide a firm foundation to judge how the
states implemented the block grants between 1982
and 1984.

\\i
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.STATES ADAPTED QUICKLY
TO THEIR NEW ROLE

The first 2 years of block grant implementation
proceeded relatively smoothly because the 14
states' priorinvolvement with many of the cate-
gorical programs provided an administrative
framework for absorbing their new responsibili-
ties, with little organizational chang.e'. Al-
though reduced federal funding generally ac-
companied the block grants, the continuing
availability df categorical funds, supplemental
moneys from the federal emergency jobs legisla-,
tion, as well as the ability t9 transfer funds
among certain blockd helped promote tiscaLOsta-
bility in most' programs. States also us6d their
own funds to help offset federal funding cuts,
but as a rule these efforts were ,restricted to
the :healthiand social sdtkrices block grants,
where states had longstanding administrative and
financial involvement. (See pp. 1 tb, 5.).

Public LaRLAs0Llat
through'stveral foltums

A,s the 13 states co sidered how to spend block
grant funds, they sed the federally mandated
legislative hearing and comment process to ob-
tai.n

i
.

tain public input..-Also, they often initiated
\ exe utive branch hearings "and set up advisory
corn ittees, relying heavily on the latter tn.
decision-makingipurposes. Public participation
was further enhanced by the increased involve-
ment of governorss and state legislatures and by
greater interest group activity at the rstate
level. Although'state efforts to obtaib public
input were extensive, interest groups had mixed
views regarding their satisfaction with these
efforts. (See pp. 13 to 14.)

N

Program continuity stressed
but changes emerge

In making their initial decilons, states gener-
ally emphasized.prograrn continuity. 4Where block
grants were one 9f several funding sources for
broader' state activities, program decisions were

. based on the goals of those activities. Deci-
sions were 11so driven by the continued avail-
ability of categorical amp, states' prior
involvement, as well as certain legislative
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provisions that restricted chaff geso Although
continuity was emphisized, funding patterns did
begin to change as states established their own
.priorities and ,sought to cope. with funding'
limitations. , The changes varied widely among
block grants, affecting both program funding
levels and service proyider operations.. (See
pp'. 5, to 8.)

As they .established program prioritie's, states
were implementing their new management responsi-
bilities. To°help, the federal government Pro-
vided technical assistancep.whidh the 13 'states .

generally found useful. Howeyer, of greater im-
portance in 'adjusting to their new role was
states' involvement in the prior categorical
progtams, their' ability to -use eAisting adminis-c
"trative systems and proCedures, dnd .their estab-
lished service provider relationshipsg. The one
notable exception was community services. All
13 states had little or no involvement with the
prior program, and.10 of them had no similar

) state program. Consequently, a new administra-
tive structure had to be developed, and new
relationships had to be cultivated with service
providers. (See pp. 14.to 17.)

Tear Sheet

Many management
improvements reported

As block grant implementation proceede , the ,13

states reported widespread management improye-
ments. These, focused on reduced time and effort
preparing applications and reports, changed or.
standardized administrative procedures; improved
planniii and budgeting prctices, and better usr'
of staff. However, whether administrative cost
savings were realized as a result of the shift
in responsibilities and reduced requirements
could not be determined due to a dearth of in-
Eoanation and rlomerous measurement problems.
(See pp. 17 te'21.)

States embrace block Enants but
1.riFefg-itgrOups less enthusiastic

,On the broader question of whether the blois,k
teant approach to funding qomestic assistAbe

was more or less desirable than the categorical
approach, 53 percient of the interest groups
believed that it 1.7as less desirable, while,about
30 percent said L6Nwas more desirable. These

iii
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views sharply contrasted with those of gover-
nrs, state, legislative leaders, and state pro-
gram officials, at least 80 percent of Whom
beicieved that the block grant approach. was more.
desirable.. (See pp: 21 and 22.)

MANY IMPORTANT DECISIONS
LIE AHEAD'

The financL1 and institutional changes pvompted
r5y block grants have important long-term impli-
cations. several issues concerning the impact
on people served and the appropriate roles of
.federal,,state, and local entities will continue
to affect the existing progeams and should be
considered in deliberating futUre block grant
proposals.

Two of the more prominent 'issues relate tO fund-
ing levels and the federal distribution of
moneys. The next few years will be pivotal as
states and the federal government confront
tougher decisions on whether, and to what ex-
tent, funds should be contributed,to maintain
services because of growing pressures on re-
sources and-the absence of overlapping categori-
cal funding, which initially helped-prOote
fiscal stability. Also, national strategies for
distributing funds may have to be reeaAirted and
updated because certain block grant formulas
still distribute funds prim:arily based on
states' share of funds re.ceived under the prior)
categorical programs. (See p. 23.)

another issue relates to the adequacy of na-
tional information aNailable on such subjects as
services delivered and clients served. Such in-
formation has not been satisfactory; as a re-
sult, the Congress strengthened data collection
requirements in 1984 for several block grants.
Federal agencies' implementation of these pro-
visions will be critical because information on
how block grants are affecting services to the
.people is essential to informed'decision making.
As states continue making program changea, con-
gr.ssional debate will likely focus on how such
'nanges affect national goals and whether there
are alternative ways of promoting federal objec-
tives without inordinately limiting states'
flexibility. (See pp. 23 and 24.)

iv
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Shifting authority to states focused public'and
administrative-accountability at that governmdnt
level. Federal public participation require-
ments in conjunction With states' own public
participation methods created multiple opportu-
nities for dialogue ,between state's, local, enti-
ties, and the public. However, interest groups
held mixed views regarding states' efforts and
program decisions. Continuing federal minimal
public participation requirements would be good
for'future block grants as long as they do not
inhibit the states from developing their on
strategies.

Tear Sheet

p

Also,', great reliance is placed on state proce-
'dures rather than federal efforts to oversee
block grant expenditures. Therefore, there will
be a need to periodically assess how well state
systems and procedures are ensuring progr
accountability. The, Single Audit Act of 1984,
which created a uniform audit process for all
federal assistance programs, will be helpful in
th -at assessment effort. f,See p. 24.)

I-

In deliberations on future block grant pro-
posals, the 'issue of prior state involvement in
the programs being considered should be of cen-
tral concern. Shifting responsibility to states
was easier where they had previous program ex-
'''perience and greater reliance could be placed on
existing state systems'and prOcedures. The ex-
tent of priorinvolvement should influence the
legislative transition provisions used and the
federal technical assistance required to ease
the transition to block grants. (See p.. 25.)

As block grants continue to evolve, GAO intends,
at appropriate intervals, to (1) assess the
effects of some block grants on people served;
(2) review state mechanisms for accountability,
incluling monitoring and auditing proCessps;
(3) research alternative national funding
formulas; (4) explore options for obtaining
consistent national information; and (5) track
state funding in block grant program areas.

9
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Throe strategies that emerged during 1982 and 1983 mitigated
the initial federal funding reductions. These involved states
(1) taking advantage of available funds from the prior categori-
cal programs, (2) transferring funds among block grants, and (3)
increasing state funds. Iowever, the applicability and uge of
these strategies varied greatly by block grant.

A

CategoricaloutlayamitAiatft
initial funding reductions

State and local service providers in the 13 states were able
to operate. certain block grant programs well into fiscal year
1982 with 1981 categorical funds. Thib was possible because many
prior categorical grants were project grants awarded, to states
and other entities at vatious times during fiscal year 1981, and
many extended into fiscal-year 1982.

Chart 2 illustrates £he,significant impact of categorical
funding on programs supported-by the three health block grants.
In the 13 states, at least 57 percent of the 1981 categorical
awards extended into 198-2. Consequently; categorical outlays
comprised over half of total 1982 categorical aVdblock grant
expenditures for those states operating the health block grants
during that year. Although few categorical funds were being ex-
pended by 1983, they had enabled states to reserve block grant
Funds for future years.

17:
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CHART 2'
COMPARISON OF BLOCK GRANT AND CATEGORICAL

EXPENDITURES FOR ME THREE HEALTH BLOCK GRANTS
(1982 -"r 1983)

1982 1983

IN. THE YEAR FOLLOWING BLOCK GRANT IMPLEMENTATION
CATEGORICAL EXPENDITURES WERE A MAJOR FACTOR IN
FUNDING FOR THE THREE HEALTH BLOCK GRANTS.

EXPENDITURES
1123 CATtGORICAL
Ma BLOCK GRANT

Energy funds often transferred
to social services

The 13 states transferred a combined total of about $125
million among the block grants in 982 and 1983. However, this
option was used primarily to shift funds from the low-income home
energy assistance block grant to the social services block grant,
as shown irk chart 3. This trend was influenced by the fact that
the social services block grant expirienced the largest dollar
reduction and did not benefit from overlapping categorical fund-
ing, while the low-income energy block grant received increased
federal appropriations,

3
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CHART 3
MILLIONS OF DOLLARS TRANSFERRED BY 13 STATES
AMONG BLOCK GRANTS IN YEARS 1982 AND 1983

TRANSFER FROM TRANSFER TO

I

rOVER 90 PERCENTor ALL FUNDS TRANSFERRED AMONG1
BLOCK GRANTS ENTAILED SHIFTING LOW-INCOME
HOME ENERGY FUNDS TO SOCIAL SERVICE PROGRAMS.

State funding selectively increased

OTH
113

ER

States also used their own funds to help offset reduced
federal funding, but only for.certain block grants. Most of the
13 states did not use state funds in 1982 or 1983 tohelp support
progr4ms funded by the community services, education, and low-
income home energy assistance block grants. During .this same
period, however, the 13 states usually increased the)ir contribu-
tion.to programs supported by the health and/or social services
block grants, although the size of such increases varied greatly
from state to state.

This rise in state support, along with the overlapping
categorical funding in the health block grants and the transfer
,-)f low-income home energy assistance funds into social services,
led to increases in total program expenditures between 1981-and
1983 in about three-fourths of the cases in the 13 states, as

4
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shown in chart 4. However, once the growth in total expenditures
'was adjusted for inflation, this number dropped markedly.

CHART 4
PERCDIT OF CASES WITH INCREASED TOTAL DPENDITURES FOR HEALTH

AND SOCIAL SERVICES BLOCK GRANTS BETWEEN 1981 AND 1983
(BEFORE AND AFTER INFLATION ADJUSTMENTS)

. .

ACTUAL ADJUSTED

/CREASED TOTAL EXPENDITURES

FOR THE HEALTH AND SOCIAL SERVICES BLOCK GRANTS
THREEQUARTERS OF THE CASES EXPERIENCED
INCREASED EXPENDITURES OVER CATEGORICAL LEVELS.
HOWEVER, AFTER ADJUSTING FOR INFLATION ONLY
30 PERCENT SHOWED INCREASED EXPENDITURES.

STATES BEGINI TO ALTER PROGRAM PRIORITIES

Block grants reduced the, federal role in several domestic
assistance areas and gave states discretion to determine needs,
set priorities, and fund activities within brcAly defined
areas. Under block grants, states receive the funds, whereat
several 'of the prior categorical programs involved some direct
federal to local funding. Additionally, states select recipients
and establish programmatic requirements, whereas under many of
the prior programs, federal agencies performed these functions.
Although states have greater discretion, certain block grants
contain restrictions that affect fund all.)cation.

5
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Program continuity_ emphasized
but changes emerge

Overall, program areas funded under the categorical grants
continued to receive support during the first 2 years. Efforts
to maintain program continOity were aided by states,' prior in-
volvement in the categorical programs as well as the continued
availability Of categorical funds during block grant implementa-
tion. Also, in certain program areas, legislative requirements
that continued funding for specific programs and g?'aptees re-
stricted states' ability to initiate changes.

While pi-ogram continuity was evideit, changes in funding
patterns began to emerge as states sought to establish their own
priorit,:.es and cope with limitations on available funds. As a
result, levels of funding to program areas were'adjust-2d or new
distribution formulas developed. The extent and type of changes,
however, varied among the block grants. The major patterns that
emerged during 1982 and 1983 are highlighted below.

°Under the maternal and child health and the preventive
health block grants, the 13 states tended to provide more
support for program areas over which they formerly had
greater control, such as crippled children's services and
fluoridation, and relatively less support for areas which
used to be primarily federally controlled or mandated, such
as lead-based paint poisoning prevention and emer,;ency
medical services.

oAlthough changes varied considerably by state under the
social services block grant, .the 13 states usually gave a
higher priority to adult and child protecive services,
adoption and foster care, home-based services, family plan-
ning,/and employment, education, and training. Many states
also "tightened eligibility standards for day care services
and decreased expenditures for a wide range of other serv-
ices.

-oUnder the community services block grant, 9 of the
13 states introduced new methods for distributing funds
that included poverty-based factors. Such changes and the
substantial decrease in federal assistance led to funding
changes For many service providers in the 13 states; over
90' percent that received funds in 1981 had their funding.
reduced 1983.

,

°While heating assistance remained tt-i major program activ-
ity under the low-income home energy ssistance block
grant, heating expenditures tended to decline as most of
the 13 states increased funding for w sOi?rization and

6
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crisis assistance,. transferred funds to other block grants,
andcarried over energy funds into thenext year.

°Program changes were less evident in the alcohol, drug
abu', and mental health block grantin part due to legis-
lative provisions controlling the allocation of funds among

the three program areas. .

°Under the education block grant, states were required to
pass on at least 80 percent of their allocation to-local,
education agencies, which have virtually complete control
over the use of these funds. Thus, state authority was
limited to deciding how to use the remaining 20 percent,
and s ate _program officials reported that funds retained by
the stat were generally used to support activities simi-
rar to tho e funded under the prior categorical programs.
We estimated that over 50 percent of the funds usedlby
local education agencies funded in the 13 states were spent

on instructional materials':nd equipment.

Wide var,iet of changes
at servi ,e providers

While'the 13 states were deciding how to adjust nrogram
priorities, the 230 local service providers where we mads nn-site
visitswere experiencing a wide variety of changes.. Thesewp.,_

viders were diverse in their organization, funding sources, serv-
ices offered, and reliance on block,g rant funding. Providers
attributed certain .changes to block grant. implementation, but
most pointed to a diverse array of factors influencing their
operations, such as escalating costs and changing Total deeds.

The following summary relating to the community services block
grant illustrates the variety of adjustments made by local pro-
viders and the various interrelated factors that affect program
direction and service delivery.

Over three - quarters of the 47 community services providers

we visited received less federal community services funds in 1983
thin in 1981, although only half experienced a decline in total

I
from all sources. Typically, 4,ederal community services

funding declined as a percentage of provIders' total funding.
Many providers took steps to compensate for reduced funds.
Twenty-nine developed alternative funding sources, such as charg-

ing fees, soliciting private contributions, and/or seeking other

federal funds. Fifteen said they increased the use of volun-

teers.

Providers also said that changes in funding frequently con- -

trib.uted to operational changes. About 70'percent reported re-
duced staffing levels and/or organizational changes, slightly

7
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over 40 percent noted decreases in service delivery methods, and
almost 60 percent reported reducing or eliminating services.
However, discerning the block grant's impact was often difficult
because providers depended on community services funding to vary-
ing degrees., client needs And local economic conditions changed,
and funding from other sources fluctuated.

THE PUBLIC, ELECTED OFFICIALS, AND
INTEREST GROUPS1PR VIDE INPUT

The issue of whether states would involve the public in
decisions on how tospend block grant funds prompted the Congress
to require states to provide opporylnities for public involve-, ment. This public accouht4bility rocess was to be a fundamental
check on states and stand in pi Are of . strong federal cOitrsight
role. While there arve variations among the block grants, the
1981 act generally requires'states to offer one or two types of
opportunities. Themost common is included in six block gra,clts

i and requires states to solicit public comments on their plans\or
reports describing the intended use of funds. Four block grants (
also require that a public hearing be held on the proposed use \,0
and distribution of funds, in three instances specifically by the
state legislature. Only the education block grant requires
states to establish an advisory committee.

States use morelforams than required

As shown in chart 5, the 13 states not only used the fed-
erally mandated forums, but also provided other forums to foster
public involvement during the annual decision-making process.

8
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CHART 5
FORUMS AVAILABLE FOR PUBUC INPUT INTO

BLOCK GRANT DECISIONS

FOUR THREE TWO ONE

MINIMUM NUMBER OF FORUMS AVA4LABLE

IN 93 PERECENT OF THE 91 CASES STUDIED, STATES
PROVIDED AT LEAST THREE DIFFERENT FORUMS FOR
PUBLIC INPUT INTO THE BLOCK GRANT PROCESS.

Multiple forums w re impg4tant because executive and legis-

lative hearintIs, inten5 use reports, 'and advisory groups-each

attracted a different mi of participants. For example, service

yroviders were frequent participants IA all forums, whereas pri-

vate citizens participated in 80 13ercent'of executive branch

hearings and were cepresented on 71 percent of the advisory

groups, but comment:V:3 on intended. use reports or attended legis-

lative hearings far lessiSften--47 and 46 percent, respectively.
Differing levels of participation were also noted among other'

groups, such as local governments, minorities, the handicapped,

the elderly, and other advocacy groups.

The different forums were also importapt because they

focused op different issues. For example, the need to increase

or maintain funding for specific protected groups (e.g., minori-

ties.and handicapped) was cited as a great concern during execu-

tive hearings in 41 percent of the cases compared to 28 percent

or less through other forums. Administrative ate eligibility

issus tended to arise more frequently throtwh advisory groups.



While state program officials obtaind input frOb both
mandated and self-initiated forums, they relied more heavily on
advisory groups for decision making. *States reported making
program'decisions in response to advisory committee recommenda-
tions in 68 percent of the cases Executive and legislative
hearings werethe other source that state officials said led to
specific decisions in more than half of the cases.,

Elected officials increase involvement

State program officials reported that manYidgovernors and
legislatures were also more involved in program decisions for
block grants than they were under the prior categorical programs,
as shown in chart 6.

CHART 6
CHANGE IN GUBERNATORIAL AND LEGISLATIVE INVOLVEMENT WITH

BLOCK GRANTS COMPARED TO CATEGORICAL PROGRAMS
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While legislatures in many states had been increasing their
\

.

oversight of federal 'funds before 1981, block grants accentuated
this trend. In fact, block grants were being accorded the same
or greater levels of attention as state programs.in about 8'2 per-
cent of the eases for governors and 65 percent of the-cases for .

/legislatures.

e
IOrest groups increase .

. i
state level activity

-----,_

Many interest groups also reported being more aftive sunder
the blockgrant approach at the'state level than under the prior
categorical progr ms, as dh*n in chart 7. Much of the increased

t activity occurred among existing rather than newly established
interest groups.

MART 7
NTET T GROUP N1ERACTION MI STATE PROGRAM
MIMS AND LEGISLATORS UNDER BLOCK GRANTS

=FARED TO CA77.13CitiCAL PROGRAMS
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A SIGNIFICANT PORTION OF THE INTEREST GROUPS
IVIICATED THAT THEIR LEVEL OF ACTIVITY WITH
S ATE PROGRAM OFFICIALS AND STATE EGISLATORS
H/..$ INCREASED WITH THE ADVENT 0 BLOCK GRANTS.
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INTEREST'GROUPS DIVIDED IN
ASSESSMENT OF STATE ACTIONS

As shown in table 1, the interest groups that responded to
Our survey in the 13 states had mixed views regarding their sat-
isfaction with different aspects of state executive and legisla-
tive hearing processes. They tended to be more satisfied with
hearing,ponvenience and time allotted to block grants, but less
satisfied with information available beforehand and the timing of
hearings.

t.

Table 1.

Interest Group Views About
State Public Hearing Process

Time of day, location
of hearing

Time allotted to block
grants at hearings

Degree of advance notice
Number of hearings
Time of hearing relative

to state decisicns
Information available
before hearings

Percent.
satis-
f ied

! Percent
i

/ neutral
I

i

54 1

.53

45
44

34

32

Percent
dissatis-

f ied

20 8 26

26 21

14 41

22 , 34

. 19 t 47

17 51

Similarly, their views were split regarding state efforts to
solicit comments on intended use reports, as shown in table 2.
They were slightly more satisfied with avallability of intended
use reports and length of.the comment period, but less satisfied
with the timing of the comment per/iod in relation to program
decisions.

Table 2

Interest Group Views About
State Efforts to Sop_cit Comments

on intendOd Usp Reports

Percent Percent
satis- Percent dissatis-
fied neutral fied

Report availability ' 43 20 37
Length of comment period 42 25 33.

Timing of comment period 35 21 44

12 23
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Iritexest, groups showed slightly more consistency in their
views regarding state advisory groups. Forty-five percent were
satisfied with the role of advisory committees, while 34 percent
wVre dissatisfied. Forty-seven percent were sat-isfied with their
composition, while' 31 percent were dissatisfied..

Mixed views 'on program decisions

Three issues of gr t concern to. interest group were the
need to maintain or in rea e ftfnding for specific services, for
geographic areas within the state, ar,id for 'serviced to protected
groups. Program officials generally -told us that they perceived'
.a great deal of concern about these three issues during executive
branch hearings. As chart 8 illustrates, the in rest groups
were split in their assessment;( states' actions o maintain or
increase funds for' specifle-services, protected gr ups, and geo-
graphic areas..
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CHART--8
INTEREST GROUP SATISFACTION WITH STATES' RESPONSES

TO FUNDING ISSUES OF GREAT CONCERN

SATISFACTION
IEZI SATISFIED
229 DISSATISFIED

0'6 Goo souk

,scm°'

THIPLEVEL OF INTEREST GROUP SATISFACTION WAS
EVENLY DIVIDED REGARDING STATE ACTIONS TO
MAINTAIN OR INCREASE FUNDS IN THREE AREAS...01
GREAT CONCERN.
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Interest group characteristics
'help explain divergent views

Interest group characteristics related to their,method. of
operation and cOnstituent grollps, as well as thej,r perceptions
about block grants,Thelp' explain some of the differences in their
leVels of satisfaction with state processes.and/decisions.

olnterest groups that actively participated in-hearings,
commented on intended use reports, etc., were generally
less critical of state processes than groups not actively
involved.

%

olnterest grodps representing individualswere generally
more dissatisfied with state processes than those repre-

. senting government officials or agencies, for-profit and/or
nonprofit organizatibns.

Y

oState-level interest groups were generally more satisfied
than county-level groups with state processes indsdeci-,
sions.

.

olnterest groups that included ethnic minorities among those
thef.represented were generally more dissatisfied than
other grows with both state processes atyl decisions...

oInteres roups that generally found block grants moc de-
sirable than categorical grants and/or perceived t t state
decisions on block grants favorably affected those they
represented were more satisfied with state efforts to
solicit public input.

NEWMANAGEMENT ROLE GENERALLY
IMPLEMENTED THROUGH,ESTABLISHED
STATE PROCESSES AND PROCEDURES

Block grants shifted.managemept responsibility from the fed-
eral government to states. F4deral policy has been to maximize
states' discretion, and traditional federal management activi-

() tie, such as detailed review and approval of state applications,
'have been curtailed. Instead, great reliance is placed on
states' own systems and procedures to manage programs and ensure
accountability. It was expected that states would implement the
progran consistent with their own priorities and use their flex-
ibility to better coordinate service delivery with related state
programs.

14
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Planning usuajly integrated
with normal processes

a

4. iy

The extent to which block grant planning was integrated/ into
normal state processes depended primarily on the level of state

. .

financial commitment to the prograM areas. In most cases, deci-
sions on the use of social services, health, and the state por-
tion of the educatidn block grant funds were developed concur-
rently with, or reflected., goals established for broader state
programs., Typically, block grant funds are viewed as one of sev-
eral fdnding sources supporting state pro rams4-rither than as a

t
IS)

separate activity. As a result, plans fo hese block grants are
either---derivecia from, or intertwined with, asic allocation deci-

- sions made during the states' normal budgetary or decision-making
process.

In Contrast, the 13 states generally set priorities sepa- . '7.1,

rately for the Community services and low-income energy block
grants. In most states, these are 4stinct programs solely sup-
ported with federal. funds. As a result, planning Also tends to.
be done separately.

, 4

Prior involvement limits changes

Although the block grants expanded, states' management role,
the 13" states 'did hot have to make major organizational changes

7\ to accommodate their-new responsibilities for most block grants.
This reflects states' longstanding Involvement in administering
many of the prior categgeical programs and their substantial .fi-
nancial commitment to'Telated state programs. Also, to a large
extent, states already had service delivery networks in place to
implement the social qervices, health, low-income energy, 'and
education programs.

states' .rior experiende "in many programs preceding the
health, social services, and energy block grants also limited the
need for states to change their monitoring efforts.) States often
had ongoktg relationships with service providers as well as es-
tablished rules and regulations, and monitoring was usually done
jointly with related federal and state programs. As a result,
state program officials generally reported that the level of ef-
fort devoted to monitoring had not ,changed for most block grants.

Community services poses challenges

-/ Unlike with the other 'block grants, the 13 states had to
make substantial adjustments to assume management responsibility
for community services, primarily due to their lack of prior ex- %

perience. They had little or no involvement with the predecessor
categorical programs, and most did not support comparable state
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activities. Consequently, states had to develop a new adminis-
trative structure and cultivate relationships with service pro-
viders.

Broader state audits
'ccver block grants

The 1981 block grant legislation required states to obtain
independent 'financial and compliance audits of block grant
funds. At the state level, these audits were usually conducted
as part of department-wide single audits of all federal and state
funds. Such single audits were encouraged to be performed
through administrative requirements of the Office of Management
sand Budget.

States had expressed concerns that differences in audit
scope and frequencies.between block grant audit requirements and
federal single audit guidance created uncertainties anecompli-
cated the development of their audit strategies. However, the
1984 Single Audit: Act (Public Law 98-502) replaced these differ-
ing federal requirements, including those pertaining to block
grants. It established a uniform single audit requirement which
covers the financial statements and internal controls of the
entire state or local government and each of its agencies admin-
istering federal funds, as well as their compliance with key-
fed ral program requirements. Specifically, the act addresses
ke areas where states had concerns about block grant auditing.
For example, it

--replaces the differing audit timetables established for
several block grant programs with an annual audit require-
ment, except for jurisdictions whose constitutions or
statutes require less frquent audity

--provides some criteria for compliance testing on tIr sac-
tions from major federal program.s depending upon th size
of their contribution to total federal funds expend d by
the government;

--outlines guidelines for states' responsibility to oversee
subrecipients' audits based on the amount of funds pro-
vided to subrecipients; and

--directs the Office of ManagemPrit and Budget to establish
criteria for determining the appropriate federal share of
audit costs.

Once properly implemented, the act sholild simplify the
auditing of block grant funds.

16
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The Congress strengthens
data requirements

.04

Consistent with the administration's philosophy of minimal
federal involvement, states were given great discretion to deter-
mine the form and content of block grant data collected and re-
ported. Although federal requirements were eased, the 13 states
generally reported that they were maintaining their prior level
of effort for data collection. However, they were tailoring,
their efforts to better meet their own planning, budgetary, and
legislative needs.

Because federal agencies did not require uniform national
reporting by .states, the information collected and reported on
such items as services delivered and clients served was not con-:
gistent or satisfactory to addresp key national concerns about
block grant programs. -As a result, in 1984 the-Congrkss acted to
require the systematic collection of more uniform national data
on five, of the block grant programs.

\a4though national reporting standards may entail some loss
of state flexibility, in the long run they should help promote
progriM stability and assist the Congress in overseeing the block
grants.

Technical assistance requests change.

Although states were delegated principal management respon-
sOility,*assistance from the federal government still prdved
helpful during block grant implementation. ;More than half of the
state program officials initially asked for _federal assistance.
Generally, state officials believed that federal responses were
helpful. However, federal agencies would not further clarify or
interpret certain statutory requirements. This lower federal
profile produced mixed reactions by state officials, ranging from
a resounding welcome to the nr.,4 hands-off policy to a reluctance
to c1e1part from categorical rules for fear of later being second-
gueAsed by federal officials.

As block grant implementation evolved over the 2 years,
states' needs for technical assistance diminished and changed in
character. While initial requests centered on block grant appli-
cations, reporting, and statutory.restrictions, needs for addi-'
tional,assistance concerned auditing requirements, practice's in
other states,' and data questions.

MANAGEMENT IMPROVEMENTS WIDESPREAD
BUT COST SAVINGS CANNOT BE QUANTIFIED

A major objecttve of block grants was to promote management
improvements by reducing federal requirements. This, together

C / 17
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with the consolidation of categoricals and the ability -to better
integrate program plahning and service delivery, was expected to
achieve administrative cost savings sufficient to offset some of
the funding cuts accompanying most block grants.

Application and reporting
burden reduced

Block grants carried with them significantly reduced federal
application and reporting requirements. Under the categorical
programs, states had to comply with specific procedures for each'
program. 'the block grants provide discretion to fulfill broader;
requirements using established state procedures or other more
suitable approaches.

As shown in chart 9, program officials in most states
reported devoting less time and effort to preparing applications
for block grant funds or reporting to the federal gpvernment than
they had for the prior categorical programs.
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CHART 9
NUMBER OF STATES DEVOTING LESS TIME

AND EFFORT TO APPLICATIONS AND REPORTS

'C)

BLOCK GRANTS

, LESS TIME AND EFFORT WAS REPORTEDLY SPENT
PREPARING APPLICATIONS IN 64 PERCENT OF THE
STATES AND REPORTING TO THE FEDERAL GOVERNMENT

IIN 73 PERCENT OF THE STATES.
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The block grants' flexibility prompted state program offi-
cials in 66 percent of the cases to change administrative proce-
dures or standardize them across blockgrants. Areas frequently
affected were application, reporting, data collection, and other
administrative procedurep. For example:

--Massadhusetts brought all former directly funded grantees
in the preventive health area under state purchasing regu-
lations and Cost reimbursement practices.'

,--Michigan eliminated certain federal reports no longer re-
quired under the social services block grant and not con-
sidered useful to the state.

--Washington said that the block grants were one of several
factors behind its efforts to standardize the financial

.
reporting system for the maternal and child health and
preventive health block grants.

v(Although considerable efforts ere directed at adminiltra-
tive simplification at the-state level, states generally d!d not
pass on such simplification to the local level. Most of the 13
states imposed requirements on'service prOvides in addition to
the federal requirements, such as matching state ands and ob-
taining state approval for certain actions like hiring and pro-
curement. Also, in some instances, program managers as well as
state legislatures added administrative requirements specifically
to improve program accountability. Such actions tended to empha-
size increased .data collection and reporting by service pro-
viders.

Improved planning and staff use

The block grants enabled many states to improve planning and
budgeting and the use of state personnel. As shoWn in chart 10,
program officials reported making improvements in planning and
budgeting in half of the cases. The types of improvements .cited
included better integration of the management of related federal
and state funded programs and greater flexibility in determining
the use of funds.

19

30



CHART 10
,NUMBE CIP STATES-THAT MADE PLANNING4 01

R
/aUDGET1NG IMPROVEMENTS

PHHS MCH ADAMH UHEA ED

BLOCK GRANTS
SSBG

UNDER BLOCK GRANTS, PLANNING AND BUDGETING
IMPROVEMENTS WERE REPORTED IN 51, PERCENT OF
THE CASES.

ti

States in 33 percent of the cases also reported making im-
provements in the use of state personnel directly as a result of
the block grants. Typically, state staff is now able to devote
less time to satisfying federal administrative requirements, and
:more time to program activities.

Administrative cost savings
cannot be quantified

While it is clear that states have taken on increased man-
agement responsibilities and realized considerable administrative
simplification under the block grants, it is not clear whether,
and to what extent, these changes translated into reduced admin-
istrative costs. The absence of a common definition of adminis-
trative cost, the lack of adequate current and prior cost data,
differing state computation procedures, and the fact that block
grant funds are often commingled with other funds in support of
broader programs precluded measuring changes in state administra-
tive costs. These problems are not unique to block grants, but

V"
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rather have their foundation in the inherent difficulty of trying
to correlate data from a myriad of different systems where sev-
er 1 levels of government are involved in program administration.

Consequently, claims of savings related to block grants will
rema n difficult to prove ar'disprove, and the Congress may have
to to k to, individual pefceptions and other less preci§e measures
of ad inistrative. efficiency. The perceptions of state program
officials who have had the greatest contact with administering
both the block grants and the prior categoricals tehded to sup-
port the notion that although block grants have simplified some
areas of administration, they have brought added responsibilitie's
in others, and the specific impact cannot be quantified..

DIVERGENT VIEWS ON
DESIRABILITY OF BLOCK GRANTS

Overall, state off iCials and interest group held sharply
different opinions about the desirability of the block grant
approach, as shown in chart 11. State executive and legislative
officials overwhelmingly viewed block grants as more desirable
than the prior' categorical approach. Also, they found that over-
all block grants offered increased flexibility and were less'
burdensome. In contrast, most interest groups preferred the
ptior categorical approach over blocks grants, although about
30 percent did rate block grants as a more desirable option.

vv.
21



a

100

0

60

40

20

CHART 11
OPINIONS ABOUT THE DESIRABIUTY OF BLOCK GRANTS

COMPARED TO THE CATEGORICAL METJ-10D

ti

DESIRABIUTY
CI YOU
CO tilliALLYMun

STATE OFFICIALS GREATLY FAVORED THE BLOCK GRANT
APPROACH, WHILE MOST OF THE INTEREST GROUPS
PREFERRED THE CATEGORICAL PROGRAMS. .

v.

While interest groups and sta. :.e officials had differing
views, bdth expressed concern about funding. In our opinion, it
was often difficult for indiyiduals to separate block grants- -
the funding mechanism--from block grants--the budgeL*-cutting
mechanism. Accordingly, officials An sever4,1 states experiencing
funding cuts commented that the advantages of their qxpanded
flexibiity'were somewhat diminished by the reduced federal fund-
ing. Likewise, several interest groups were concerned about the
implicatior.s that reduced funding held for the organizations and
individuals they represented.
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SECTION 2: MANY IMPORTANT DECISIONS LIE AHEAD

Although the first 2 years of implementation proceeded rela-
tively smoothly, the financial and institutional changes promoted
by block grarits, have several,long:term implications. These in-
clude the effedt on people seled,through block grant funded pro-
grams and the appropriate role of federalpostate, and local en-
tities in poltcymaXing and providing public services. We believe
that the - following issues will continue to affect block grants
and should )e considered in deliberating future block grant
changes and new proposals.

FUNnING LEVELS AND NATIONAL ALLOCATION
PROCgDURES WILL REMAIN PROMINENT ISSUES

The first few years of block grant implementation we're char-
acterized by unique circumstancewthat promoted more fiscal sta-
bility than would otherwise have been possible given the rWduc-
-tions in federal funding. While these circumstances bolsterecir
funding, program expenditures have typically not kept pace wieb
inflation, and states may face rising program costs and increased
demand for pervices. Consequently, the next few years will be
pivotal because states and the federal government will be con-
fronted with tougher decisions on whether, and to what extent,.
funds should be contributed to maintain program services. hp
pressure on public resources continues, this. issue is likely to
loom larger.

Although some modifications have been made, certain block'
grant programs still distribute funds to states based 'primarily
on their share of Iunds received under the prior categorical
programs. Accordingly, current distribution formulas are not
sensitive to recent changes in population or other need indica-
tors. Pressure will likely increase to. reexamine national allo-
cation strategies.

iETTER DATA NEEDED TO ASSESS PROGRAM
CHANGES ANDSERVICES DELIVERED

Sin-Ce.block grant implementation, .consistent national infor-
mation on such items as program changes, services delivered, and
clients served has not been available to meet the Congress'
needs. The Congress acted in 1984 to require the collection of

ne additional data.. How these legislative provisions are im-
anted by the federal administering agencies will be critical
e following reasons.

,,?_though program changes have begun for most block grants,
states have not drastically departed from the prior programs.
However, for fiscal and other reasons, states will continue

23
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maling changes. As changes become more widespread, the Congress,
will want-information on how they affect national objectives.
If changes are not viewed as appropriate, debate will increase
on alternative ways of striking an appropriate balance.between
national objectives and state discretijon.

Also, as fiscal pressures continue and states begin insti-
tuting more program changes, interest in how block grants are
affecting services to the people will heighten. Our visits to
local service providers showed that a wide variety of changes
were taking place and many faCtors in addition to block grants,

.

such as changing community needs,.affected services to people.
While sorting out these factors will be formidable, information
on program outcome will he needed so that states-and the Congress
can make informed decisions.

STATE/LOCAL DYNAMICS WILL
CONTINUE TO AFFECT PUBLIC AND
ADMINISTRATIVE ACCOUNTABILITY

Shifting management authority to states created the need for
an increased dialogue among states, local entities, and the
public. Federal public participation requirements, in conjunc-
tion with states' own methods, stimulated dialogue between states
and their constituencies by providing multiple opportunities for
public involvement in block grant decisions and creating settings
where different degrees of emphasis were placed on a wide variety
of issues. Continuing federal minimal requirements without inhi-

, biting states from devising strategies or using forum better
suited to their own decision-making processes would be beneficial
for future block grants and should help promote continued or in-
creased dialogUeft,.

Also, great reliance is now placed on state procedures and
independent audits of block grant expenditures for administrative
accountability. Federal requirements and agencies' involvement
have been kept to a 'minimum; however, states generally have not
passed on discretion to local entities primarily' because of ac-
countability concerns. While states have administrative systems
and audit processes in place to oversee.block grantsethere is a
need to periodically assess.how' well those systems and processes
are ensuring program accountability. Of particular importance
will be efforts to implement the Single Audit Act of 1984, which
create/ a new uniform audit process for all federal assistance
programs, including block grants, at the state and subrecipient
levels.
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PRIOR INVOLVEMENT A KFY INGREDIENT

While all the above areas need to .be addressed when consid-.
ering proposals for fpture block grants, the issue of prior pro-
gram involvement' -shodid be of central concern. Stlifting respono-
.sibility to states was easier where they had previous experience
with programs and providers. In these situations, states sub-.
sumed most block grants within existing organizations and over-
sight systems with little changes.

The absence of prior State involvement in or commitment to a
program area does` not necessarily mean that a state would be un-
able to 4dminister a. program effectively. But ,the Congress
should be aware that the transition to state administration in
such cases might not be as smooth in terms of both managing the
programs and maintaining relatively similar piogram emphases as
it was for most of the programs thatbecame block grants in
1981. In the abpence of ptiot state involvement, 'the Congress
should ensure that states are given enough time to establish a
management structure, to devises system for obtaining numerous
viewpoints Concerning policy and funding matters, and to develop
relati nships with localtties and service providers. In.addi-

,

tient ,oecific federal technical assistance may be needed to ease
the transition from direct federal to state management.

FUTURE GAO EFFORTS TO FOCUS
ON FUNDI1 ING AND OVERSIGHT

Asi block grants continue to evolve, we will focus on how
well e'aiting block grqints are meeting their objectives. At
appropiate intervals,/we intend to (1) assess the effectsoof
some block grants on p ople served; (2) review state mechanisms
for accountability, in hiding, monitoring and auditing processes;,
4-31-re-seaich alternati e national funding formulas; (4) explore \

options for obtaining onsistent national information; and (5)
track state fundiNg in block grant program 'areas.

111
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'APPENDIX I APPENDIX I

SERIES OF GAO REPORTS ON THE

IMPLEMEN*ATION OF B OCK GRANTS CREATED

BY THE OMNIBUS BUDGET CONCILIATION ACT OF /1981

States Are Making Good Prcoress inimplementin the Sm411 Cities
Community Development Block Grant program (GAO RCED-83-196,
Sept. 8, 1983)

M-aternal and Child Health Block Grant: Pr ram-dhan.e6 Emer inUn er- tate min stra on

Staiil'U e Added Flexibilit
Health Sery ces Block Grant (

States Hair Made.Few Chan es i Ii!lementin the Alc of Dru
Abuse, an

. June 6,

GAP HRD May ,

Offered by the Preve e Health and
t0 HRD-84-41,'May 8, 19 4),

4:

Menta Hem t Sery ces B ock Grant (GAO H D 3

States Fund an Ex anded Ran e of Activies Under Low -Inc me Rome /
Energy Ass stance Block Grant (GAO HRD-84=64, June 27, 19ff4)

States Use Several Strate ies to Co 6 With Fundin Reductio s
Under Soc al Sery ces Block Grant (cm) HRD-84-68, Au 84)

Community Services Block Grant: New State Role Brings Program
and Aaministrative Changes (GAO/HRD-84-76, Sept. 28, 1984)

Federal Agencies'. Block Grant Civil Rights Enforcement Efforts:
A Status Report (GAO /HRD- 84 -82, Sept. 28, 1984)

Education Block Grant Alters State Role and Provides Greater
Local Discretio6 (GAOARD85-18, Nov. 19, 1984)

Public Involvement in Block Grant Decisions: Multiple Opportuni-
ties Provided but Interest Groups Have Mixed Reactions to States'
Efforts (GAO / RD- 85 -20, Dec. 28, 1984)

Block Grants Brou ht Funding Changes and Adjustments to Program
Priorities (GAO HRD785-33, Feb. 11, 1985)

State Rather Than-Federal Policies Provided the Prawyork for
Managing Block Grants (GAO/HRD-85-36, Mar. 15, 1985)
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APPENDIX II

J
LISTING OF THE CATEGORICAL PROGRAMS

CONSOLIDATED INTO BLOCK GRANTS UNDER

THE OMNIBUS BUDGET RECONCILIATION ACT OF 1981

SOCIAL SERVICES

social Services for Low-Income and Public Ass stance
Recipients

Social Services Training Grants--Title XX t

LOW-INCOME HOME ENERGY ASSIIRTANCE

WW-Income Energy Assistance Program

ALCOHOL, DRUG ABUSE, AND MENTAL HEALTH.SERVICES

Drug Abuse Community Service Programs
Alcoholism Treatment and Rehabilitation/Occupational
Services.

Alcohol Formula Grants
Drug Abuse Prevention/Formaa Grants
Special Alcoholism Projects to Implement the'liniform Act
Community Mental Health Centers - Comprehensive Services
Support

Drug Abuse Demonstration Programs
Drug Abuse Prevention Pr6grams
Alcoholism Demonstration/Evaluation
Alcohol Abuse Prevention Demonstration/Evaluation

COMMUNITY SERVICES

Community Action
Community Food and Nutrition
Older Persons Opportunities and p
Community- Economic Development .

State Econonic Opportunity Offic s
National Y uth Sports Program
Housing an Community Development (Rural Housing)
Rural Deve opment Loan Fund /

MATERNAL AND C ILD HEALTH SERVICES I

,Crippled Childrens Services /

Maternal and Child Health Research
Maternal and Child Health Services
Maternal and Child Health Training
Childhood Lead Based Paint Poisoning Prevention
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APPENDIX I/

MATERNAL AND CHILD HEALTH SERVICES (continued),_

. APPENDIX II

Sddden Infant Death Syndrome Inforipation and ounSeling
Comprehensive Hemophilia Dtaignosti4 and Treat ent Centers
Genetic Disease Testing and Counseling Services a

Adolescent Pregnancy. Prevention Services
Supplemental Security Income--Crippled Children"Portion

PREVENTIVE HEALTH AND HEALTH SERVICES

Health Incentive Grants for Comprehensive Public Health
Urban Rat Control
Emergency Medical Services

1THypertension Program
Home Health Servicel and Training
Preventive Health Service - Fluoridation Grants
Grants foi Health Education/Risk Reduction
Rape Crisis Counseling Categorical program authorized in.

1981 :but never funded;'authorizeQ in 1982 block grant

EDUCATION - CHAPTER II

Civil Rights Technical Assistance and Training
Teacher Centers.
Alcohol andDrug Abuse Education Program
Follow Through
Strengthening State Educational Agency Management
Teacher Corps - Operations arid Training
Emergency School Aid Act - Basic Grants-to Local Educay.bn
Agencies %

Emergency School Aid Act - Grants to Non-Profit
Organizations

Emergency School Aid Act - Educational TV and Radio
Educational Television and Radio Programming
Use of Technology in Basic Skills Instruction
Ethnic Heritage Studies Program
National Diffusion Program
Career Education
Education for the Use of the Metric System of Measurement
Education for Gifted and Talented Children and Youth

(State Administered and Discretionary Programs)
Community Education
Consumers' Education
Elementary and Secondary School Education in the Arts
Instructional Material and School Library Resources
Improvement in Local Educational Practice
International Understanding Program
Emergency School Aid Act - Magnet Schoolst*Univetsity/
Business Cooperation and Neutral Site Planning
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.APPENDIX, II

c.

APPENDIX II

EDUCATION - CHAPTER It (coniinued)

Career Education state Allotment Program
Basic Skills ImOovement
Emergency School; Aid Act - Planning Grants
Emergency School( Aid Act - Pre-Implementation-Assistance

1.

GrantW
\

Emergency School Aid Act- Special Discretionary
Assistance Grants

EmergenCy School Aid Act - State Agency Grants

Emergency School Aid Act - Out-of-Cycle Grants.

.Emergency\,School Aid Act - Grants for the Arts
Biomedical ciences for Talented Disadvantaged Secondary-,

Students
Pre-College igeacher-Developritent in Science Piograms.
Secretary's Nscretionary Program
Law-Related Education
Cities in Schoeas
PUSH for Excellence
Emergency School Aid Act - Evaluation Contracts ,

Note: This listing does not include'programs Conseidated into
( the small cities community development block grant-. We

reported on this block grant (GPip/RCED-83-186; Sept. 8,
1983), but the work was done fon a different time period
and involved a different set of states and, therefore,
could not be summarized with the above block grants.

Also, we Aid not include tne primary care block grant in
our work because only one state had accepted it when our
fieldwork started.

(000076)
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