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PREFACE

The primary goal of revenue sharing is to restore strength and
vigor to State and local government. Federal financial resources
are provided so that 8tate and local officials can exercise greater
leadership in solving their own problems. Revenue sharing will not
accomplish its goal, however, as long as the people are not involved
in deciding how these funds will be spent.

The purpose of this publication is to stimulate public interest
and participation in revenue sharing programs, particularly among
those concerned with the rights of minorities and women. In this
report, the U,S. Commission on Civil Rights describes how revenue
sharing works, examines its civil rights implications, and ::..gests
ways in which local citizens can monitor or influence the use of

revenue sharing funds.
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INTRODUCTION

Revenue sharing comes in different forms. General revenue
sharing, signed into law October 20, 1972,l is intended to be new
Federal funding that may be spent for almost any type of service or
project, Special revenue sharing is viewed as a substitute for or
consolidation of existing Federal grants in a particular program
area. On December 28, 1973, manpower revenue sharing became the first
of these to be enacted by Congress. More recently, grants for
community development and some education programs were also consoli-
dated.

Both general and special revenue sharing are part of an effort
to reform the Federal grant system and move responsibility for major
domestic decisionmaking activities from Washington, D.C., to the
States and local governments.2 Traditionally, most Federal aid to
States and localities has been in the form of categorical grants,
which are designed to meet some need that affects the entire Wation.

Federal aid for the education of disadvantaged children (Title I of

1. 31 U.5.C. §1221 et seq.

2, The Office of Revenue Sharing (ORS), the arm of the Department of
the Treasury recponsible for administering the general revenue sharing
program, maintains that ”Lgeneral/ revenue sharing was enacted as a
form of aid to the hard-pressed units of State and local government."
ORS comments oun this publication in draft, forwarded with letter from
John K. Parker, Deputy Director, Office of Revenue Sharing, to John A.
Buggs, Staff Director, U.S., Commission on Civil Rights (USCCR), on
August 15, 1974 (hereafter referred to as ORS Comments). USCCR
recognizes that this is consistent with the legislative history,

which states that Congress intended general revenue sharing to ease
the financial problems of State and local governments and to give

them greater flexibility in the use of these funds., U.S. Code Cong.

& Ad. News 3882-3884 (1972). ORS also maintains that the term "“'special
revenue sharing' has become obsolete and is no longer being used."”

ORS Comments., Admittedly, much of what is called special revenue
sharing possesses few of the features originally attributed to this
type of aid. USCCR notes, however, that the term' is still used in
reference to efforts at grant consolidation and simplification. See
p. 70 for further discussion of this point.
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the Elementary and Secondary Education Act)3 is one example. It
reflects the Federal Government's interest in enhancing the Nation's
productivity by assisting Staies and localities to provide a good
education to all citizens.

In recent years, the number of categorical grants has increased
tremendously as Congress has perceived more areas of concern. There
are now over 500 of these grant programs.4 Fach imposes substantial
Federal controls to assure that State and local recipients undertake
projects to meec the national purposes for which it was designed.

Each requires a prospective recipient to submit a separate application,

and each has its own rules and regulations governing program administra-

tion., Many have & matching fund requirement compelling State and
local governments to match Federal aid dollars at a given ratio.

Several criticisms have been lodged against categorical grants.
The profusion of grants has often resulted in uncoordinated programs
at the local level. Frequently, governments with the most expertise
in grant application procedures have been the most successful in
cbtaining Federal aid, regardless of their relative needs. Matching
fund requirements have tied up State and local revenues that might
otherwise have been used in worthwhile programs that are of strictly
local concern.

Revenue sharing is one approach to remedying some of the short-
comings of the Federal grant system. Only minimal administrative
provisions are imposed, and States and localities are given consider-
able latitude in making spending decisions.

In the eyes of those concerned with the rights of women and of
racial and ethnic minorities, however, the solutions presented by
revenue sharing also complicate the task of combating discrimination

and its effects. Many Federal categorical aid programs provide

3. 20 U.S.C. $241(a)-241(m).

4. Executive Office of the President, Office of Management and Budget,
Budget of the United States Governmernt, Special Analyses, Fiscal Year
1973 (Washington, D.C. Government Printing Office, 1972), p. 241.

ORS asserts, without g1v1ng a source reference, that "/r/ecent tabu-

lations suggest a figure of over 1,000 /Categorical grant programs/ "
ORS Comments.,




assistance to a specific target population. Even though they may
not specifically be singled out as sole beneficiaries, a large
number of minorities and women are often reached. Federal financial
support for on-the~job training of disadvantaged youth, Head Start
classes, and Medicaid services for the needy are but a few examples
of such programs.

In contrast, the purpose of revenue sharing is to strengthen
States and localities, governments that, even more than the Federal
Government, have denied minorities and women equal employment
opportunities, passed discriminatory laws, and otherwise acted less
than forcefully in upholding the civil rights of women and minorities.
At the same time, since few restrictions are placed on the expendi-
ture of revenue sharing funds, civil rights advocates fear the
Federal Government will pursue its enfecrcement of nondiscrimination
laws less vigorously to avoid impinging upon the freedom otherwise
intended to be given to recipient governments.

Civil rights leaders also associate revenue sharing with what
they perceilve as a declining commitment to public participation in
federally~funded programs. Several categorical grants-in-aid contain
citizen participation requirements that have enabled minorities and
the poor to affect policy and program delivery of needed services.,

In many communities, this has opened up a significant avenue of
self-determination for the politically powerless. Poverty programs
previously administered by the Office of Economic Opportunity (OEO)
and Model Cities community development projects have been particularly

noted for their tough guidelines on local participation.

5. For a discussion on citizen participation in Federal aid programs,
see Citizen Participation: A Review and Commentary on Federal Policies
and Practices and Citizen Participation: The Local Perspective, both

by Melvin B. Mogulof, published by the Urban Institute, Washington, D.C.,
in January 1970 and March 1970, respectively.




In recent years, however, successive steps have been taken
first to dilute citizen participation requirements6 and then to
reduce funding or phase out these programs altogether.7 Revenue
sharing, as an alternative, provides few mechanisms for holding
public officials accountable. Thus, to many minorities and women,
revenue sharing accomplishes its purpose to strengthen State and
local governments - but at the expense of their involvement in

that process.

6. For example, in May 1969 the Department of Housing and Urban
Development (HUD) issued a memorandum banning situations in which
only a local citizens' group could initiate consideration of Model
Cities projects, In addition, mayors were asked to submit assurances
to HUD that city planning responsibilities were not impeded in cir-
cumstances (1) where the Model Cities director reported to a citizen
policy group rather than to city government, and (2) where the citizen
participation structure had what amounted to a program veto. Mogulof,
Citizen Participation: Federal Policies and Practices, p. 71. The
role of minorities and the poor in planning and administration of OEO
programs has also been weakened as responsibility for ongoing projects
has been turned over to other agencies. As a case in point, in early
1973 the Department of Labor (DOL) began to transfer planning and
operating authority for former OEO manpower programs from community
action agencies to State and local governments. At least one-third
of the board members of community action agenciec must be representa-
tives of the poor living in the areas servad. These agencies must
also involve the poor in the conduct and evaluation of programs.
Similarly stringent citizen participation requirements have not been
imposed on State and local officials. See memorandum used to support
plaintiffs' motion for a preliminary injunction in the case of
Youngstown Area Community Action Council v. Arnett, C. A, No. 73-1508
(D. D. C., Nov. 13, 1973).

7. For a detailed account of funding cutbacks and program termina-
tions proposed by the administration, see the Budget of the United
States Government for fiscal years 1974 and 1975. ORS points ouf that
unlike OEO and Model Cities programs, "major program decisions Jare
made/ at the Washington level /under_many Federal categorical grants
and/,..the funds effectively /bypass/ the normal State and local
budget process.'" ORS Comments, USCCR recognizes that some Federal
programs provide little opportunity for local community involvement.
The concern of many civil rights leaders, however, is that the pro-
grams with strong citizen participation requirements are being cut
back.




PART T
GENERAL REVENUE SHARING

On October 20, 1972, a unique form of Feder:l aid was established
when President Nixon signed the State and Local Fiscal Assistance Act.8
This act authorizes the payment of $30.2 biiiion in relatively
unrestricted general revenue sharing funds to about 39,000 State
and local governments during a 5-year period ending in 1976. Com-
prising about 12 percent of all Federal aid to State and local
jurisdictions, general revenue sharing is the largest Federal domestic
aid program in the United States. The program is administered by

the Office of Revenue Sharing, an arm of the Department of the
Treasury.,.

8. 31 U.S.C. 8§ 1221 et seq. This act is hereafter referred to as
the Revenue Sharing Act.




Chapter 1

The Allocation Formula

The Revenue Sharing Act names States, cities, counties, townships,
Indian tribes, and Alaskan native villages as those units of govern-
ment eligible to receive revenue sharing money. Periodically, the
Office of Revenue Sharing (ORS) sends these govermnments revenue
sharing checks, the amount of which is determined by the total funds
authorized for disbursement during that payment period, the alloca-
tion formula, and the data used in computing the formula.

The Revenue Sharing Act provides that $30.2 billion will be paid
out to States and localities between January 1972 and December 1976,
This sum is divided among seven entitlement periods in such a way
that eligible governments receive increasing amounts as the cost of
goods and services rises., The duration of each entitlement period

and the amounts authorized for distribution are:

Entitlement Period Dates Amount (in millions)
1 Jan.-June 1972 82,650
2 July-Dec. 1972 2,650
3 Jan.-June 1973 2,987.5
4 July 1973-June 1974 6,050
5 July 1874-June 1975 6,200
6 July 1975-June 1976 6,350
7 July-Dec., 1976 3,325

ORS disburses these funds to State and local governments in quarterly
installments.,

Several ste@s are followed to determine the allocation of
revenue sharing money among States and to units of government within
each State, Funds available for disbursement in any one juarter are
divided among States according to whichever of two formulas yields
each the most money. The use of two formulas is the result of ¢

compromise between the House of Representatives and the Senate. The




original Senate version has three factors: population, tax effort,9
and per capita income. These three factors, plus urban pepulationlo
and State income tax11 receipts, constitute the second formula, which
is the original House version. Since each State is entitled to the
greater of two amcunts, the total is more than the actual amount

available for disbursement. Each State's share is, therefore, scaled

dowm proportionately.ld

Of the total funds going to each State, the State government is
X . 1 - . . .
apportioned one-third, 3 The remaining two~thirds are distributed to

various units of local government. First, the money is divided among

9. Tax effort is the percentage of personal income paid in State and
local taxes. For purposes of apportioning money among the States,
all taxes collected by all jurisdictions within the State, including
the ftate government, are counted.

10. '"Urbanized population means the population of any area consisting
of a central city or cities of 50,000 or more inhabitants (and of the
surrounding closely settled territory for such city or cities) which
is treated as an urbanized area by the Bureau of the Census for
general statistical purposes." 31 U.S.C. § 1228(a)(2).

11. For the purpose of computing a State's entitlement, the State
income tax amount must fall between 1 and 6 percent of Federal
income tax liabilities.

12, For calendar year 1972, each share was reduced by 8.4 percent,
Because of the scaling down process, most States receive something
between the amounts they would have been entitled to had either the
hree-factor or five-factor formula been adopted. However, 11 States
actually receive less than they would have under either formula
(Colorado, Florida, Indiana, Minnesota, Missouri, Nevada, Pennsyl-
vania, Rhode Island, Texas, Virginia, and Wisconsin). Joint Committee
on Internal Revenue Taxation, General Explanation of the State and
Local Fiscal Assistance Act and the Federal-State Tax Collection Act
of 1972 (Washington, D,C.: Government Printing Office, 1973), pp. 10
and 26.

13, If a State does not maintain its level of aid to local govern-
ment, its revenue sharing allocation is reduced by the amount of
the decrease in intergovernmental aid.



county areas14 using three factors of population, tax effort, and

per capita income. (See figure 1.) 'If an Indian tribe or Alaskan
native village within the county has a "recognized governing body
which performs substantial government functions," it receives a

share based on its proportion of the total county population.15 The
remaining money is apportioned among three levels of government --
the county, all cities, and all townshipsl6-- based on the percentage
of total adjusted taxes raised in the county area by each level.17
The cities and townships divide their shares among themselves accord-

ing to the three factors of population, adjusted tax effort, and per

capita income,

14, The term county area refers to the geographic area within the
legal boundaries of the county and includes all local governments
as well as the county government. It also refers to parishes in
Louisiana and boroughs in Alaska.

15. Several inequities may occur in allocations to Indian tribes.
In determining which tribes are eligible to receive revenue sharing
money, the act is unclear whether it refers only to tribes having
land over which they govern or also to tribal governments located
some distance from a reservation. Moreover, the act and ORS regula-
tions do not clarify what is meant by the vague term '"substantial
government functions.'" Questions have also been raised whether
Congress intended only tribal members living on tribal land to be
counted in population figures or whether all members living in
county areas contiguous with a reservation are to be included.
Finally, methods used to arrive at tribal population counts have not
been applied uniformly and in some cases their validity may be
challenged., See Reese C. Wilson and E. Francis Bow¢ .tch, Jr.,
General Revenue Sharing Data Study, vol. 4 (Menlo Park, Ca.:
Stanford Research Institute and Cambridge, Mass.: Technology
Management, 1974), appendix F.

16, Township governments are found in 21 States.

17. Adjusted taxes are those raised for purposes other than educa-
tion,




Figure 1., Intrastate Distribution of Federal Revenue Sharing Funds
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Thus, of the $63,010,333 going to units of government in Arizona
during the current entitlement period, $20,991,955 will be granted to
the State and the remainder will be divided among 14 county areas.
Nearly $20.6 million alone will be distributed among Maricopa County
area jurisdictions. Approximately $6.3 million of that amount will
be allocated to the county government and another $367,580 will go to
4 Indian tribes located in the county. Of the remainder which will
be distributed among 18 cities and towns, the largest amount ($9.7
million) will go to Phoenix.

Three exceptions to the standard allocation formula also affect
the amount local governments receive. If the annual revenue sharing
payment due to a city or township is less than $200, or if any such
unit of government waives its entitlement, that money reverts to
the county. A second provision prohibits any local government from
receiving an allocation that is more than 50 percent of its adjusted
taxes plus aid received from other governmental units. The Revenue
Sharing Act also states that the per capita entitlement of any unit
of local government must fall between 20 and 145 percent of the
average per capita entitlement of all local governments.

In order to calculate the revenue sharing allocation for each
unit of government, certain data are needed on population, personal
income, taxes, and intergovernmental aid.l8 Population and income
data are derived from the 1970 Census of Population and Housing
conducted by the Bureau of the Census. Even where the population or

income of the residents of a locality has changed, with few exceptions,

18, - The Office of Revenue Sharing gives up-to-date detailed data
definitions of factors used in the allocation formula in its publica-
tions Data Definitions for Allocations to Local Governments (Washington,
D.C.: Government Printing Office, 1974) and Data Definitions for
Allocations to State Governments for Entitlement Period 5 (Washington,
D.C.: Government Printing Office, 1974).
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ORS has continued to use 1970 data.19 ORS reasons that the cost of
more frequent censuses would be prohibitive and it is important to
maintain uniformity of data for all units of government.

In contrast, ORS annuglly updates information on the finances
of State and local governments. Financial data used for all but the
fourth entitlement period (July 1973-June 1974) are collected
through special surveys conducted by the Bureau of the Census. Data
for fourth entitlement period allocations were derived from the 1972
Census of Governments.zo Recipient governments are informed of the
data elements being used to calculate their allocations and are
given an opportunity to check them for accuracy and to contest data
they consider erroneous.

Inequities in Revenue Sharing Allocations

Certain inequities arise in the distribution of revenue sharing
money because of the allocation formula and because some of the data
used in calculating each government's allocation are of questionable
accuracy. For example, the formula enacted by Congress fails to
recognize differences in State and local responsibility for govern-
mental services. The decision to give States ome-third of the revenue
sharing funds was based on the fact that, on the whole, direct expendi-
tures21 of State governments are about one-third of all money spent

by State and local governments combined. However, actual State

19. Population data are revised to reflect boundary changes picked
up in an annual Boundary and Anmexation Survey conducted by the Census
Bureau. However, even in these cases the 1970 population of the
geographic area annexed is used in making the change.

20. The Census Bureau is required by law to take a Census of Govern-
ments every 5 years.

21l. Direct expenditures do not include intergoveromental transfers,
such as State aid to local government. Thus, revenue collected by
the State but spent by a city would be considered a direct expenditure
of the municipality.
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expenditures as a percentage of total direct expenditures range from
25 percent in New York to 72 percent in Hawaii.

The formula also does not take full account of the relative
financial needs of units of local government. Revenue sharing may
represent a windfall for many govermments that provide few services
for residents. TFor example, many Midwestern townships do little more
than maintain local roads but receive revenue sharing money along with
other governments that provide a much broader array of services,
Several of these townships receive more than they would otherwise be
entitled to because of the rule providing that no local government
may receive less than 20 percent of the average per capita entitlement
in its State.23 Yet, other recipients, most notably larger urban
jurisdictions with substantial minority populations, have become
dependent on revenue sharing to provide basic services formerly
financed by overburdened local tax revenues.

Furthermore, many cities are penalized by the provision that
limits the per capita allotment of individual localities to no more
than 145 percent of the average entitlement of all local governments
within the State. Many cities do not receive their full entitlement
because of this restriction, including Detroit; St. Louis; Louisville,

Kentucky; Philadelphia; Baltimore; Boston; and Richmond, Va., all of

22. ORS feels that any criticism of Congress' decision to give
States one-third of the revenue sharing funds '"bears some scrutiny."
It observes that '"States enjoy greater legal freedom to act/,/...
generally may perform without restriction /of/ local government _
boundaries/, possess greater/...,ability...to initiate new programs/,
and can/ coordinate the efforts of localities." ORS Comments.

23. Advisory Commission on Intergovermnmental Relations, General
Revenue Sharing: An ACIR Re-evaluation (Washington, D.C.: Govern-
ment Printing Office, 1974), pp. 8-12.
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which have large minority populations.24

Lack of direct comparison among units of government compounds
these inequities. Because of the way in which funds are divided
among recipients, allccations to particular municipalities in a
county are affected directly by characteristics of other governments
within the same county. As a consequence, a wealthy city in a poor
county can receive more than a poor city in a wealthy county because
there is a larger amount of money to distribute among jurisdictions
in the poor county. For example, the city of Chester located in
relatively wealthy Delaware County, Pa., has a lower per capita
income and a higher tax effort than Harrisburg, Scranton, Erie, and
Allentown, all of which are located in other counties. Nevertheless,
all of these cities receive more per person in revenue sharing funds
than Chester, which is almost 50 percent black (table 1).

Disparities among cities of different States may be even more
unfair, As shown in table 1, seven large Texas cities have a higher
tax effort and lower per capita income than either Albuquerque, New
Mexico, or Little Rock, Arkansas, but receive several dollars less
per person in revenue sharing funds than either of those two cities.
Assuming that residents of these communities also benefit from

revenue sharing allocated to their respective State and county

24, 1Ibid., Calculations of entitlements for the fourth entitlement
period indicate that ultimately 529 county areas are affected by
the 145 percent limitation., 1In most of the county areas, one or
more municipalities are subject to this limitation.

ORS does not concur in this analysis of the impact of the
allocation formula., It notes that the formula is based upon factors
some of which are criteria of need, per capita income being the most
obvious of these, It also points out that townships, where they are
less "active," receive less in revenue sharing funds than other local
governments, With respect to the 145 percent limitation, ORS submits
that Congress' intent was to prevent "extreme disparities in per capita
entitlements'" from occurring rather than '"to penalize cities.” ORS
Comments.




Table 1. A Comparison of Per Capita Revenue Sharing Funds for Selected Cities

Total Revenue

VA

Per Capita Tax | Sharing Funds Per Capita

City Population Income Taxes Effort™ Received”” Entitlement”™ ¥
Chester, Pa. 56,331 $2,014 $4,522,519 3.07 $2,091,492 $37,.13
Allentown, Pa. 109,871 3,258 9,082,000 2.54 4,122,054 37.52
Harrisburg, Pa. 68,061 2,841 5,927,392 3.01 2,850,627 41.88
Erie, Pa. 129,231 2,766 9,597,000 2.68 5,915,950 45.78
Scranton, Pa. 102,696 2,801 7,825,000 2,72 5,023,314 48,91
Austin, Tex. 251,808 2,u98 19,989,000 2.65 8,114,711 32.23
San Antonio, Tex. 707,503 2,426 37,371,000 2,18 22,979,114 32.48
Lubbock, Tex. 149,101 2,817 9,999,668 2.38 5,138,472 34.46
Amarillo, Tex. 127,010 3,009 10,714,203 2.80 4,478,458 35.26
Beaumont. Tex. 117,548 2,984 9,882,119 2,82 4,153,682 35.34
Corpus Christi, Tex. 204,525 2,644 14,900,000 2.76 8,627,865 42,18
El Paso, Tex. 322,261 2,340 21,524,000 2.79 14,696,868 45,61
Little Rock, Ark. 132,483 3,166 7,171,000 1.71 7,484,266 56.49
Albuquerque, N.M. 243,751 3,091 15,868,796 2.11 16,740,925 68.68
*Tax Effort = Total Taxes x 100

Population x Per Capita Income
**This includes payments made during entitlement periods 1, 2, 3, and 4 with adjustments made
during entitlement period 5.
#%%This is total revenue sharing funds [»r the first four entitlement periods divided by the population of the
city.

Sources: Office of Revenue Sharing, Data Elements: Entitlement Period 4; 4th Entitlement Period
Allocations with Adjustments for Entitlement Periods 1, 2, & 3; and 5th Entitlement
Period Allocations with Prior Period Adjustments.
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governments, the per capita allotments paid to these levels of
government, nevertheless, do not equalize disparities in entitlements
among the cities.

Aside from the inequities inherent in the allocation formula
itself, the validity of the data used to calculate entitlements also
poses difficulties. Data used for the population factor are the
most notable example. The Bureau of the Census estimates that 5.3
million people, or 2.5 percent of the population, were not counted in
the 1970 census. Nearly 8 percent of the black population was missed.
There are indications of significant undercounts among Spanish speaking
people as well.‘ Further, since minority group people are dispro-
portionately found among the poor, population undercounts also affect

the per capita income and tax effort factors. Thus, jurisdictions

25. ORS maintains that per capita entitlements of the 7 Texas cities
shown in table 1 are lower than those in Albuquerque and Little Rock
because '"Texas is one of the few states which has yet to enact an
income tax...." ORS argues that "/r/ather than bemoaning this situa-
tion, /one should/ welcome the penalizing of a regressive state tax
system.!" ORS Comments. USCCR points out that local governments

are also adversely affected when a State does not levy an income tax
since revenue sharing funds are first allocated among State areas.

26. The Bureau of the Census has estimated the extent of underenumer-
ation for blacks and whites, males and females, and for people in
different age groups. See Bureau of the Census, Department of Commerce,
"Estimates of Coverage of the Population by Sex, Race, and Age in

the 1970 Census' (prepared by Jacob S. Siegel), paper presented at

the annual meeting of the Population Association of America, New Orleans,
La., April 26, 1973. Similar estimates were not made for persons of
Spanish speaking background although there is strong evidence that

they were disproportionately underenumerated. See U.S. Commiss”on on
Civil Rights, Counting the Forgotten (Washington, D.C.: Government
Printing Office, 1974).
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with large minority populations lose a considerable amount of
revenue sharing money.

When data are inadequate for providing equitable allocations,
the Office of Revenue Sharing can use information from sources other
than the 1970 census. Revised data can be in the form of estimates.
Nevertheless, ORS has yet to alter population data to account for
the underenumeration of blacks, Spanish speaking persons, or other

minorities.

27. The Census Bureau acknowledges that lurge cities having heavy
concentrations of blacks probably have higher undercount rates than
areas with more balanced racial distribution, since the rate of under-
enumeration for blacks is generally higher than that for whites.

The Census Bureau claims, however, that it is unable to prepare reliable
estimates of undercoverage for individual jurisdictions. It argues
that reliable data on migration within the United States needed to
produce these estimates are not available. Bureau of the Census,
"Estimates of Coverage," pp. 24-26. 1In its decennial census, the
Bureau itself collects data on place of birth and place of previous
residence, These questions, nevertheless, are asked of ounly a sample
of the population. This detracts from their reliability in estimat-
ing population undercounts by jurisdictiomn.

28. At the time ORS submitted its comments, it maintained that
""population only affects a locality's entitlement when the recipient
government is constrained pr_l45 percent limitatiog/.” It further
rnted that "two per-cent /sic/ of the white population was undercounted"
and that '"cities with minority populations might suffer from new
allocations," even though the underenumeration rate is greater for
minorities. ORS Comments. Subsequently, ORS received the results of
a data study it contracted from Stanford Research Institute and
Technology Management, Inc., indicating that the vast majority of
governments would be affected by population adjustments regardless

of whether they are subject to the 145 percent limitation. Study
findings also suggest that cities with large minority populations

and governments subject to the 145 percent limit would benefit the
most from population adjustments. Reese C. Wilson and E. Francis
Bowditch, Jr., General Revenue Sharing Data Study, 4 vols., prepared for
the Office of Revenue Sharing (Menlo Park, Ca.: Stanford Research
Institute and Cambridge, Mass.: Technology Management, August 1974),
Similar findings were also made in a study conducted for the Joint
Center for Political Studies. Robert P, Strauss and Peter B. Harkins,
The 1970 Undercount and Revenue Sharing: FEffects on Allocations in
New Jersey and Virginia (Washington, D.C.: Joint Center for Political
Studies, 1974).
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Inequities in the allocation formula itself may be resolved in
other ways. Foreseeing that the formula might do injustice to some
local governments, Congress gave State legislatures limited power
to change it. Once during the life of the act, each State may
modify the formula for distributing money among county areas, cities,
and other units of local government. Under this provision, States
may use populaticn and tax effort alone, population and relative per
capita income alone, or any combination of these factors in modify-
ing the formula.29 The change must apply to all governments within
the State and would remain in effect until December 1976. It would
not alter a State's entitlement or change the total amount going to
governments within the State. It would only affect the distribution
of revenue sharing money among local governments.

No State has yet taken advantage of this provision, presumably
because any improvement in fund distribution would not be worth the
difficulty of reaching a compromise that would satisfy all jurisdic-
tions. The effect any change might have on jurisdictions with a
large number of minorities is unknown., Because of the differing
characteristics of governmental units, such a change might reward

one largely minority jurisdiction while penalizing another,

29. The Revenue Sharing Act attempts to assign equal weight tc these
factors. Any change in the formula made by State governments could
give substantially different weights to them. For example, relative
per capita income could be counted twice.



Chapter 2

Spending Limitations and the Uses of Revenue Sharing

Several factors influence the manner in which State and local
governments use general revenue sharing funds. The Revenue Sharing
Act itself places some limitations on expenditures. These relatively
few limitations, however, still allow a wide range of choice to
States and localities. In making those choices, the role each level
of government already plays in providing goods and services is an
important determinant, The financial well-being of a community and
the political persuasion that special interest groups exercise also
figure significantly in spending decisious.

The Spending Limitations

Of the spending restrictions in the Revenue Sharing Act, some

apply to all recipients. Others are imposed exclusively on either

30
State or local govermmznts.

1. All recipients:

a. Prevailing wages must be paid to employees when 25
percent or more of a project's cost is paid from
revenue sharing,

b. No revenue sharing money may be used directly or
indirectly to meet matching fund requirements of
other Federal aid programs.

c. No person can be subjected to discrimination on
the ground of race, color, national origin, or
sex in any program or activity funded in whole
or in part with revenue sharing.

d. Revenue sharing money must be spent in accordance
with the laws and procedures applicable to a
government's own revenues.

30. All spending restrictions apply equally to interest earned from
the investment of revenue sharing funds.

18
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2. State governments:

States must maintain their level of aid to local governments.
Failure to do so will result in the reduction of a State's
entitlement.

3. Indian tribes and Alaskan native villages:

Revenue sharing can only be spent for the benefit of members
of the tribe or village.

4. lLocal governments (cities, counties, townships, Indian tribes,
and Alaskan native villages):

Money may be spent only in the following priority areas:
(1) Maintenance and operating expense532 for:

(a) Public safety (including law enforcement, fire
protection, and building code enforcement).

(b) Environmental protection (including sewage dis-
posal, sanitation, and pollution abatement).

(c) Public transportation (including transit systems and
streets and roads).

(d) Health.

(¢) Recreation.

(f) Libraries.

(g) Social services for the poor and aged.

(h) Financial administration.

3l. More specifically, the law states that funds may be spent only
for the benefit of members of the tribe or village residing in the
county area from which the funds were allocated. Often the area
served by an Indian tribe covers more than one county, and the
amount the tribal government receives for members in each county may
differ depending in part upon the total allocation flowing into the
county area. These circumstances, nevertheless, do not preclude

the possibility of constructing or operating a facility in one
county for the benefit of the entire tribe or village.

32, These are costs necessary for maintenance of the enterprise,
rendering of services, sale of merchandise or property, production
and disposition of commodities produced, and collection of revenue.
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(2) Capital expenditures33 authorized by State or local law.

In addition, revenue sharing funds may be used to repay
outstanding bonded indebtedness, provided that:

(a) They are used to pay the principal, but not the
interest, on the debt.

(b) They are used to retire debts on "priority area
expenditures.

(¢) Actual expenditures from the proceeds of the bond
issue were made after January 1, 1972.

Capital outlays may include expenditures for education, housing,
and community and economic development as well as for items allow-
able under operational and maintenance expenses. However, where
State or local law expressly prohibits or does not provide enabling
legislation for cities and counties to support capital expenditures
in a particular program area, these expenditures would similarly be
prohibited by the Revenue Sharing Act. Most cities, for example,
cannot use revenue sharing for school construction because this is
normally the financial responsibility of local school districts that

operate independently of city government.

33. These are expenditures resulting in the acquisition of or
addition to fixed assets, such as land, buildings, machinery,
furniture, and other equipment.

34. ORS notes that States and cities can spend revenue sharing money
for school construction by the "transfer /of/ funds to school dis-
tricts.”" ORS Comments. USCCR notes that elsewhere ORS has ruled

that general revenue sharing transfers to another jurisdiction can be
made only if State or local laws permit a government to transfer its
own revenues for the same purpose. Office cf Revenue Sharing, One
Year of Letter Rulings on General Revenue Sharing: A Digest (Washing-
ton, D.C,: Government Printing Office, Maxrch 1974), pp. IV 2-3. Only
1.7 percent of all school systems in the United States operate as
agencies of and are fiscally dependent upon a city government. Bureau
of the Census, Department of Commerce, 1972 Census of Governments,
Finances of School Districts (Washington, D,C.: Government Printing
Office, 1974), p. 1. Thus, few cities are legally able to transfer
revenue sharing funds to local school districts. Moreover, about half
the States would be unable to transfer revenue sharing funds to school
districts for construction purposes since they are not permitted to use
their own revenues in this fashion. Bureau of the Census, Department
of Commerce, 1972 Census of Governments, State Payments to Local Govern-

ments (Washington, D.C,: Government Printing Office, 1974), table 7.



21

Loopholes in the Spending Limitations

Several characteristics of State and local finance and account-
ing make it difficult, if not impossible, to enforce the spending
restrictions. For example, local governments can effectively avoid
the "priority area" spending limitations imposed on them. In order
to maintain their separate identity as Federal money, revenue
sharing funds are required to be deposited in a locally established,
special trust fund, However, once they leave the trust fund it
becomes difficult to trace expenditures of revenue sharing funds to
their true and final destination. Although local governments may
use revenue sharing directly to pay for a "priority" expenditure,
such as police protection, local money thus saved can be redirected
or shifted to another priority area or even to nonpriority uses. As
a consequence, increases expected to result from the allocation of
revenue sharing money to a particular program may not resemble the
actual increase in spending for that program.

Perhaps the most well-known case of fund shifting occurred in
early 1973 when Sam Massell, then mayor of Atlanta, attempted to
spend revenue sharing money indirectly for a nonpriority use. He
planned to allocate $4.5 million in revenue sharing for direct pay-
ment of firefighters' salaries. Mayor Massell repeatedly announced,
however, that his real intent was to use local money thus made
available to give water and sewer rebates to all citizens with a

city water account.

35. ORS points out that its regulations require revenue sharing
moeny to be audited to its final use. ORS Comments. As USCCR
discusses on p.42 of this report, ORS' audit guide only requires
auditors to trace direct uses of revenue sharing funds. Auditors
do not determine the uses to which governments may redirect local
revenues that are freed up by the expenditure of revenue sharing
money.
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A Federal district court in Mathews v. Massell36 ruled that this

planned use was illegal, The court made an important distinctiom,
however. Expenditures are permissible from funds that are legiti-
mately made available when revenue sharing money is used for
municipal services that otherwise would have been paid for out of
local general funds. Expenditures from funds transferred from one
account to another simply to avoid the restrictions of the Revenue
Sharing Act are not. Thus, the decision does not necessarily
prevent State or local governments from using revenue sharing funds
as a basis for redirecting freed-up local revenue to nonpriority
expenditures if the recipient is not attempting expressly and
overtly to override the law.

Shifting of revenue sharing funds affects enforcement of civil
rights protections. Any program or activity directly funded by
revenue sharing is, of course, subject to the nondiscrimination
provisions of the Revenue Sharing Act.37 Any program or activity to
which legitimately freed-up local revenues are redirected, however, is
not covered. If discrimination occurs in such a program or activity,
remedial action must be taken under the authority of some other

civil rights law.

36, 356 F. Supp. 291 (N.D. Ga. 1973).

37. Use of revenue sharing in one aspect of a program gives ORS
jurisdiction over all aspects of the same program, TFor example, if
revenue sharing money is used to purchase police cars, nondiscrimina-
tion provisions of the Revenue Sharing Act then also extend to
employment practices, police protection services, treatment in local
jails, and other functions performed by the police department.
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Circumvention of matching fund restrictions is also possible.
Since many of the programs requiring State and local governments to
match Federal funds are also those pxroviding social and economic
welfare assistance, the presence of loopholes is of special interest
to minorities and women.

The law states that revenue sharing may not be used directly or
indirectly to meet the matching fund requirements of other Federal
aid programs.39 Direct use of revenue sharing money to match
Federal dollars is fairly easy to detect, but indirect use is not.

A State or local recipient carn appropriate revenue sharing to a
project that is not supported by Federal matching funds and, through
a series of '"paper" transfers, purposely or unintentionally redirect
freed-up local revenues to meet matching fund requirements on another
project.

Regulations on the indirect use of revenue sharing funds are
fairly permissive., When a government's own revenues, exclusive of
revenue sharing, increase enough each year to cover additional
Federal matching funds, that government is presumed to be using its
own revenues to meet matching fund requirements. No further checks
are required to determine if, in fact, revenue sharing money is

being utilized as matching funds,

38. TFederal programs with a matching fund requirement include
family planning projects, the school lunch program, technical assist-
ance grants for minority business development, Head Start preschool
education for the poor, maternal and child health care projects,
community mental health centers, Medicaid, social services and
manpower training for welfare recipients, programs to help migrants
leave the migrant stream, and grants for urban mass transit. See
Executive Office of the President, Office of Management and Budget,
Catalog of Federal Domestic Assistance; 1973 (Washington, D.C.:
Government Printing Office, 1973).

39. . Revenue sharing may be used directly as supplementary financing
when local revenues allocated to a federally-assisted program are
sufficient to meet any matching fund requirements.
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Experience indicates that most units of government will have
little difficulty in meeting standards szt by the regulations on
indirect use. In the last few years, State and local governments
have had to allocate about 10 percent of their own revenues to
match Federal grants.40 At the same time, revenue from their own
sources has grown at an average annual rate of about 9.5 percent.4
Unless there is an unprecedented increase in State and local parti-
cipation in Federal programs calling for matching funds, growth in
revenue should be sufficient to meet additional matching fund

requirements.

Other Factors Affecting Revenue Sharing Expenditures

Certain political and financial realities exert considerable
influence on the choices made by State and local officials. For

example, where local governments are concentrating revenue sharing

40, Executive Qffice of the President, Office of Management and Budget,
Special Analyses, Budget of the U.S. Government, Fiscal Year 1974
(Washington, D.C.: Governwent Printing Office, 1973), p. 217.

41. 1bid., p. 212,

42, 1Inflation can undermine the ability of State and local govern-
ments to elude the matching fund restriction by detracting from their
real purchasing power. 1In the past decade, the rise in cost of goods
and services for State and local governments has averaged about 5
percent annually, Thus, the effective increase in their purchasing
power has been about 4 percent., (This inflation rate is the average
annual increase in the implicit price deflator for State and local
governments reported in Historical Statistics on Governmental Finance
and Employment, U.S. Department of Commerce, Bureau of the Census,
1967 Census of Governments, and the 1972 and 1973 July issues of Survey
of Current Business, U.S, Department of Commerce, Bureau of Economic
Analysis, The implicit price deflator indicates the amount of money
required to buy the same goodz and services which in 1958; the base
year, could have been purchased for $100.) Where revenue sharing has
enabled units of government to provide some tax relief, reductions in
revenue resulting from tax cuts may also impinge on a State or local
government's ability to evade the matching fund restriction. However,
such reductions would be partially offset by natural increases in the
tax base (i.e., rises in sales volume and property values).
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funds on capital outlays, the reasons most frequently cited are:

1. Recent mneglect of capital improvements due to statutory
restrictions and lack of community acceptance of bond issues.

2. Maximum visibility for use of funds.

3. Avoidance of both tax increases and reductions in services if
the general revenue sharing program is discontinued.

4, Uncertainty about the long term continuity of revenue sharing.
The functions each level of government performs also have a
bearing on the types of programs it will support from revenue sharing.

Among eligible recipients, for instance, cities play the most
important role in providing police protection. Consequently, it is
not unnatural that they devote a major part of their revenue sharing
money to this function. In other cases, State law may empower a
special district43 separate from county or city government to provide
a service, such as public housing development. Under this circum-
stance, counties or cities may be unable legally to use revenue
sharing funds for public housing development.

The extent of any government's normal financial commitment to a
function may also have some effect on the amount of revenue sharing
money set aside for that purpose. Thus, if State governments spend
a large part of their revenue sharing funds on education, this may
be attributed to the fact that education is one of the largest items
in State budgets. (Tables 2 and 3 summarize expenditure by function
and by level of government.)

How Revenue Sharing Money is Being Spent

The best information currently available on revenue sharing
expenditures comes from the Office of Revenue Sharing (ORS). ORS
requires State and local governments to submit regular reports on

the planned and actual use of revenue sharing money. Data from these

43, Special districts are independent governments that provide
specific services; e.g., school districts and water and sewer
districts.




Table 2, Expenditure by Function for States, Counties, Townships, and Cities, 1966-67

STATES COUNTIES : TOWNSHIPS CITIES
1
Amount Percent of Amount Percent of | Amount Percent of - Amount Percent of
in Total State in Total County ! in Total Township; in Total City
millions Expenditures millions Expenditures | millions Expenditures millions , Expenditures
Education $9,384 27.4 $1,893 16.0 5709 33.2 $3,140 16.5
Higher education 7,728 22,6 115 1.0 - --- 245 1.3
Local Schools 300 0.9 1,778 15.0 709 33.2 2,855 15.0
Other 1,357 4.0 --- ——- —-- - 40 0.2
Transportation 9,609 28.1 2,012 17.0 500 23.4 2,393 12.6
Highways 9,423 27.5 1,916 16.2 496 23.3 2,131 1.2
Air and Water Transporta-
tion . 186 0.5 96 08 4 0.2 262 1.4
Public Welfare ~ 4,291 12,5 2,606 22.u 95 4.5 1,226 6.5
Cash Assistance 2,297 6.7 1,567 13.3 38 1.8 745 3.9
Other Public Welfare 1,994 5.8 1,038 8.8 57 2.7 482 2.5
Hospitals 2,857 8.3 1,180 10.0 10 0.5 1,028 5.4
Health 501 1.5 295 2.5 13 0.6 255 1.3
Police Protection and
Corrections 1,188 3.5 726 6.1 117 5.5 2,158 1l.4
Local Fire Protection - - 61 0.5 75 3.5 1,300 6.8
Sewerage and Sanitation - --- 148 1.3 150 7.0 1,874 9.9
Local Parks and Recreation --- --- 200 1.7 61 2.9 905 4,8
Natural Resources 1,801 5.3 274 2.3 --- -—- --- ---
Housing and Urban Renewal 28 0.1 --- --- 5 0.2 808 4.3
Libraries 49 0.1 98 0.8 30 1.4 302 1.6
Employment 545 1.6 - --- --- --- 2 sk
Financial Administration 743 2.1 350 3.0 53 2.5 331 1.7
Other 3,263 9.5 1,976 16, 315 14, 3,273 _17.2
$34,250 100. s11,819 99, 9stiek $2,133 100.0 | $18,995 100.0

Welfare expenditures are comprised largely of direct payments (cash assistance) to the poor, aged, and disabled. According to the Office of
Revenue Sharing, direct welfare payments cannot be financed with Federal shared revenues., Nevertheless, there are a variety of social
service support programs for welfare recipients and other low income people that do qualify for revenue sharing.

“% Less than 0,05%,
Yt Percentages do not add to 100.0 due to rounding,

Source: U.S. Bureau of the Census, 1967 Census of Governments, Compendium of Government Finances.
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FUNCTION

EDUCATION
Higher education
Local schools
Other
TRANSPORTATION
Highways
Air and Water
Transportation
PUBLIC WELFARE
Cash Assistance
Other Public Welfare
HOSPITALS
HEALTH
POLICE PROTECTION AND
CORRECTIONS
LOCAL FIRE PROTECTION
SEWERAG™ AND SANITATION
LOCAL PARKS AND
RECREATION
NATURAL RESOURCES
HOUSING AND URBAN
REJEWAL *
LIBRARIES
-EMPLOYMENT
FINANCTAL ADMINISTRA-
TION
OTHER

KA
w

Table 3,

Percentage of Total Funds Each level of Government

Spends For Individual Functions, 1966-67

REVENUE SHARING RECIPIENTS

OTHER GOVERNMENTS

STATE COUNTY TOWNSHIP CITY
23.3 4.7 1.8 7.8
86.5 1.3 - 2.7
1.1 6.4 2.6 10.3
36.8 - - 1.1
55.3 11.6 2.9 13.8
67.2 13.7 3:3 14.3
5.8 3.0 0.1 8.2
44,7 27.2 1.0 12.8
49.0 33.5 0.8 15.9
40.6 21.1 1.2 9.8
41.1 17.0 0.1 14.8
20.0 11:8 0.5 10.2
26.2 16.0 2.6 47.6
- 4,1 5.0 86.7
- 5.8 5.9 74.3
- 15,5 4.7 70.1
17.8 2.7 - -
1.2 - 0.2 33.5
9.5 18.9 5.8 58.3
45,0 - - 0,2
30.7 14.7 2,2 13.9
11.9 7.2 1.1 11.9

provided to tenants of low income housing.

*% Percentages do not always add to 100,0 due to rounding.

Source: U,S., Bureau of the Census, 1967 Census of Govermnments, Compendiim of Government Finances.
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38.5
64.1
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AND
SPECIAL
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36.7
9.4
79.6

2.0
0.7
7.3

3.8

Many housing programs are administered by public housing authorities that are classified as independent governments,
Arizona, Kentucky, Michigan, New Mexico, New York, and Virginia, municipal housing authorities are considered part of city govern-
ment, In these States, municipalities may use revenue sharing for land acquisition and construction as well as for social services
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100.1
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100.0
100.0
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reports are analyzed and published by ORS.44
According to the most recent ORS survey, State and local
governments have spent most of their revenue sharing funds in the
areas of education, public safety, transportation, and environ-
mental protection, (See table 4.,) States, which of all revenue
sharing recipients provide the most financial support for education,
have devoted 65 percent of their expenditures to this purpose.
Almost half of county revenue sharing money has gone to public
safety and transportation. In keeping with their role, counties
appear to be devoting the majority of transportation outlays to the
construction and maintenance of highways and roads, while the larger
part of public safety expenditures is going for police protection
and county corrections systems.45 Townships have spent their funds
in similar fashion, Sixty-five percent has gone to public safety

and capital outlays for transportation services,

44, This section draws heavily on an ORS publication entitled
General Revenue Sharing - The First Actual Use Reports, released in
March 1974, The publication covers data not only from the first
actual use report but also from the first two planned use reports.
See pp. 42 to 46 for a more detailed description of reporting
requirements., Interest in revenue sharing has prompted various
organizations to launch their own research or the use of revenue
sharing funds and its impact on State and local governments. (See
appendix C.) Findings from the more extensive research efforts have
not yet been published,

45. ORS does not require State and local governments to report the
specific purposes of public safety and transportation expenditures.

A study by the General Accounting Office of a sample of local govern-
ments (124 cities, 116 counties, and 10 townships) indicates that
counties are concentrating public safety and transportation outlays

in the area described. See General Accounting Office, Revenue Sharing:
Its Use and Impact on Local Governments (Washington, D.C.: Depart-
ment of the Treasury, 1974).




Table 4.

Revenue Sharing Expenditures as of June 30, 1973 (amount in millions)

I Indian Tribes and
States Counties Townships ‘ Cities Alaskan Wative Villages
i
Amount Percent of Amount | Percent of Amount Percent of Amount Percent of Amount Percent of
Spent Funds Spent Spent Funds Spent Spent Funds Spent Spent Funds Spent | Spent Funds Spent
Public Safety $20.0 2,0% $149.6 | 22.97 $51.5 32.0% $434.,0 | 44.47 $0.2 11.8%
Environmental
Protection 7.4 0.7 40.0 6.1 AAJ 14.4 9.0 126.0 | 12.9 0.1 5.9
Public !
Transportation 55.6 5.4 161.5 | 24.7 1 50.9 31.7 148.7 115.2 0.2 11.8
| .
Health 30.7 3.0 77.6 | 11,9 ! 7.1 4.4 50.3 5.1 0.3 17.6
Recreation/Culture 3.7 0.4 29.4 4.5 i 6.8 4.2 76.6 7.8 0.2 11.8
1 1
Libraries 0 0 6.3 1.0 ‘ 1.7 1.1 10.4 1.1 0 0 41
Social Services for
the Poor and Aged 61.2 6.0 17.5 2.7 1.3 0.8 11.7 1.2 0.1 5.9
—T
Financial
Administration 18.5 1.8 30.3 4.6 5.0 3.1 16.0 | 1.6 0.2 11.8
2 f
Education 664.3 | 65.0 16.3 2.5 1.9 1.2 ! 4.7 1 0.5 0 ]
T ;
Multi~Purpose / 2 :
General Government 5.9 0.6 97.6 | 14.9 14.3 8.9 [ 65.7 | 6.7 0.2 11.8
1,2 |
Social Development Q [ 6.0 0.9 | 0.1 0.1 3.1 | 0.3 0 0
Housing/Community E
Development? 1.1 0.1 8.3 1.3 2.1 1.3 4.4 1 1.5 0.1 5.9
2 :
Economic Development 2.2 0.2 1.8 0.3 0.1 0.1 7.3 | 0.7 0.1 5.9
Other 151.9 | 14.9 12.5 1.9 ' 3.0 2.2 8.6 0.9 0 0 41
4
Total Spent $1022,5 100.1% o4 S 4 4
#654.7 100.27 $160.8  100.17 $977.5  99.9% $1.7  100.2%
Total Disbursed 2256,0 $1688.8 $325.4 $2357.8 $7.9
3
Percent Spent 45,3% 38.8% 49,47 41,57 21.5%

1. This category is not identified spearately on State reports.
category.

Any expenditures for this purpose are included in the "Other"

2. Local governments are allowed to spend money for capital outlays, but hot for operating and maintenance costs, in this category.

3. Revenue sharing recipients are allowed up to 24 months from the end of an entitlement period to spend funds which apply to that
period. (31 C.F.R. 51.40(b}))

4, Totals do not add to 100 percent due to rounding.

Source: Office of Revenue Sharing, General Revenue Sharing - The First Actual Use Reports, March 1974.
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Cities, which carry the major responsibility for local police
and fire protection, have devoted nearly 45 percent of their revenue
sharing money to public safety.46 Significant amounts have also
been spent for transportation and environmental protection. Capital
outlays constitute nearly two-thirds of transportation expenditures.
Most of the environmental protection expenditures have been for .
sewage and sanitation services,47 which are usually furnished by
city government,

Generally, State and local governments appear to be using
revenue sharing money in relatively few functional areas. For the
most part, these are functions for which each level of government
has the greatest responsibility. Further, the data suggest at first
blush that local governments are spending comparatively less revenue
sharing money on social welfare functions (i.e., education, welfare,
health, housing, and community development). (Compare generally the
figures shown in tables 2 and 4.)48 State governments, on the other
hand, are utilizing an unusually high percentage of revenue sharing

money for social welfare, mainly education.

46. The GAO study showed that, of public safety expenditures in the
cities surveyed, 62 percent went to police protection, 32 percent to

fire protection, and 6 percent to the correctional system., Ibid.,
pp. 52-55.

47. 1Ibid.

48. Table 2 contains costs for some items that are not permitted
with revenue sharing. These include welfare cash assistance pay-
ments; operating and maintenance expenses for educacion, housing, and
community development; and local matching funds for federally-
assisted programs.
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Similarly, capital outlays seem to be enjdying an extraordi-
narily high degree of popularity. As table 5 shows, local governments
are using a much greater proportion of revenue sharing funds for
capital outlays than is their habit with general revenues. This
tendency is most pronounced among smaller cities and counties.

The availability of revenue sharing funds has enabled a large
percentage of governments to provide some form of tax relief.49
About 45 percent of all State and local governments have indicated
that revenue sharing has either helped reduce the rate of a major
tax, prevented increases in the rate of a tax, prevented enactment of
a new tax, or reduced the amount of a rate increase in a major tax.
This ?elief has mostly affected property taxes.50 Counties have
benefited the most from revenue sharing in lightening tax burdens.
(See table 6.)

Revenue sharing has also helped minimize increases in the out-
standing debt of State and local governments. Table 6 shows that
about one-third of all units of government have avoided or lessened
debt increases through revenue sharing. Again, counties have been

the primary beneficiaries.51

49. Theoretically the allocation formula discourages tax cuts by
rewarding tax effort. (See pp.7 and 8 above.) However, since tax
effort is only one variable in the distribution formula, support in
favor of maintaining tax levels is diminished.  Further, to the
extent that other govermnments similarly provide some tax relief, loss
of revenue to any one government will be minimal because its tax effort
is always measured in relation to that of other recipients.

50, Office of Revenue Sharing, Preliminary Survey of General Revenue
Sharing Recipient Governments, prepared by Technology Management, Inc.
(n. p., 1973), p. 18.

51. Preliminary findings from a Brookings Institution study of 65 State
and local governments are similar to those of ORS. Among the local
governments sampled by Brookings, about two-fifths of revenue sharing
money has been used to substitute for funds that would have been raised
either through borrowing or tax increases or by program cutbacks,

State govermments used nearly two-thirds of revenue sharing money for
this purpose. The remainder went for new capital outlay projects,
expanded operations, increased pay and benefits, and other forms of new
spending. See Richard P. Nathan, Statement on Revenue Sharing before
the Senate Subcommittee on Intergovernmental Relations, June 5, 1974.
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Comparative lJse of General Revenues and

General

Revenue Sharing for Capital Outlays

Type of Government
(Population Size)

Percent of Revenue
Sharing Devoted to
Capital Outlays

(1/1/72 - 6/30/73)

Percent of Total
Expenditures
Devoted to Capital
Outlays (FY 67)

States
Townships
Counties

100,000+

50,000-99,999
25,000-49,999
10,000-24,999
under 10,000

Cities

100,000+
50,000-99,999
25,000-49,999
10,000-24,999
under 10,000

Total

6%

48

56

48
63
65
67
64

b4

27
44
56
65
68

33%

20%
18
16

16
15
15
15
13

20

18
22
25
24
25

23%

Sources: Office of Revenue Sharing, General Revenue Sharing - The First
Actual Use Reports and Bureau of the Census, 1967 Census of

Governments, Compendium of Government Finances, finances of
County Governments, and Finances of Municipalities and

Township

Governments.
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Table 6. Percentage of Revenue Sharing Recipients Providing

Tax Relief or Minimizing Debt Increases

Unit of Government Tax Relief Minimizing Debt Increases
States 30.2% 15.7%
Counties 57.7 39.1
Townships 43.5 35.5
Cities 43.6 27.9
Indian Tribes and
Alaskan Native
Villages 0.7 19.4
Total 44.7% 32.6%
Source: Office of Revenue Sharing, General Revenue Sharing - The

First Actual Use Reports.
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Evaluating the impact of Revenue Sharing Expenditures on Minorities
and Women

Because local governments appear to be spending relatively less
revenue sharing money directly on social welfare programs, some
observers believe that minorities and women may not be receiving
their fair share of the goods and services made possible with
revenue sharing. Since ORS collects no data on the beneficiaries of
programs, however, this suspicion cannot be confirmed.

In many ways, certain social welfare programs may not benefit
minorities and women. For example, public hospitals and clinics may
be built only in nonminority neighborhoods or follow conservative
policies on provision of family planning services. Revenue sharing
funds may go to colleges and universities that lack a minority
recrultment program or provide substantially less financial support
for women's than men's athletic programs,

At the same time, expenditures in other areas, such as public
safety, sanitation, and transportation can work to the advantage of
women and minorities. For example, a local government may usé revenue
sharing funds to support a campaign to recruit minorities and women
for the police and fire deparfments., Sanitation expenditures may
help build more modern sewage disposal facilities so that a city can
discontinue operation of an open incinerator located in a predominantly
minority section of town. Transportation costs may be budgeted to
provide lower bus fares for older residents, a disproportionate number
of whom are minorities and women living in poverty.52 Since expendi-
tures are not reported in this detail, however, it is difficult to
assess the direct impact of revenue sharing expenditures on minorities

and women.

52, According to the 1970 census, the incidence of poverty among
people aged 65 and over is: all males, 22,5 percent; white males,
20.3; black males, 46.0; Spanish males, 31.1; all females, 30.9
percent; white females, 29.0; black females, 52.2; Spanish females,
36.0. U.S., Department of Commerce, Bureau of the Census, Low-Income

Population, Vol. PC(2)-9A, (Washington, D,C.: Government Printing
Office, 1970), Table 8.
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ORS data are even less enlightening about some of the potential
indirect effects of revenue sharing. For instance, revenue sharing
funds spent directly for public safety, sanitation, and tranmsportation
may be accompanied by a shift of local revenues to more socially-
oriented programs. Moreover, revenue sharing expenditures of one
government can have '"'spillover! effects on another unit of government
that may be beneficial to minority group people. State use of revenue
sharing funds primarily for education is one example of an expenditure
that could have favorable consequences, particularly for minorities
in inner cities. |

Central cities generally have higher per capita expenditures than
their surrounding suburbs, owing primarily to the demands for nonedu-
cational services needed by a constituency that is increasingly
minority, poor, and elderly.53 Consequently, central cities spend
less per capita for education than suburban jurisdictions even
though it costs large city school districts more to provide educa-
tional services and resources at least equal to those of other
communities.s4 In recent years many States have tried to find and
institute more equitable methods of financing education, some of
which take into account the special cost requirements of urban

schools.55 Where revenue sharing is being utilized in new State aid

53. For a description of demographic characteristics and expenditures
in central cities and suburbs, see Seymour Sacks and John Callahan,
"Central City Suburban Fiscal Disparity," in City Financial Emergencies:

The Intergovernmental Dimension, by the Advisory Commission on Inter-
governmental Relations (Washington, D.C.: Government Printing Office,
1973), appendix B.

54, See, for example, Norman Drachler, "“The Large-City School System:
It Costs More To Do The Same," in Equity for Cities in School Finance
Reform (Washington, D.C.: The Potomac Institute, 1973).

55, For a description of school finance reform activities see
Virginia Fleming, The Cost of Neglect, The Value of Equity: A Guide-
book for School Finance Reform in the South (Atlanta: Southern
Regional Council, 1974) and A Legislator's Guide to School Finance
(Denver: Education Commission of the States, 1973).
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programs to local schools,56 city residents not only may enjoy
higher educational expenditures but may also be able to devote more
of their local tax dollars to meet other pressing needs.

Tax relief made possible by revenue sharing also has a bearing
on minority and women's concerns. Poor people and the elderly pay a
larger share of their current money income for property and sales
taxes than wealthier families.58 Since minorities and female-headed
households are disporportionately counted among the poor,59 tax

relief resulting from the availability of revenue sharing funds

56, ORS reports do not distinguish between revenue sharing money
channeled to higher education and that going to local elementary and
secondary schools. An early study done by the General Accounting
Office indicates that the vast majority of State revenue sharing money
authorized or planned for expenditure on education programs is going
to elementary and secondary school districts. See General Accounting
Office, Revenue Sharing: 1Its Use By and Impact on State Governments
(Washington, D.C.: Department of the Treasury, 1973), pp. 15-16. 1In
contrast, in a hearing before the Advisory Commission on Intergovern-
mental Relations, Michael Resnik of the National School Boards Asso-
ciation stated that a large part of revenue sharing money was going
for higher education, manpower training, adult education, or for
reducing property taxes. He suggested that 10 to 15 percent, rather
than 65 percent, of State revenue sharing funds was being used as
additional support for elementary and secondary education. See ACIR
Information Bulletin No. 74-6, June 1974.

57. New State finance schemes may also benefit suburban jurisdic-
tions. Substantial increases in State support of education may relieve
pressures on local property taxes. Since suburban governments devote
proportionately more of their tax dollars to education than inner
cities, the suburbs would experience relatively more financial relief
from the additional State aid.

58. Charles S, Benson, The Economics of Public Education (Boston:
Houghton Mifflin Co., 1961), p. 119, and Advisory Commission on
Intergovernmental Relations, Financing Schools and Property Tax
Relief--A State Responsibility (Washington, D.C.,: Government Printing
Office, 1973), pp. 31-42.

59. Bureau of the Census, Low-Income Population, 1970 Census of Popu-
lation, tables 3 and 4. About 10 percent of whites and one-third of
the minority population are in poor families. Of people living in
male-headed households, about 10 percent are below poverty level,
compared to nearly 40 percent of those in female-headed households.
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should work to their advantage.6o Most of this relief, however, has
taken the form merely of avoiding or minimizing further property tax
increases6l and, consequently, has probably done little to equalize
the heavier burden borne by people with fixed or low incomes.

Some States have launched efforts to provide relief to the
elderly and the poor. These efforts, however, were already well
under way before the advent of revenue sharing and, thus, cannot be
directly related to the availability of new Federal dollars. More-
over, most property tax relief has been directed toward the elderly
and not to the poor generally, where it would be of more universal

62
benefit to the minority population.

60. General rate reductions or postponement of increases give relief
to taxpayers in proportion to their burden. If some people pay twice
as much of their income to taxes as others, the relief as a propor-
tion of income will also be twice as great, This, however, will not
equalize the impact of taxes on individuals unless special measures
are taken to provide even further relief for those with lower incomes.

Example: Family A Family B
Family income 84,500 $§17,500
Amount of property taxes 297 577.50
Taxes as percent of income 6.6% 3.3%
Ratio of A's to B's burden 2 1
Amount of tax relief $29.70 §57.75
(10 percent general tax cut)
Tax relief as percent of income 0.66% 0.33%
Ratio of A's to B's relief 2 1
New tax amount $267.30 $519.75
Taxes as percent of income 5.94% 2.97%

Ratio of A's to B's new burden 2 1

61. ORS, Preliminary Survey, appendix C.

62. Only Michigan, Oregon, Vermont, and Wisconsin have programs to
alleviate the property tax burden of all low-income people, including
renters as well as homeowners, See Advisory Commission on Intergovern-
mental Relations, Information Bulletin No. 74-1, Washington, D.C.,
January 1974,
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In short, minorities and women can be affected by revenue
sharing expenditures in ways that go beyond local governments' neglect
of social welfare programs. Expenditures in other program areas, such
as public safety, environmental protection, and transportation, can
bear on the civil rights of women and minorities. Revenue sharing
can also influence how State and local governments spend revenues
from other sources and the ways in which different levels of govern-
ment share financial responsibility for public services. These
related developments may be important to the welfare of minorities
and women as well,

Finally, revenue sharing must be scrutinized for its impact both
on expenditures and taxation, The net effect of government activity
is the difference between what people pay to support their government
and what they receive in return. All these issues must be addressed
in evaluating the impact of revenue sharing on women and racial and

ethnic minority groups.



Chapter 3

Public Accountability

One often stated purpose of revenue sharing is to increase the
voice of people in the affairs of their State and local governments.
As former President Nixon said in his 1974 state of the Union message,
revenue sharing is intended ''to let people themselves make their own
decisions for their own communities.' Accordingly, the Revenue
Sharing Act and ORS regulations contain certain provisions intended
to make local officials publicly accountable for the expenditure of
revenue sharing funds,

One means of accountability is the requirvement that all revenue
sharing expenditures be subject to audit. Because of its small
staff, ORS is relying heavily on State and local government auditors
and independent public accountants to audit most of the 39,000
recipients.63 Past experience suggests, however, that many State
and local auditors lack the professional competence to perform an
acceptable audit in accordance with Federal standards prescribed by
the General Accounting Office.64 These standards define the full
scope of an audit as encompassing:

1. An examination of financial transactions, accounts,
and reports, including an evaluation of compliance
with applicable laws and regulations.

2. A review of efficiency and economy in the use of
resources.

3. A review to determineGghether desired results are
effectively achieved,

63. 31 C.F.R. 851.41 (Supp. 1973).

64. Hearings on the Subject of General Revenue Sharing Before the
House Committee on Ways and Means, 92nd Cong., lst Sess., 1971, p.
1237 (testimony of Comptroller General Elmer Staats).

65. General Accounting Office, Standards for Audit of Governmental
Organizations, Programs, Activities ard Functions, 1972, p. 2.

39
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Most State and local auditors are trained and experienced in doing
audits that incorporate only the first of these three elements.

The Office of Revenue Sharing has developed a guide to assist
State and local government auditors and independent public accountants
in auditing revenue sharing recipients.66 These guidelines only
require verification of financial transactions and compliance with
applicable laws, A full audit involving a review of the economy and
efficiency with which funds are used and the achievement of program
objectives is recommended but is not compulsory.67

The absence of these elements in revenue sharing audits has a
particular bearing on the financial well-being of larger cities,
where minorities tend to be concentrated. Cities generally are
confronted with a greater demand for services for which traditional
revenue sources are becoming increasingly less adequate and, thus,
are concerned with making the best use of their money. Revenue
sharing audit standards do not require auditors to be competent in
giving recipient governments special guidance in this respect.

As part of their examination, auditors must determine if there
are any indications of '"possible failure to comply substantially"
with the <ivil rights provisions of the law.68 ORS is the first
Federal agency to include civil rights matters as part of a regular
audit requirement. The purpose of the auditors' review, however,
is to detect possible areas of discrimination, not to conduct a full

civil rights investigation. Auditors are more guardians against

66. Department of the Treasury, Office of Revenue Sharing, Audit
Guide and Standards for Revenue Sharing Recipients (Washington, D.C.:
Government Printing Office, 1973).

67. 1Ibid., p. I-2. ORS notes that ''the revenue sharing Act does not
prescribe use of the GAO standards.'" ORS Comments.

68. 31 C.F.R. 851.41(c)(4) (Supp. 1973).
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fraud and poor accounting practices than against civil rights

violations. ORS guidelines state that, in connection with civil
rights, auditors must ascertain whether:

1, The recipient has kept records required by the
Equal Employment Opportunity Commission (EEOC)
on the race, ethnic background, and sex of

employees.6§ ‘

2. There are any complaints outstanding or investi-
gations in progress where revenue Sharing money
is involved.

3. Any civil rights suits have been adjudicated or
are pending against recipients involving revenue
sharing funds.

4. Any facilities financed by revenue sharing funds
have been located in such a manner as to obviously
have the effect of discriminating.

5. The recipient has a formal policy concerning non-
discrimination in employment,’0

There are other civil rights matters auditors are capable of
reviewing but are not required to by ORS., These include determining
whether:

1. Contracts written by a unit of government with contractors or
grantees contain a nondiscrimination clause.

2. Entrance tests and other requirements for employment by the
recipient government have been validated for nondiscrimination.

3. The government has an office responsible for enforcement of
civil rights with respect to its own activities and those of
contractors and grantees,

69. Under authority of the Equal Employment Opportunity Act of 1972
(42 U.S.C. 82000e), the EEOC requires State and local governments
with 15 or more employees to keep records on the race, ethnic back-
ground, and sex of their employees. Governments with 100 or more
employees submit these data to EEOC on a regular basis., From time
to time, EEOC also asks smaller governments to report this informa-
tion from their records, (29 C.F.R. 81602,.32) Since governments
with 15-100 employees do not regularly file race/ethnic/sex data
with EEOC, the Office of Revenue Sharing maintains that its '"audit
effort should substantially increase compliance with EEOC require-
ments," ORS Comments.

70. ORS, Audit Guide, pp. V-3 and V-4.
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Even though one of the functions of auditors is to examine the
legality of financial transactions, ORS does not take full advantage
of the opportunity to use them in its civil rights enforcement effort.
ORS audit guidelines also stop short of examining how local
revenues freed by the use of revenue sharing funds are redirected,
except when revenue sharing money is intermingled with other funds
so that expenditures cannot be separately accounted for.71 When
revenue sharing money is intentionally used to supplant State or
local funds, in most instances adept bookkeeping practices may conceal
this fact from the auditors.
A second requirement intended to promote public accountability
is the reporting process. Two reports must be submitted periodically
to the Office of Revenue Sharing: a planned use report filed before
the beginning of each entitlement period and an actual use report
filed before September 1 of each year. The latter gives the status
of funds as of June 30.73
These reports have three faults. Planned and actual expenditures
are reported according to broad functional categories (e.g., public

safety, health) rather than by specific program or activity (e.g.,

purchase of fire trucks, salaries for new police recruits). (See

71. Where revenue sharing is shown merely as constituting a
percentage of total expenditures for a particular category, all
expenditures must be examined. Ibid., pp. V-2 and V-3.

72. ORS asserts that "/t/he law places no limit on...displacement,
so that auditors are not required to perform tracking of /redirected
State and local funds/." ORS Comments., USCCR points out,

however, that in Mathews v. Massell a Federal district court ruled
that intentional use of revenue sharing to supplant State and local
funds subsequently redirected to uses prohibited by the Revenue
Sharing Act is unlawful. See pp.21-22,

73. 31 C,F,R, 851.11 (Supp. 1973).
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figure 2)., This vagueness detracts from their usefulness as a
plarning and evaluation tool and as a means for keeping local citizens
well informed. The reports also fail to ask for data on the race,
ethnicity, and sex of beneficiaries.74 Consequently, the direct
impact of revenue sharing on minorities and women cannot be assessed
in relation to their needs and their representation in the population
cf a locality.75 Finally, because revenue sharing dollars can be
substituted for State and local revenues, the reports are of little

value in analyzing the ultimate impact of the program.

74. Since ORS has 'access to all E.E,0.C. figures relating to municipal
employment,' it_feels that "requiring the inclusion of such figures
on the /reports/ would subject recipient governments to needless time
and expense.'" ORS Comments, USCCR does not espouse duplication

of data collection efforts by Federal agencies. ORS' response, how-
ever, does not address the issue of equity in the provision of public
services, an analysis of which would require collection of race/
ethnic/sex data on program beneficiaries. Further, while EEOC data
are easily obtained by ORS, they are not readily accessible to most
individuals or organizations. With few exceptions, EEOC declines

to give out figures on individual jurisdictions. As an alternative,
ORS regulations require revenue sharing recipients to permit public
inspection of supporting documentation for planned and actual use
reports. ORS, however, has not specifically defined the nature of
the supporting documentation that should be made available,

75. ORS contends that '/b/ecause of its speculative and unbinding
nature, it would be meaningless to require governments to pinpoint
expenses on their Planned Use Reports. For the same reason, the
gathering of ethnic data would be equally meaningless for the Planned
Use Report." ORS Comments. USCCR feels that if revenue sharing
recipients were compelled to report proposed expenditures in greater
detail than the broad functional categories now contained in the
planned use reports, local citizens would have a more concrete
proposal to which they might react. Thus, greater community involve-
ment could result. It would also aid ORS in spotting potential acts
of discrimination and give it an opportunity to forewarn a locality
before funds are actually spent in violation of civil rights require-
ments.




Figure 2. ACTUAL USE REPORT

General Revenue Sharing provides federal funds directly to local

and state governments. Your government must publish this

report advising you how these funds have been used or obligated during the year from July 1. 1973, thru June 30, 1974,
This is to inform you of your government's priorities and to encourage your participation in decisions on how future funds

should be spent.
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3 O ENT $ %ﬁ%@ﬁ% July 1, 1973 through June 30, 1974, .S
14 OTHER({Specify) S b\%ﬁ{’cﬁ%ﬁ (3) Interest Eamed. v vvverasrses
SRR (4] Total Funds Available «vesvnnsvaessssS
15 TOTALS {5) Total Amount Expendet ., vseverssses$
3 S {6) Balance as of June 30, 1974..00000...S

NONDISCRIMINATION REQUIREMENTS HAVE BEEN MET
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requirement (Section 103) or the hing fund. hibi { i
104) of the Act,

s p

Signature of Chisf Executive Date

Name and Title

{F} The news media have besn advised that a complats copy of this
report has bean published in a local newspaper ol general
circulation. § have records documenting the contents of this report

and thay are open for public sctutiny at

e ——)
IMPORTANT: THE UPPER HALF OF THIS PAGE MUST BE PUBLISHED (SEE INSTRUCTION H)

It is not required that the lower half of this form be published.

(G) Has the availability of Revenue Sharing funds enabled your government to: {H) PUBLICATION lrefar to instcuction H)

D Prevent naw taxes
D Raduce taxes

D Prevent increased taxes

D Maintein current tax levels

D Prevent new debts
[:I Reducs old debts

{Check 8s many as apply.)

The upper part of this report was published in the following
newspapar on the stated date
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DO NOT WRITE IN THIS SPACE
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1 2345578910]112\3141?':61'!_718
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Both reports must be published by recipients in a newspaper
of general circulation in the area before they are submitted to
ORS. They must also be made available to other media, including
minority and non-English-speaking media.76 Since there is no time
limit between publication and submission, the public has little,
if any, opportunity to comment on the reports before they are for-
warded to ORS.77 This, of course, assumes that the citizenry can
make informed judgments on budget decisions from reports that
describe only a small part of total resowrces available. Even so,
planned use reports may not represent any serious thinking on the
part of local officials, since they do not have to be submitted

to the local legislative body for prior approval.78 Furthermore,

there is nothing in the law to compel the local government to

76. 31 C.F.R. §51.13 (Supp. 1973).

77. Although there is little time lapse between the publication of
planned use reports and their submission to ORS, ORS maintains there
is ample opportunity for citizen review and comment before appro-
priations are enacted. ORS Comments. TUSCCR points out that the
length of the time lapse would, of course, depend on the scheduling
of the local budget cycle.

78. 1In ORS' specific comments to USCCR's manuscript, it seems to
dispute this statement. ORS characterizes the planned use report

as "a condensed version of a portion of the local government budget."
In ORS' general comments, however, it describes the planned use
report as "speculative and unbinding /in/ nature.'" It maintains
that "owing to the diversity of the fiscal year among the 39,000
recipient governments, many governments would not be legally able
to commit their revenues at the particular time. In other words,
at that particular point in the budget cycle, the only possible
way in which the Planned Use Report would be filled out would be
an educated guess by the Chief executive officer.!" ORS Comments.
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respond to public comment or even to spend money as shown on
planned use reports,

A third method of public accountability lies within the normal
budget process. State and local governments must prcvide for the
expenditure of revenue sharing funds according to the laws and
procedures applicable to their own revenues.80 Where public hear-
ings are held on the budget, revenue sharing is often included on
the agenda. In some communities, special hearings have been held
on revenue sharing. Historically, however, such hearings have not
resulted in an effective public role in formulating plans and
policies upon which budgets are based. Moreover, some communities
simply lack any process for obtaining citizen input.

Already existing local provisions for citizen participation
can affect the degree of community involvement in revenue sharing
spending decisions. According to one recent study, revenue sharing
seems to have stimulated even more public interest in localities
where citizen participation has always had a significant impact

on the budget. Where citizen inputs have been minimal or nonexistent,

79. ORS argues that when planned and actual use reports differ, it
"means the public involvement process is functioning.'" ORS Comments.
USCCR notes that planned use reports cover funds received for a

single entitlement period. However, because revenue sharing money

does not have to be spent for 2 years, recipients are not required

to give a separate accounting for expenditure of funds received for
each entitlement period. Therefore, no mathematically precise com-~
parison can be made between planned and actual use reports to determine
if money was spent as originally planned.

80. 31 U.S.C, 81243(a)(4). Because of this requirement ORS contends
that revenue sharing provides 'mew and innovative' ways for holding
public officials accountable, ORS Comments.

81, 1Ibid., p. 8l. 1In addition, there are at least 4 State legis-
latures that either hold closed hearings or no hearings at all.
Council of State Governments, Budgeting by the States (Chicago,
1967), Table IX.




47

however, revenue sharing has not necessarily heralded significant
changes in the status quo.

In sum, little in the act or regulations promotes citizen parti-
cipation or requires State or local officials to make an adequate
public accounting of revenue sharing expenditures. The lack of firm
methods of public accountability places a greater responsibility on
the local electorate to take the initiative., The effectiveness of
citizens' contributions will depend upon their familiarity with all
the functions of their government, Decisions on revenue sharing
will be influenced by budgetary demands for which other revenues
are inadequate. The use of revenue sharing funds will also free
up other funds that may be used in a variety of ways. In short,
revenue sharing should not be viewed as separate and apart from
other govermmental activities.

One impediment to effective participation is the very means by
which public opinion is solicited. Budget hearings are generally
held toward the end of the process when most decisions have
already been made by chief execﬁtives, agency heads, and legislators.
Consequently, they offer little opportunity for input from the public.
Involvement must take place throughout the budget process when
priorities are being set and programs are being determined. This
requires an understanding of the planning and budgeting process,

The Budget Process

The importance of a government's budget cannot be underestimated.
In preparing, reviewing, and enacting the budget, administrators
and legislators evaluate the numerous demands upon public funds and
determine the balance among various program activities., These

decisions represent the relative importance attached to the many

82, Advisory Commission on Intergovernmental Relations, An ACIR
Re-evaluation, p. 17.
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social, political, and economic forces operating in the community,
including the needs and interests of minorities and women. In
essence, the budget is policy translated into dollars and cents.

State and local governments typically have two types of
budgets: operating and capital. Capital expenditures include
expenses for the acquisition of land, building, machinery, furniture,
and other equipment., All other expenses, such as staff salaries
and maintenance costs, are operating expenditures. The operating
budget is usually prepared annually and the capital budget normally
covers 5 or 6 years.

Operating and capital expenditures have very different effects
on the budget. Operating expenditures, once undertaken, become
relatively fixed commitments that generally are maintained at a
fairly stable level year after year. Capital expenditures, on the
other hand, fluctuate depending upon governmental priorities in a
particular year, They increase sharply when a major construction
project is undertaken but may be delayed or eliminated if other
items in the budget are considered more important.

Despite their dissimilarities, operating and capital budgets
are interrelated, Capital projects affect future operating budgets
because new facilities must be staffed and maintained. Capital
expenditures also influence the amount of money available for operating
expenses.

The budget-making process shows some similarities among State
and local governments, Variations on the basic outline depend on
a number of factors, including the number and type of services
provided and the size and character of the population served. The
division of responsibility between the chief executive officer and

the legislative body for policymaking and program operation also

83. 1In States where the legislature meets every other year the
operating budget may be for 2 years.
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affects the amount of influence each has on the budget. (Tables 7
through 9 describe the division of responsibility for budget prepa-
ration and related matters according to the type of government.)

The budget process begins several months before the start of a
new fiscal year when the budget or chief executive officer transmits
budget request forms to the various government agencies or depart-
ments. The chief executive may also issue a statement outlining the
general policy to be followed in preparing budget requests.

The budget officer collects and analyzes the forms and prepares
a budget document for the legislative body. This document may in-
clude summary information, details on requests, recommendations, and
justifications for requesting new programs or positions. Presenta-
tion of the actual appropriations proposed is usually organized into
major categories in one of several ways: by function (education,
health, welfare), fund (general fund, special funds), department or
agency, or agency type.

The budget document is transmitted to the legislative body,
which reviews and revises it., During this time public hearings are
usually held. Once a budget is approved by the legislature, it is
sent to the chief executive, who in turn may have the power to veto
any part or all of it. Normally this veto may be overriden by at
least a majority of the legislature.

The involvement of minorities and women not only at public
hearings but throughout the budget process is essential to a demo-
cratic society. This can be accomplished through participation on
citizen committees that have review authority over planning activities
and proposed expenditures and in many other ways.

Women and racial and ethnic group people are minorities in socio-
economic status but majority in number. They are a constituency

State and local governments cannot easily ignore. Budget planning




Form of
Government

Mayor=-Council
"Jeak' Mayor
"Strong' Mayor

Council=-
Manager

Commission
Plan

New England
Town Meeting

Table 7. City Budgetary Practices, by Form of Government

Percent, by Region

Person
Title of Responsible
North- North Chief Legislative for Budget
east Central South West Total Executive Body Preparation
51 55 35 29 44 Committee of
Mayor City Council the Council
Mayor City Council Mayor or Admin-
istrative
Officer
34 37 58 68 47 City City Council  City Manager
Manager
5 7 7 3 6 Mayor Commission Commissioner
of Finance
10 1 % 0 3 President Citizens Finance Commi~

or Manager

*Less than 0.5 percent,

Sources:

Charles R. Adrian and Charles Press, Governing Urban America (New York:
and International City Management Association; The Municipal Yearbook:

ttee

Does Chief
Executive
Generally
Have Veto

Power?

Yes

Yes

No

s

No

No

McGraw-Hill Book Co,, 1968)
1972 (Washingtom, D.C., 1972).




Table 8. County Budgetary Practices, by Form of Government

Does Chief
Percent, by Area Executive
Title of Person Generally
Form of Metro- Nonmetro- Chief Legislative Responsible for Have Veto
Government politan politan Total Executive Body Budget preparation Powex?
Plural 59 84 80 Chairman of the (Board of County clerk, No
Executive Board or County County Comm- treasurer, or
(Commission) Judge issioners, auditor
Board of
Supervisors,
County Court
County 35 15 18 Administrator are among Administrator or No
Administrator or Manager the more com=- Manager
mon names
given county
legislative
County Executive 6 1 2 bodies. The
"Strong" Executive~Elected names vary Executive Yes
"Yeak' Executive~Appointed by State, not Executive No

necessarily by
type of county
government. )

Sources: Advisory Commission on Intergovernmental Relations, Profile of County Government (January 1972)
and National Association of Counties, From America's Gounties Today {(Washington, D.C., 1973).
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Table 9.

STATE BUDGETARY PRACTICES

Date estimates

State or Budget-making Official or agemcy must be submitted Date sulmiited Power of Legislature  Power of stem  Fsscal year  Frequency
other jurisdiction auihority preparing budget by depl. or agencies lo Legisioture lo change budget® veto by Governor beging of *udget
LABAMA.......... Governor Divisiun of the Bud- Feb, * precedingeach By the Sthdayregu- Unlimited Yes t. 1 \
A get in Dept. of Fi- regular seasion lar business session Oc Blevaial (a)
nance
ALASKA......... ... Govemor Division of Budget Oct. 1 3rd legislative dny Unlimited Yes July 1 Annual
and Management, of session
Dept. of Administra-
tion
ARIZONA........... Govemnor Dept. of Administra- Sept. 1 each year By the Sth day of Unlimited Yes July 1 Annual
tion regular session
ARKANSAS......... Legislative Councll Office of Budget, Sept.i ineven years Date of convening Unlimited Yes July 1 Blennial (&)
Dept. of Finance and session
Administration
CALISORNIA. ...... Govemor Budget Division, Oct. 1 Jan, 10 Unlimited Yes July 1 Annual
Dept. of Finance
COLORADO......... (Governor State Budget Direc- Aug. 1-1§ 10th day of session Unlimited Yes July 1 Annual
tor, Executive Bud-
get Office, Dept, of
Administration
CONNECTICUT..... Governor Managing Director, Sept. 1 18t sessfor day after Unlimited Yes July 1 Annual
Planning & Budget- Feb, 14
ing Div.,, Dept. of
Finance and Control
DELAWARE......... Govemor Office of Budget Di- %ecpt.ls 15; schools, By Sthdayofsession Unlimited Yes July & Annual
rector t.
FLORIDA........... Goveror Div.of Budget,Dept. Nov. I each year 30 days prior to Unlimited Yes July 1 Annual
of Administration regular session
GEORGIA........... Governor Budget Div., Office Sept. 1 By Sth day of ses- Unlimited Yes July ¢ Annual
of Planning & Bud- sion or aponer
get
HAWAIL...,......... Governor Budget, Planningand July 31, even years 3rd Wed. in Jan. of Unlimited Yea July 1 Blennial(a)
Management Divi- odd years, 20 days
sion, Dept, of Budget in advance to mem-
and Finance bers of Legislature
IDAHO.............. Governor Administrator, Divi- Aug. i5 before Jan. Not later than 5th Unlimited Yes July 1 Annual
sion of the Budget session day of session,
ILLINOIS........... Governor Bureauof the Budget Specific date for each First Wed.in March  Unlimited Yes July 1 Annual
agency set by Bureau
of the Budget
INDIANA........... Governor Budget Agency(b) Sept. 1 in even years, Within the 1st two Unlimited No July 1 Biennlial(a)
flexible policy weeks after the ges-
sion convenes
IOWA........ ... Governor Comptroller Sept. 1 Feb. 1 or before Unlimited Yes July 1 Riennlal (a)
KANSAS........... . Goveroor Div. of the Budget, Sept. 15 before even- Within3weeksafter Unlimited Yes July Annual
Dept, of t:ar sessi-ns; Oct. 1 convening of session
Administration fore odd-year ses- in odd years and
sions within 2 days after
convening of session
in even years
KENTUCKY......... Governor Office for Policy & Oct. 1S As Governor desires  Unlimlted Yes July 1 Biennial(a),
Management, Exec.
ADept.. for Finance &
dministration
e ernor Director, Budget & Jan, 15 before an- Not later than sev- Unlimited Yes July t Annual
LOUISIANA...... Gov Munagement, Div. nual session. enth day of each
of Administration regularsession, New
Governor-elect, glve-
day grace perio
MAINE vveasses. Govemor Bureau of the Bud- Sept.1inevenyears End of 2nd week of Unlimited No July 1 Biennial(a)
e get, Dept, of Finance session or before
and Administration
AND Secretary, Dept. of Sept.1 3rd Wed. of Jan., Limited:Legislature  Yes, sup- July 1 Annual
MARYL T Governor Budgetryand %’iscal annually may decrease but plementary
Planning not increase except appropria-
for own operating tion bilis

budget
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Table 9.

STATE BUDGETARY PRACTICES (cont.)

Dote estimates

State or Budget-making Official or ogency musi be submilted Date submiiled Power of Legislature  Power of ilem ‘.
other jurisdiction authorily preparsing budgel by depl. or agencies to Legislaiure ‘o char{u bidut‘ velo by Ggpm F'icg(:lg':;u i}'gﬁé’,‘ﬁ"
MASSACHUSETTS.. Governor Budget Director, Setby administra- Within 3weeksafter Unlimited Yea July Annual
Div, of Fiscal Affairs, tive action convening of the
Executive Office for General Court
Administration and
Finance
MICHIGAN. . . Governor Budget and Program Set by administra- 10th day of session Unlimited Yes July 1 Annual
Analysis Div., Dept. tive action
of Management &
Budget
MINNESOTA........ Governor Budget and Organi- Oct, 1 preceding con- Within3weeksafter Unlimited Yes July 1 Biennial{a)
zation Division, vening of Legisla- inauguration of
Dept. of Administra- ture Governor
tion
MISSISSIPPI........ Commissionof Bud- Commission of Bud- Aug. 1 preceding con- Dec. 1§ Unlimited Yes July 1 Annual
iget( ind Account- get and Accounting vening of Legislature
ng (c
MISSCURI....... ... Governor Div.of Budget, Office Oct. 1 By the 30th day Unlimited Yes July 1 Annual
of Administration
MONTANA.......... Governor Bureau of the Bud- Aug. ! of year before 1st day of session Unlimited Yes July 1 Biennial(a)
get, Dept., of Admin- each sesalon
{stration
NEBRASKA......... Governor Budget Administra- Not later than Sept. 30th day of regular Limited: three-fifths Yes July ¢ Annual
tor, Dept, of Admin- 15 seasion vote rzgunced to in-
istrative Services crease Governor's
recommendations;
mejority vote re-
qu'red to reject or
decrease such Items
NEVADA............ Govemrnor Budget Director, BSept. ! i0th day of session Unlimited No July ¢ Biennlal(a)
Budget Division, or before
Dept. of Administra-
tion
NEW HAMPSHIRE., Governor Comptroller, Dept. Oct. ! In even years Feb, 151nodd years Unlimited No July 1 Blennial{a)
of Administration
and Control
NEW JERSEY....... Govemor Director of Division Oct. 1 Third Tuesday after Unlimlited Yea July 1 Annual
of Budget and Ac- opening of session
counting of Dept, of
the Treasury
NEW MEXICO...... Governor Budget Division, Sept.1i On or before 25th Unlimited Yes July 1 Annual
Dept. of Finance and day of regular ses-
Administration sion
NEW YORK......... Governor leisiqn of Budget, Early in Sept. Second Tuesday fol-  Limited: May strike Yes April 1 Annual
fxecutive Dept. lowing the first day outitems,reducz
of the annual ses- items or add sepa-
sion, except on or rate items of expen-
before Feb. 1 in diture
%:nrs follolwi{:g gu-~
rnatorial election
NORTH CAROLINA. Governor Office of State Bud- Sept. 1 preceding lat week of session  Unlimited No July 1 Blennlal(a)
t, Dept. of Admin- session
stration
NORTH DAKOTA... Governor Director, Dept. of July 1Sineven years; December 1, prior Unlimited Yes July 1 Biennial
A}::coums and Pur- may extend 45 days to biennial session
chases
OHIO............... Govemor Office of Budget & Nov.1 Ird week In Jan. in  Unlimited Yes July Biennlal(a)
Management odd years unleas
changein Governor;
then Mar. 15
OKLAHOMA ......... Governor Director of State Fl- September 1 Immediately  after Unlimited Yes July t Annual

nance, Div, of Bud-
get

convening of regu-
lar legislative session;
an incoming Govcr-
nor, following inau-
gural

€S




Table 9.

STATE BUDGETARY PRACTICES

(cont.)

State or
other surisdiction

Budget-making
authorsty

QOfficial or agency
preparing budget

Date estimates
must be submitted
by dept. or agencies

Date submitied
lo Legsislalure

Power of Legislature
lo change budget®

Power of slem
veto by Governor

OREGON............
PENNSYL;(ANIA. eee
RHODE ISLAND....
SOUTH CAROLINA.

SOUTH DAKOTA....

TENNESSEE........ .
TEXAS............ .
UTAH.............

YERMONT..........

YIRGINIA......

WASHINGTON.......

WEST VIRGINIA. ..

WISCONSIN., ., ......

WYOMING..........

Governor
Governor
Governor

State Budget and
Control Board(d)

Governor
Governor

Governor, Legis-
lative Budget Board

Governor

Governor

Gaovernor

Governor

Governor

Governor

Governor

Budget Division,
Executive Dept.

Budget Secretary,
Governor's Office of
Administration
Division of Budget,
Department of Ad-
ministration
Finance Division of
State Budget and
Control Board

State Budget Officer
Budget Div,, Dept.
of Finance & Ad-
ministration

Exec. Budget Direc-
tor, Office of Gover-
nor; Legislative Bud-
get Board

Division of Budget,
Dept, of Finance

Commlssioner, Dept.
of Budget & Man-
agement; Agency for
Administration

Director, Division of
the Budget, Office of
Administration

Director, Office of
Program Planning
and Fiscal Manage-
ment

Division of Budget,
Dept, of Finance and
Administration

Bureau of Planning
and Budget, Dept. of
Administration

Dept. of Administra-
tion and Fiscal Con-
trol

Sept. 1 in even year
preceding legislative
year

Nov. 1, each year

Sept. 1

Sept. 15 or discretion
of Board

Qct. 15
Dec. 1

Date set by Budget
Dircctor and Legisla-
tive Board

Sept. 15

Sept. 1

Aug. 15 in odd years

Date set by Governor

Aug. 15

Date set by Director,
Bureau of Planning
and Budget

Oct. 1 preceding ses-
sion in Jan.

Dec. 1 in even year
preceding legislative
year

As soon as possible
afterorganizationof
General Assembly
24th day of session

2nd Tues. in Jan.

5 daysbefore session

Jan, 14 or beforeun-

lesschangein Gover-

nor; then Mar, 1 or

before

Sth day of session or
ore

After convening of
Legislature, 3 days
regular session; 1
day budget session
3rd Tues. in Jan.

Within § days after
conv, of regular ses-
sion on 2nd Wed. in
Jan. in even years

20th day of Decein-
ber prior to session

10 days after con-
vening of session or
before

Feb. 1 In odd years
or before

Within 5 days after
beginning of session

Unlimited

Unlimited

Unlimited

Unlimited

Unlimited

Unlimited

Unlimited

Unlimited

Unlimited

Unlimited

Uanllimited

Limited: May not
increase items of
budget bill except
appropriations for
Legislature and ju-
diciary

Unlimited

Unlimited

Yes

Yes

Yes
Yes

No

Yes

Yes

Yes

Fiscal year  Frequency
begins of budget
July 1in Blennial
odd years
July 1 Annual
July 1 Annual
July ¢ Annual
July t Annual
July 1 Annual
Sept. 1 Biennial(a)
July & Annual
July t Annual
July 1 Biennial(a)
July Biennlal
July 1 Annual
July 1 Blennial(a)

July t in Blennial
odd years

*Limitations listed in this column relate to legislative power to increase or decrease budget
iterns generally, Specific limitations, such as constitutionally earmarked funds or require-
ment to enact revenue measures to cover new expenditure items, are not included.

_(a) The budget is adopted bieanially, but appropriations are made for cach year of the
biennium separately. Minnesota: a few appropriations are made for the biennium; Montanas
supplemental appropriations are considered by the Legistature annually; Virginiai increases
or decreases may be made in the second legislative session; Wisconsin: statutes authorize
an annual budget review, and the Governor may in even years recommend changes.,

Source:

(b) Budget Committee serves in sdvisory capacity.

(€) Composition of Comnmission: Governor as ex officio Chairman, Lt. Governor, Chairman
House Ways and Means Committee, Chairman House Appropriations Committee, Chairman
Senate Finance Committee, President Pro Tem of Senate, Chairman Senate Appropriations
Committee, one member of Senate appointed by Lt. Governor, Speaker of House, two House

members appointed b
d) Coinposition o

Chairman S¢nate Finance Committee, Chairman House Ways and Means

the Speaker.

Board: Governor as Chairman, Treasurer, Comptroller General,

omsnittee.

Council of State Governments, The Book of the States, 1974-75 (Lexington, Ky., 1974).
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and preparation provides an occasion to reevaluate current activities,
to search out and identify new problems, and to suggest new
activities to meet changing needs and priorities. As representatives
of the people, it is incumbent upon State and local officials to be

mindful of the views of all the electorate.



Chapter 4

Civil Rights Provisions

The Revenue Sharing Act prohibits State and local governments
from spending shared revenues for programs or activities in which
discrimination is practiced. Specifically, the act states:

No person in the United States shall on the
ground of race, color, national origin, or
sex be excluded from participation in, be
denied the benefits of, or be subjected to
discrimination under any program or activity
funded in whole or8£n part with /revenue
sharing/ funds....

The Director of the Office of Revenue Sharing (ORS) is empowered to
seek compliance with its provisions and to take appropriate admini-
strative action after determining that a recipient government has
violated nondiscrimination provisions.

Discriminatory Acts Prohibited

ORS regulations list types of discriminatory acts that are pro-
hibited. These provisions apply equally to programs undertaken by
the recipient directly or through contractual or other arrangements.
They include:

1. Denying any service or other benefit which is provided to
others.,

2, Providing any service or benefit which is different from
that provided to others.

3. Subjecting persons to segregated or separate treatment in
any facility or in any process related to the receipt of any benefit
or service,

4. Restricting the enjoyment of any advantage or privilege
enjoyed by others,

5. Treating an individual differently from others in determin:
ing admission, enrollment, or other conditions which must be met in
order to receive a benefit or service.

84, 31 U.s.C., §1242(a).




6. Denying equal employment opportunity.

7. Utilizing criteria or methods of administration which
would subject individuals to discrimination or substantially impair
accomplishment of the objectives of the program with respect to
minorities or women,

8. Determining the site or location of facilities which have
the effect of excluding individuals from or denying them the benefits
of an activity or program, or otherwise subjecting them to discrimi-
nation.

These provisions do not prevent the recipient government from taking
action to overcome the effects of prior discrimination in services
or facilities provided to a geographic area or specific group of
persons.

The descriptions of prohibited discriminatory acts are generally
rather broad, making it difficult for people to relate them to
specific situations. This might be remedied by giving examples of
each type of discriminatory act, such as:

1. Refusing to dispense medical aid to minorities in a health
program or refusing to permit girls and women to participate in
sports activities at a recreation facility.

2., Collecting garbage three times a week in white neighborhoods,
but only once a week in black neighborhoods; or denying complete
medical services for women (including gynecological care) in a health
program, but providing comprehensive services for men.

3. Assigning children of different ethnic or racial groups to
different classes in an otherwise integrated school or establishing
separate training classes for men and women in a job training center.

4, ¥Keeping libraries open for shorter hours in minority than
white neighborhoods or maintaining shorter hours of access to recre- |
ational facilities for women than for men. ‘

5. Using different criteria for admitting whites and blacks
to a day care center for welfare children or using different criteria
for admission of women and men to vocational training classes.

6. Failing to employ women in certain positions, such as fire-
fighters, police officers, or supervisors.

85. 31 C.F.R. §51.32(b) (Supp. 1973).
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7. Using written tests or physical requirements (such as
height, weight, endurance) that are not necessary to the job but
which exclude many minorities and women.

8. Building a recreation center in an Anglo neighborhood,
but not doing so in a black, Mexican American, Puerto Rican, or
Asian American neighborhood.

The regulations are also not explicit enough in describing
actions that constitute sex discrimination. Certain activities
affect women as a group differently from racial and ethnic minori-
ties. For example, a training or employment program for minorities
and women that does not provide day care facilities discourages women,
both minority and white, from enrolling in training or seeking employ-
ment., Detailing such distinctions for State and local officials is
important since prohibitions against sex discrimination are fairly
new to Federal aid programs,

Compliance Mechanisms

Federal regulations enumerate three mechanisms that may be
employed by ORS to assure compliance with civil rights laws. First,
before making any revenue sharing payments, ORS requires Governors
of all States and chief executive officers of local governments to
file a statement of assurance that they will comply with nondiscrimi-

nation requirements.87 ORS also investigates complaints filed by

86. ORS states, since ''sex discrimination prohibitions are fairly
new to Federal aid programs, /it/ is monitoring closely the draft
regulations currently being examined by other Federal agencies.

[It/ plans to deal with such problem areas as identified rather than
to attempt to draft extensive regulatory distinctions for State and
local officials.' ORS Comments. The USCCR maintains that ORS could
choose to exercise leadership in this area and clarify what consti-
tutes sex discrimination for the purposes of the revenue sharing pro-
gram. Reguiations could be guided by the current state of Federal
law and mocdified as necessary.

87. 31 C.F.R, 851.32(c) (Supp. 1973),
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persons whio have been subjected to discrimination88 but may conduct
compliance reviews without first receiving complaints.89
All of these methods have shortcomings. Written assurances are
the least effective way of guaranteeing compliance. Few officials
would admit to practicing discrimination if this threatens future
entitlements. The history of this form of "paper compliance" in
Veterans Administration housing, hospitals, welfare programs, aid
to education for the disadvantaged, and other federally-assisted
programs shows that discriminatory practices continue even as State
and local officials certify their compliance with the law.’°
The complaint mechanism similarly does not insure nondiscrimi-
nation. The number of complaints filed by private citizens is not
a reliable measure of the prevalence of discrimination. Many citizens
are not familiar with the law or complaint procedures. One reason
for this was given by Graham W. Watt, Director of the Office of Revenue
Sharing, before the Subcommittee on Civil Rights and Constituticnal

Rights of the House Judiciary Committee on September 6, 1973,

88, 31 C.F.R. 851.32(d) (Supp. 1973).
89, 31 C,F.R. 851.32(e) (Supp. 1973).

90, U.S. Commission on Civil Rights, The Federal Civil Rights
Enforcement Effort--A Reassessment (Washington, D.C.: Government
Printing Office, 1973), p. 149; U.S. Commission on Civil Rights,
Title VI...One Year After (Washington, D.C.: Government Printing
Office, 1966), p. 7. See also Title VI of the Civil Rights Act

of 1964--Implementation and Impact, 36 Geo. Wash. L. Rev. 972, 982~
987 (1968) and Washington Research Project and NAACP Legal Defense
and Educational Fund, Title I of ESEA: Is It Helping Poor Children?,
rev. 2d ed. (n.p., 1969).
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As Mr. Watt testified, ORS had made no special effort at that
time to inform the public of appropriate complaint procedures.
It was not until November 1974 that ORS published a manual describing
civil rights safeguards available under the Revenue Sharing Act.

This publication, entitled General Revenue Sharing and Civil Rights,

covers procedures for filing complaints and actions ORS takes in
seeking compliance.

Even if the public is aware of these procedures, victims of
discrimination may still be reticent. They may fear reprisal if
they file a complaint. Furthermore, the lack of money for legal
help discourages many women and minority persons. Finally, some
people simply feel that any remedy would be too slow in coming.
Nevertheless, ORS has been relying chiefly oBzcomplaints to bring
examples of discrimination to its attention.

As of June 1, 1974, a year and a half after revenue sharing was

signed into law, the Office of Revenue Sharing had received only 41

91. Where such efforts to inform the public have taken place, there
has been a dramatic increase in the number of complaints. For example,
the number of complaints received by the Department of Housing and
Urban Development concerning fair housing doubled following such a
campaign, U,S, Commission on Civil Rights, Enforcement Effort--A
Reassessment, p., 111.

92. ORS does not concur in this discussion of the shortcomings of
written assurances and reliance upon complaints in enforcing civil
rights laws., In its written comments, ORS outlined 5 major elements
of its compliance program. These include:

a) 'making it simple as possible for each government to comply with
the Act's requirements."

b) making sure "recipient governments know what to do to comply with
the Act.”

e¢) '"developing a compliance system that includes maximum use of_
existing State and private audits of /revenue sharing recipients/."

d) cooperating with Federal agencies and citizens and civil rights
organizations.,

e) "/i/f noncompliance is found, /working/ closely with that govern-
ment to achieve voluntary corrective action /before attempting/ to
recover funds or institute court action....'" ORS Comments.
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complaints involving discrimination.93 About half of these were
filed by organizations94 that presumably possess greater familiarity
with the law than the individuals they represent.

For example, in one complaint the Afro-American Patrolmen's
League and the Chicago chapter of the NAACP alleged that the Chicago
Police Department, which receives the bulk of that city's revenue
sharing funds ($69.7 million of $95.1 million for calendar year
1973), discriminates against blacks and the Spanish speaking in
hiring practices, promotions, work assignments, and disciplinary
actions. 1In Ouachita Parish, Louisiana, the Lawyers' Committee
for Civil Rights Under Law filed a complaint on behalf of several
black residents charging that municipal services supported by
revenue sharing are denied to blacks living in the parish.95

A third means for assuring compliance with civil rights laws
is conducting compliance reviews. Compliance reviews are onsite,
indepth investigations of a government, performed to determine whether
it is in compliance with Federal civil rights laws. These reviews
require a great deal of time for investigating facts, interviewing
people, and corroborating evidence. Because the reviews are so

detailed they are the most effective way of determining compliance;

93, Statement of Graham W, Watt, Director, Office of Revenue Sharing,
before the Senate Subcommittee on Intergovernmental Relations, Com-
mittee on Government Operations, June 4, 1974,

94. Interview with Robert Murphy, Compliance Manager, Office of
Revenue Sharing, Department of the Treasury, April 3, 1974, At
that time 36 civil rights complaints had been filed with ORS.

95. ORS feels these complaints are "atypical." The Justice Depart-
ment intervened in the Chicago case. Moreover, as of the date of
ORS' comment, the Ouachita Parish complaint was the only one filed

by the Lawyers' Committee for Civil Rights Under Law., ORS, however,
does not question that the NAACP and the Lawyers' Committee are
familiar with the nondiscrimination provisions of the Revenue Sharing
Act, ORS Comments.
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but they also consume a significant amount of staff time.96 Reviews
of even a token number of the 39,000 State and local revenue sharing
recipients each year would require a fairly large staff.97 As of
mid-October 1974, the ORS compliance division had a complement of
30 staff positions, only 4 of which were cccupied by civil rights
specialists.98 This staff is responsible for compliance with all
provisions of the act, including civil rights. WMost reviews to deter-
mine civil rights compliance, therefore, can only be very cursory.

In fact, ORS has made little progress toward formulating plans to
conduct systematic compliance reviews. In early 1973, with the
assistance of staff temporarily borrowed from other Federal agencies,

ORS visited 103 jurisdictions that are among those receiving the

96. For example, the Law Enforcement Assistance Administration
estimates that 100 person-days are required to conduct a compliance
review in a typical large police department. See U,S. Commission
on Civil Rights, Enforcement Effort--A Reassegsment, p. 341. 1In
order to complete an equal educational services compliance review
of a large school district, the Office for Civil Rights regional
nffice of the Department of Health, Education, and Welfare may con-
sume more than 200 person-days. U.S. Commission on Civil Rights,
Toward Quality Education for Mexican Americans (Washington, D.C,:
Governmeni Printing Office, 1974), p. 56.

97. The Department of Health, Education, and Welfare as of June
1972 employed nearly 180 professional staff members who spent more
than half their time on 'nforcement of Title VI of the Civil Rights
Act of 1964 in elementary and secondary educatién. U.S. Commission
on Civil Rights, Enforcement Effort--A Reassessment, p. 20l. At
that time, there were approximately 17,500 public school systems
throughout the Nation. HEW considered this staff size clearly in-
adequate, and 350 additional positions were requested.

98. Most of the remaining positions that have been filled are
occupied by auditors., The 30 compliance positions authorized by
Congress fall short of the 51 requested by ORS. Nevertheless,
within the staffing limitat .ons imposed by Congress, ORS can employ
any combination of people with different specialties. ORS' emphasis
is clearly on enforcement of audit requirements.,
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largest revenue sharing allocations.99 Although ORS refers to these
as compliance reviews, they were more for the purpose of signifying
to recipients that ORS was prepared to enforce the law and to explain
to recipients their obligations under the 1aw.100

Several circumstances surrounding these visits suggest that there
was no intention to perform an in-depth civil rights investigation.

Each locality was visited by two people for only 1 day.lo1 This is
by no means sufficient time or personnel to complete a full compli-
ance review. Moreover, the major part of the visits was devoted to
matters relating to audit procedures, financial reporting, budgeting,
and appropriations processes rather than to civil rights.

Coverage of civil rights concerns was inadequate. First, data
collection methods were naive., Questions about civil rights mech-
anisms and nrocedures were directed only to State and local officials.
There was no attempt to corroborate their responses with loca! community
leaders or to observe firsthand the programs funded by revenue sharing,
as would be done in a normal compliance review.

In additinn, the data collected were insufficient. TFor example,
recipients were asked for a racial and ethnic count of employees in

programs funded by revenue sharing. A similar enumeration by sex

was not requested even though sex discrimination is expressly pro-

2
hibited by the Revenue Sharing Act.lo

99, These 103 government units (including all 50 State governments)
receive slightly more than one-half of all revenue sharing funds.

100. Commission staff interview with Dr. Robert Murphy, Compliance
Manager, ORS, July 9, 1973.

101. Department of the Treasury, Office of Revenue Sharing, Com-
pliance by the States and Large Urban Jurisdictions~--Initial Report
(Washington, D.C.: Government Printing Office, 1973), p. 3.

102. ORS feels that this description of the circumstances surrounding
its compliance visits to the 103 jurisdictions receiving the largest
allocations misconstrues the purpose of those visits. ORS Comments.
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Remedies Available Through ORS

Even if ORS were to determine that a recipient is in violation
of civil rights provisions, the procedures set forth in its regula-
tions for seeking compliance are rather long and involved.lo3 First,
the chief executive officer of the government and the Governor of
the State are notified. The Governor has 60 days to secure compliance.
If the Governor fails or refuses to secure compliance, the Director
of ORS may do one of several things:

1) refer the matter to the Attorney General for possible legal
action;

2) exercise the powers, functions, andla ministrative remedies
of Title VI of the Civil Rights Act of 1964; or

3) take other action authorized by law.

ORS regulations spell out in detail the steps it will take in
seeking compliance pursuant to Title VI of the Civil Rights Act of
1964, A second notice is sent to the offending recipient, followed
by at least 10 days during which additional efforts to seek compli-
ance with civil rights laws may be made by ORS. If these efforts fail,
the recipient has the opportunity to appear before an administrative
law judge105 for a formal hearing. An adverse decision by the admin-
istrative law judge can be appealed first to the Secretary of the
Treasury and then to the U.S. Circuit Court of Appeals.

If the recipient refuses to comply and has exhausted all avenues

of appeal, ORS must then file a report with the House Ways and Means

Committee and the Senate Finance Committee setting forth the

103. 31 C.F.R. 851.32(f) (Supp. 1973).

104, Title VI states that the Federal Government may terminate or
refuse to grant or continue assistance to a recipient when, after

opportunity for a hearing, it is determined that the recipient has
violated nondiscrimination requirements.

105, Administrative law judges, who may not necessarily be lawyers,
are usually appointed by the U.S. Civil Service Commission. They
have the power to administer oaths, take evidence, hear oral argu-
ments, and make an initial decision in the case.
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circumstances and reasons in support of fund termination. Thirty
days are allowed for the committees to review the report before
action is finally taken. The very length and complexity of these
procedures are intended to provide due process for revenue sharing
recipients., The need to redress discrimination speedily, however,
is equally important and deserves greater consideration.

After completing this process, a revenue sharing recipient
found in noncompliance is required to repay the amount of money
spent on a project or activity invhich discrimination was found.
Furthermore, the recipient receives no more revenue sharing money
until thas Secretary of the Treasury is satisfied that it has begun
to observe civil rights rules and regulations. The financial penalty
for civil rights violation, however, is not as harsh as that for
violating ''priority expenditure' restrictions. A local govermment
must pay 110 percent of the amount spent in nonpriority areas.106

As of the beginning of April 1974, ORS had not begun any admini-
strative proceedings against any government for discrimination in
the use of revenue sharing funds. This does not mean, however, that
discrimination had rot existed. In fact, a suit was brought against
ORS and the Department of the Treasury by the Afro-American Patrol-
men's League and the Chicago branch of the NAACP,

The suit alleged that ORS had failed to comply with its own
regulations because it had not initiated effective administrative
action in response to a complaint. The complaint charged that the
Chicago police department, which receives revenue sharing money,
discriminates against blacks and Spanish-surnamed persons in hiring
and promotion practices. Contrary to the regulations, neither the
Governor of Tllinois nor the Mayor of Chicago were even notified of

the city's noncompliance. On April 4, 1974, a Federal district

106. 31 C.F.R. 851.31(c) (Supp. 1973).
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court ruled that ORS must begin administrative proceedings immedi-

ately.107 |

The Philosophy Guiding ORS' Civil Rights Compliance Effort

ORS' rather passive approach to civil rights compliance can -
perhaps be attributed to the philosophy under which it operates.
ORS maintains that its compliance responsibilities far exceed those -
of other Federal agencies by virtue of the amount of money it dis-
burses ($30.2 billion over 5 years) and the number of eligible
recipients to which it makes payments (39,000). It argues that if
it were to proceed on the basis of suspected noncompliance, its
compliance effort would be so substantial as to contradict Congress'
intent to provide State and local governments with flexibility in the
use of funds. Finally, ORS believes that '"governments will comply
with a law which they favor if they clearly know the nature of their

responsibilities.”lo8

107. Robinson v. Shultz, No. 74-248 (D.D.C., April 4, 1974), On
April 9, ORS wrote the Mayor of Chicago that use of revenue sharing
funds to support the city's police department violated nondiscrimina-
tion requirements and requested that negotiation of a consent decree
be expedited in litigation already instituted by the Department of
Justice, A letter was also sent to the Governor of Illinois asking
for help to secure compliance. Later, ORS concluded that a voluntary
compliance settlement was not possible. On May 22, 1974, ORS informed
the Mayor of Chicago and the Govermor of Illinois that the matter had
been referred to the Justice Department., See Department of the
Treasury news release, Office of Revenue Sharing, "Revenue Sharing
Discrimination Case Referred to Justice,' May 28, 1974. Also in
question in this case was ORS' power temporarily to defer funds pend-
ing the outcome of an administrative hearing. The court ruled that
ORS has such authority, which it can use at its own discretion. ORS,
however, is opposed in practice to utilizing this means for seeking
compliance with civil rights provisions. ORS feels this court action
represents ''the exception and not the rule." ORS Comments.

108, ORS Comments.




67

Judicial and Federal administrative actions taken against State
and local governments for violations of civil rights laws in employ-
ment and the provision of public services contradict ORS' assumption
that awareness of responsibility and compliance with the law go hand
in hand. Moreover, ORS' argument that a large compliance force
would be contrary to congressional intent can be disputed. Congress
meant to return greater freedom of choice to State and local officials-
but within the restrictions set forth in the act. Thus, it is ORS'
duty to assure that local spending decisions do not violate civil
rights provisions regardless of the compliance effort it must
sustain to do so. Operating under a misunderstanding of its own
responsibility and State and local integrity in civil rights matters,
ORS has devised a compliance program that may permit many violations
to go unprosecuted simply because it does not look for them.

Court Remedies

Legal remedies may also be sought directly through tlie courts.
Lawsuits may be initiated by any private citizen without first
exhausting administrative remedies available through ORS. Further,
if a pattern or practice of discrimination is clearly established,
the Department of Justice can file court actions apart from ORS
administrative proceedings. To date, the Department of Justice has
neicher filed a court suit nor entered an amicuslo9 brief on behalf
of revenue sharing plaintiffs.

In at least one community private citizens have initiated court
action. This route was taken by blacks in Alton, Illinois, who
through various subterfuges had been denied access to eligibility
lists Zrom which the city selected employees for the police and fire

departments. The city council authorized the use of revenue sharing

109. A noninvolved party may file a separate amicus curiae, or
"friend of the court," brief in which it states its position in
support of one of the parties.
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funds to increase the number of police officers and firefighters.
There was no possibility that these new positions would be filled by
blacks, since no black candidates were on the eligibility lists for

dppointment to the positions. 1In Morse v. Krepel, a Federal district

court issued a restraining order prohibiting the city from making
appointments from the existing eligibility list.llo

Cases such as this one are of particular significance because
they show that revenue sharing can be a useful means for combating
employmenf discrimination in State and local govermment. These
units of government are among the largest and fastest-growing employers
in the United States, with about 11 million workers on their payrolls.111
Yet employment opportunities for minorities and women are restricted
by discriminatory personnel actions. Barriers to equal employment
have been especially severe in the fields of police and fire protection,
where city governments are allocating about half of their revenue
sharing money.

Cases that strike down employment discrimination will ultimately

affect the way government units utilize their revenue sharing funds.

110, C.A, No. $-CIV-73-31 (S.D. Ill., Nov. 20, 1973).

111. TFor a detailed account of growth in State and local public
employment, see International City Management Association, The
Municipal Yearbook: 1971 (Washington, D.C,: International City
Management Association, 1971), pp. 187-190. See also Executive
Office of the President, Office of Management and Budget, Special
Analyses, Budget of the United States Government, Fiscal Year 1975
(Washington, D.C.: Government Printing Office, 1974), p. 106,
table G-4.

112, O0f the functions commonly performed by cities and towns,
about two-fifths of the municipal work force is engaged in police
and fire protection. International City Management Association,
Municipal Yearbook: 1971, p. 188, For an analysis of discrimina-
tion in State and local governments, see U.S. Commission on Civil
Rights. For All The People...By All The People (Washington, D.C.:
Government Printing Office, 1969).
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If minority persons and women are represented among those who make
policy and administer programs, there will be a greater chance that

those programs to which minorities and women assign high priority

will be funded.




PART 1II

SPECTAL REVENUE SHARING

Special revenue sharing is a second response to some of the
shortcomings of categorical aid programs. Under special revenue
sharing, a number of categorical grant programs are consolidated
into one program. Matching fund requirements and the necessity
of submitting program plans or applications for approval are
eliminated., The amount of money a particular jurisdiction receives
is determined by a formula that takes into account appropriate
factors.113 Within a broad functional area, such as manpower train-
ing or community development, recipient governments are free to spend
money according to their own priorities. As with general revenue
sharing, the rationale is to put decisionmaking power into the hands
of local officials, who presumably understand the needs of their
communities better than the Federal Government.

While in office, President Nixon recommended that special revenue
sharing measures be enacted in such areas as manpower, community
development, education, and law enforcement. Congress has been
willing to consider some of the grant consolidation and simplification
features of special revenue sharing, but it has not been entirely
receptive to relaxing Federal contrels to the extent envisioned in

the former President's proposals.

113, The consolidated grant may represent a decrease or increase
over previous Federal aid levels depending on the total amount
available for allocation to local communities and the allocation
formula itself. The impact on minorities and women is also a
concern where categorical aid programs with strong citizen par-
ticipation requirements are replaced.
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Chapter 1

Manpower Revenue Sharing

Of President Nixon's proposed special revenue sharing programs,
manpower revenue sharing was the first to become law. Early in
1973, the administration expressed its intent to implement manpower
revenue sharing without waiting for congressional authorization. The
Department of Labor (DOL) issued directives114 delegating substantially
more decisiommaking power to State and local governﬁent officials
over manpower programs authorized under the Manpower Development and
Training Act of 1962 (MDTA) and the Economic Opportunity Act of 1964
(EOA).115 Members of Congress questioned t*= authority of DOL to
make such sweeping unilateral changes in manpower progsams without
its legislative guidance.ll6

Toward the end of the year, Congress passed a new manpower act
incorporating some of the administration's special revenue sharing
concepts. It gives State and local govemments more flexibility in
designing and implementing manpower programs, but it maintains some
Federal control by requiring State and local officials to submit
program plans to DOL for approval before receiving funds.

On December 28, 1973, former President Nixon signed the Compre-
hensive Employment and Training Act (CETA)117 into law. CETA replaces
MDTA, Title I of the EOA, and the Emergency Employment Act of 1971,

The new act authorizes various programs for meeting manpower needs,

114. Interagency Cooperative Issuances Nos. 74-1 and 74-2,

115. 42 U.2.C, 82571 et seq. and 42 U.S5.C. 82701 et seq. respectively,
Programs tunded under these acts include counseling, training, job
referral, and supportive services for those who are otherwise unable
to retain long term employment.

116, H,R. Rep. No. 93-288, 93rd Cong., lst Sess., (1973), p. 4, and
S. Rep. No. 93-414, 93rd Cong., lst Sess. (1973), p. 9.

117. Pub. L. 93-203 (Dec., 28, 1973) U.S. Code Cong. & Ad. News
925 (1973).
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Title I deals with comprehensive manpower services to be provided
by State and local governments; Titles II, III, and IV authorize
special programs to be furnished by State and local sponsors and DOL.
Title I names States and local governments with a population
of 100,000 or more as prime sponsors for comprehensive manpower
services. The Secretary of Labor may also approve grants to other-
wise ineligible units or combinations of units of government that
either have exceptional needs or have had effective manpower programs
in the past.
Eighty percent of the money appropriated for Title I is distributed
among the States according to a weighted formula:

50.0 percent of the amount is allotted on the basis
of the previous year's manpower allotment;

37.5 percent of the amount is allotted on the basis
of the relative number of unemployed; and

12.5 percent of the amount is allotted on the basis
of the relative number of adults in families
below the low-income level.

Distribution among eligible local prime sponsors in each State is
made using this same formula,

Before a prime sponsor may receive funds, it must submit a
comprehensive manpower plan detailing the types of services to be
provided, performance goals to be achieved, the geographical area
to be served, and the extent to which community-based groups have
been involved in developing the plan. The prime sponsor must make
the plan public prior to submission to DOL. If an eligible prime
sponsor does not submit a plan, that area may be served by the State
or another eligible unit of government. If a plan is submitted but
disapproved or if there is no prime sponsor for an area, DOL assumes
responsibility for providing manpower services to that acea directly.

State and local governments may continue programs previously

authorized under MDTA and EOA but are not required to do so. Within
broadly stated goals, they may explore different ways of providing

employment opportuities for unemployed and underemployed persons.
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Somewhat less latitude is given to State and local officials in

carrying out programs funded under Title II of the act. Title II

contiunues the Public Employment Program (PEP) previously authcrized by

the Emergency Employment Act of 1971. It sets aside at least $250
million for fiscal year 1974 and $350 million in fiscal 1975 to

be used by State and local governments in creating public service
jobs in areas of persistent high unemployment.

Eighty percent of the funds are distributed on the basis of the
number of unemployed in these areas. The remaining 20 percent is
distributed by discretion of the Secretary of Labor.

In order to receive funds under Title II, a State or local
government must be a qualified prime sponsor for Title I funds,
Indian tribes on Federal and State reservations are also eligible
sponsors. The local area must have had an unemployment rate above
6.5 percent for 3 consecutive months.118

DOL is responsible for programs listed in Title III and Title
IV, Title III covers special target groups that are particularly
disadvantaged in the labor market, including persons of limited
English-speaking ability, ex-felons, Indians, migrant or seasonal
farmworkers, and youths. Title IV extends the life of the Job Corps.119

Discrimination on the ground of race, color, national origin,
sex, handicap, political affiliation, and beliefs is prohibited. DOL
regulations describe the way compliancz with this provision will be

maintained by DOL.120 As with general revenue sharing, State and

118, Under the Emergency Employment Act of 1971, the unemployment
trigger was 6 percent for 3 consecutive months. 42 U.S,C, 84875(c)(1).

119, The Job Corps is for low-income disadvantaged youths, aged 14
to 22, who ''meed and can benefit from an unusually intensive program,
operated in a group setting, to become more responsive, employable,
and productive citizens,..'" Comprehensive Employment and Training
Act of 1973, Pub. L. 93-203 (Dec. 28, 1973) U.S. Code Cong. & Ad.
News 925 (1973).

120. See Secs. 98.21 and 98.40 to 98.49 of 39, Fed. Reg. 19917-19920
(1974). As of June 26, 1974, only ragulation¥ for Titles I and II
and for Indian manpower programs and the 1974 summer youth program
under Title III had been published.
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local governments are required to submit statements of assurance
that they are complying with nondiscrimination 1aws.121

In addition, complaints may be filed with DOL after a citizen
exhausts administrative remedies available for the prime sponsor,

To be considered a formal allegation by DOL, a complaint must be
precise enough to determine against whom the complaint is .ade and
to allow the respondent an opportunity for defense. The Assistant
Regional Director for Manpower of DOL must make a prompt investiga-
tion of all formal allegations. Finally, DOL may also conduct in-
depth, onsite compliance reviews of State and local governments
against which no complaint has necessarily been lodged but which
are suspected of practicing discrimination.

If a finding of noncompliance with civil rights laws is made,
the Secretary notifies the prime sponsor and requests that it secure
compliance, If this is not done within 60 days, the Secretafy may
terminate financial assistance and bring administrative action or
recommend legal action against the prime sponsor. 2

As DOL monitors prime sponsors, prime sponsors are also
responsible for monitoring organizations they contract with to
operate CETA-funded programs. The regulations suggest, as one method
of enforcing civil rights‘compliance, that contractors and grantees
be required to submit affirmative action plans to accompany the prime
sponsor's comprehensive manpower plan. This, however, is left to the
discretion of the prime sponsor.123

The regulations also provide some means of holding public officials
accountable for the expenditure of manpower training funds. These in-

clude manpower planning councils, submission of reports, and publica-

tion of program summaries. Manpower planning councils are empowered

121. The inadequacy of 'paper' assurances in enforcing compliance
with civil rights provisions is discussed on page 59,

122, See Sec. 98.21 of 39 Fed. Reg. 19917 (1974).
123, 1Ibid.
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to recommend program plans; analyze needs for employment, training,
and related services; and moniisr and evaluate manpower programs.

The councils must be comprised of representatives of business, labor,
educational institutions, employment services, community-based
organizations, and the people being served.lz4 There is no specific
requirement, however, that minorities and women be fairly represented
on these councils. Thus, they are not assured of a real opportunity
to influence manpower programs.

Three reports are required from prime sponsors. The Quarterly
Progress Report, filed at the end of each fiscal quarter, summarizes
the types of programs funded, the number of people served, outcomes
for the participants in terms ol employment or further training,
and the costs incurred.125 The Summary of Client Characteristics
Report contains aggregate data on the characteristics of program
participants.126 The report of Federal Cost Transactions provides
financial information on the total amount of Federal money disbursed.

These reports have at least one serious drawback. Detailed in-
formation is not required on the race, ethnic background, and sex of
participants according to the type of training program they are
enrolled in and the type of employment in which they are subsequently
placed. Thus, the reports are not helpful in determining whether
minorities and women are being trained for and placed in menial jobs

or in jobs that hold limited opportunity for advancement.

124, See Sec. 95.13 of 39 Fed. Reg. 19895 (1974).
125, See Sec. 98.8 of 39 Fed. Reg. 19914 (1974).
126. 1d., Sec. 98.9

127. 1Id., Sec. 98.10.

127
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State and local prime sponsors are also requived under Titles I
and II to publish program summaries in local newspapers, including
minority newspapers where feasible, at least 30 days in advance of
their submission to DOL.128 The likelihood that the summaries will
be published in minority newspapers is diminished by the fact that,
in ambiguous fashion, this is required only where ''feasible."
Moreover, publication in non-English-language or bilingual newspapers
is not specifically mentioned.

The regulations fall far short of ensuring women and minorities
a role in planning, monitoring, and evaluating manpower programs.
Like general revenue sharing, decisionmaking authofity is turned
over to those governments closest to the people, but the intimate
involvement of the people in governmental affairs does not necessarily
extend to everyone. Minorities and women must take the initiative
in gaining a voice in State- and locally-~-sponsored manpower programs.
Knowledge of wmanpower laws and regulations, familiarity with man-
power program plans, and representation on planning councils are

the tools for achieving that goal.

128, The 30-day requirement is waived for fiscal year 1975.




Chapter 2

Other Special Revenue Sharing Proposals

Apart from manpower revenue sharing, President Nixon also
proposed special revenue sharing for comnunity development, educa-
tion, and law enforcement, Congress gave these proposals active
consideration and in mid-1974 enacted measures that consolidate a
number of categorical grants for education and cemmunity development.
Changes made earlier in 1973 in Federal aid for law enforcement
programs were not as extensive.

Community Development

In 1973 President Nixon sent Congress a proposed Better Communi-
ties Act that called for consolidation of seven community development
programs and bestowed considerable discretion in the expenditure of
funds upon eligible recipients. Congressional deliberations on this
and other measures resulted finally in the enactment of the Housing
and Community Development Act of 1974,129 signed into law by
President Ford on August 22, 1974,

Title I of this act covers community development. Effective
January 1, 1975, categorical aid programs for open space land grants,
urban beautificacion and historic preservation, public facility loans,
water and sewer and neighborhood facilities grants, urban renewal
and neighborhood development program grants, and Model Cities supple-
mental grants are to be terminated.130 In their place the act
authorizes for appropriation a total of $8.4 billion in community
development block grants over a 3-year period. Annual disbursements

are limited to $2.5 billion in fiscal year 1975 and $2.95 billion
each in fiscal years 1976 and 1977.

129. Pub. L. 93-383 (Aug. 22, 1974).

130. Rehabilitation loans will also be ended on the first anniversary
of the act.

77
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These funds are to be distributed according to a standard
formula set forth in the act.131 Eighty percent of community
development block grants must go to units of government within
metropolitan areas; the remaining 20 percent go to nonmetropolitan
areas. Those jurisdictions within metropolitan areas that are
eligible for assistance include the central city, any other city with
a population of 50,000 or more, and any county that has the power to
undertake community development activities and has a population of
200,000 or more (not counting that of any of the above-mentioned
cities or any incorporated place that elects to be excluded). Funds
distributed to nonmetropolitan areas are allocated to (a) units of
government that previously participated in community development
categorical aid programs, (b) otherwise ineligible localities that
specifically apply for assistance, and (c) States for use in non-
metropolitan areas. ’

The allocation formula is based on factors of peopulation, amount
of housing overcrowding, and the extent of poverty (counted twice).
Through the formula, some localities are entitled to receive more
than granted under prior programs. Where there is an excess, the
recipient will be 'phased-in" up to its full formula level over a
3-year period. In addition, cities and counties that received higher
levels of assistance under former categorical programs will continue
to be funded at the higher level during the first 3 years. This
larger sum is called the "hold-harmless' amount. After the third

year, the '"hold-harmless" provision will be phased out so that by

131, An additional $50 million each for fiscal years 1975 and

1976 and $100 million for fiscal year 1977 are -authorized for grants
to communities with urgent community development needs that cannot
be met through operation of the standard formula.
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the sixth year these governments will receive only that amount they
are entitled to under the basic formula.132

Recipients of community development funds may use their alloca-
tions for a host of activities, These include:

1) acquisition of property that is blighted, deteriorated,
deteriorating, or otherwise appropriate for rehabilitation or
conservation,

2) acquisition, construction, or installation of public works
such as neighborhood facilities, senior centers, historic properties,
utilities, streets, street lights, water and sewer facilities, and
parks, playgrounds, or other recreational facilities. Funds may
also be used for flood and drainage facilities when assistance is
unavailable under other Federal programs. In addition, parking and
solid waste disposal facilities and fire protection services and
facilities are eligible for assistance if they are located in or
serving designated community development areas.

3) code enforcement in deteriorated or deteriorating areas.

4) clearance, demolition, removal, and rehabilitation of

buildings.

132, Small communities that have been participating in Model Cities,
urban renewal, or code enforcement will receive the same "hold-
harmless" treatment even though they are rntitled to nothing under
the formula. In addition, the act prescribes that of the $8.4
billion authorized for formula-based allocations, $50 million each
for fiscal years 1975 and 1976 shall be set aside for distribution

to communities in metropolitan areas that have no formula entitle=~
ment and have not been participating in urban renewal, Model Cities,
or code enforcement programs. Funds will be allocated to these
jurisdictions according to population, amount of housing overcrowding,
and extent of poverty (counted twice). The act permits the Secretary
of Housing and Urban Development to set aside another 2 percent of
the funds for discretionary grants for new communities, areawide
community development programs, disaster aid, correction of in-
equities resulting from the regular allocation provisions, and

U.S. territories and the Trust Territory of the Pacific Islands.
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5) relocation payments for those displaced by community
development activities,

6) payments to housing owners for losses in rental income
while temporarily holding units to be used for relocation,

7) provision of public services not otherwise available in
areas of concentrated development activities, These may include
services that meet employment, economic development, crime preven-
tion, child care, health, drug abuse, education, welfare, or
recreation needs.

8) preparation of a comprehensive community development plan
and improvement in policy-planning-management capacity.

In order actually to receive their allocations, eligible recipients
must file an annual application with the Department of Housing and
Urban Development (HUD), which is responsible for administration of
this program. The application must contain a summary of a 3-year
plan that identifies community development needs and objectives and
conforms with areawide development plans. The applicant also must
describe a program to eliminate or prevent slums, blight, and deteri-
oration where such conditions exist and to provide community facilities
and public improvements where necessary.

Finally, the application must incorporate a housing assistance
plan that assesses the housing needs of low-income persons residing
in or expected to move into the community, specifies an annual goal
for the number of units or persons to be assisted, and indicates the
location of proposed low-income housing with a view to promoting
greater housing choice and avoiding undue concentration of low-income

people in certain neighborhoods.133

133. TUnder limited circumstances, HUD can waive all application
requirements except those pertaining to housing assistance when
the locality has a population of less than 25,000.
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The Department of Housing and Urban Development has the
authority to approve applications and to review the actual performance
of recipient governments. The act, however, places considerable con-
straints on this authority. As a result Federal control over expend-
. :ures falls somewhere between the completely free spending hand con-
templated in special revenue sharing and the substantially greater
influence HUD exercised previously under categorical programs.
Applications from metropolitan cities and counties are automatically
deemed approved 75 days after their submission unless HUD notifies
the jurisdictions to the contrary. HUD also is required to approve
applications unless the statement of community development needs is
plainly inconsistent with available information, the activities
proposed are clearly inappropriate in meeting the community's needs
or are not eligible for assistance under the act, or the application
does not conform with the law in some other way.

HUD's powers to review the performance of approved applicants

and to adjust assistance levels accordingly is similarly limited.
It may intervene only if the program carried out was substantially
different from that described in the application, if the recipient
cannot execute its program in timely fashion, or if the program did
not conform to legal requirements.

One provision with which recipient governments are expected to
comply is that prohibiting discrimination on the basis of race, color,

national origin, or sex., When discrimination is found, HUD must

notify the chief elected official of the locality and give that official

60 days to correct the violation. Failing this, HUD may take action
to terminate, reduce, or limit the availability of grant payments.
Alternatively, HUD may refer the matter to the U.S. Attorney General
for legal action. Suits brought by the Attorney General may call for
recovery of amounts spent in violation of nondiscrimination require-

ments.
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Education

In 1973, President Nixon also proposed a Better Schools Act
calling for the consolidation of about 30 educational programs into
special revenue sharing. Programs to be consolidated included ‘
education for the disadvantaged, education for the handicapped,
vocational education, adult education, "impact" aid for children
residing on Federal property and attending public school, and
certain support services. At the same time, termination of funding
was proposed for Titles II and V of the Element.:y and Secondary
Education Act (ESEA), Title III of the National Defense Education
Act (NDEA), Part B-2 of the Education Professions Development Act
(EPDA), and aid to schools with students whose parents work for
the Federal Government but do not live on Federal property.134

The Better Schools Act met with little favor in Congress.

Nearly all school districts would have lost money, since some programs
were being terminated without continued comparable funding under
special revenue sharing. Some districts would have lost even more
because of changes in distribution formulas, particularly the one
allocating aid for disadvantaged children (ESEA Title I).

In 1974 the Nixon administration substantially modified its
proposal, recommending consolidation of categorical aid programs
rather than revenue sharing. The result of this consolidation would
have been five grant programs: education for the handicapped, support
services, innovation, vocational education, and adult education. In

partial response to this latest proposal, Congress passed a bill that

134, ESEA Title II (20 U.S.C. B821-827) funds are used for the
purpose of school library resources, textbooks, and other instruc-
tional materials. ESEA Title V (20 U.S.C. 8861-869a) provides funds
for strengthening State and local education agencies. NDEA Title

III (20 U.S.C. B8441-455) provides financial assistance for strengthen-
ing instruction in certain critical subjects, including mathematics
and science. EPDA Part B-Z (20 U.S.C, 81108-1110c) provides funds

for attracting and qualifying teachers to meet critical teacher
shortages.
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consolidated programs for support services and innovation and simpli-
fied the grant application process.

Law Enforcement

In 1973 President Nixon also proposed to replace block grants
allocated by the Law Enforcement Assistance Administration (LEAA)
under the Omnibus Crime Control and Safe Streets Act of 1968.136
This law enforcement revenue sharing proposal would have abolished
matching fund requirements and eliminated the necessity for program
plans to be approved before recipients are given funds. Congress
chose instesd to extend the life of LEAA's block grants under the
Crime Control Act of 1973.137 Some restrictions were loosened, and
matching fund requirements were reduced. Nevertheless, limitations
were not relaxed to the extent envisioned in the administration's
proposal.

* % * ¥

These special revenue sharing proposals were part of President
Nixon's effort to reform the Federal grant system. Whether reform
comes in the form of special revenue sharing or merely grant consoli-
dation, the intent is to maximize State and local responsibility for
planning and management, to consolidate overlapping Federal grant
programs, and to simplify Federal grant administrative rejuirements.
The purpose is to allow each level of government to focus attention
on the functions best performed at its level. In achieving this

purpose, however, the Federal Government cannot forget that one of

its functions is the protection of civil rights. Equal opportunity

for minorities and women cannot be sacrificed for the sake of establish-

ing a new balance of power between governments.

135. Pub. L. 93-380 (Aug. 21, 1974).
136, 42 U.S.C. §3701 et seq.

137. Pub. L. 93-83 (Aug. 6, 1973) U.S. Code Corg. & Ad. News 228
(1973).




SUMMARY

Revenue sharing in all its forms is part of an effort to shift
decisionmaking responsibilities from the Federal to State and local
governments. It is based on the premise that governments closest to
the people are the most responsive to the needs of the people.

Many people concerned with the rights of minorities and women
question this premise, Many State and local governments historically .
have denied minorities and women equal opportunity in public programs
and have passed laws infringing upon their rights. Consequently,
revenue sharing is viewed by many civil rights advocates as sympto-
matic of a declining Federal commitment to the principles of equal
opportunity.

General Revenue Sharing

General revenue sharing, the first revenue sharing measure to
be enacted, provides new Federal funding that may be spent at the
almost complete discretion of State and local officials. Signed
into law on October 20, 1972, the Revenue Sharing Act138 authorizes
more than $30 billion to be paid to States and localities during the
5 years 1972 to 1976.

The act prohibits discrimination on the bases of race, color,
national origin, and sex. The Office of Revenue Sharing (ORS) in
the Department of the Treasury is responsible for maintaining com-
pliance with this law and taking appropriate legal action when a
recipient is found in violation of nondiscrimination provisions. ORS,
however, has been complacent in living up to this civil rights mandate.
Only 4 staff people are engaged full-time in civil rights compliance
activities. Although experience with other federally-assisted programs
indicates that a system of periodic compliance reviews is essential

if nondiscrimination provisions are to be adequately enforced, ORS

138. 31 U.S.C, 81221 et seq.
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has yet to organize such an effort. To date, it has confined its
civil rights activities almost solely to processing complaints.
Since complaints are frequently not filed owing to fear of reprisal
and unfamiliarity with the law and complaint procedures, among other
reasong, this is a rather weak approach to civil rights enforcement.
Even if the Office of Revenue Sharing were to improve its
enforcement program, still other circumstances militate against the
interests of minorities and women. The law lists a number of

"priority areas'" in which revenue sharing money may be spent. These

are so inclusive that almost any expenditure may be justified. With-

in this broad range of choices, projects to which minorities, women,
and other special interest groups attach greatest priority may not

be funded. Nondiscrimination provisions do not require that minorities

and women be afforded an equal voice in spending decisions.

Initiatives to discourage irresponsible or unpopular actions on

As Graham Watt, Director of ORS, has acknowledged:

The whole idea is that the mayors, the county
councils and the governorcz ought to be account-
able for the use of L;evenue sharing/ funds to
their constituﬁggy and not to the bureaucracy
in Washington.

the part of local officials must come primarily from local residents. |
Several Federal categorical aid programs have stringent community
participation requirements. With revenue sharing, however, citizens
must exercise the initiative in seeking a truly influential role in
the decisionmaking process. Planned and actual use reports required
by ORS serve little ugseful purpose. They do not ask for information
on the race, ethnic background, and sex of beneficiaries of programs
or activities funded with revenue sharing money. Moreover, expendi-

tures are reported according to broad functional categories, obscuring

the specific purposes for which the money is being spent. For example,

139. John Wilpers, "Revenue Sharer Watt: The Administrator of a
Dream,'" Government Executive, Vol, 5, March 1973, p. 22,
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when the contents of the reports are published in the local newspaper
in accordance with the law, citizens are not told that general revenue
sharing money is being spent to purchase new fire engines or launch
police recruitment programs for minorities and women, but rather that
it is being spent generally for public safety.

In many localities, public opinion has been sclicited on proposed
general revenue sharing expenditures at regularly scheduled or special
hearings. However, public hearings typically come at the end of the
budget cycle after the budget is in nearly final form. They do not
provide any real opportunity for citizens to participate in the day-
to-day formulation of plans and policies that are later translated
into dollars and cents.

Because generdl revenue sharing gives State and local officials
the responsibility for making spending decisions, the need for
citizens to understand the budget process is vital., Effective involve-
ment in this process can be achieved only if the public extends its
interest to all the functions and activities of government. Despite
Federal auditing and accounting requirements, once general revenue
sharing funds are transfcrred to recipient governments, they lose most
of their identity as Federal money. In essence, they become part of
the local treasury.

Special Revenue Sharing

Public vigilance is also important under special revenue sharing.
Several categorical grant programs are consolidated into one program
and, as with general revenue sharing, greater decisionmaking authority
is shifted to State and local officials. Of four proposals for
special revenue sharing in the areas of manpower, community develop-
ment, education, and law enforcement, the first to become law is
manpower revenue sharing. Signed by President Nixon on December 28,

140
1973, the Comprehensive Employment and Training Act (CETA) & names

140, Pub, L. 93-203 (Dec. 28, 1973) U.S. Code Cong. & Ad. News 925
(1973).
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State and local governments as prime sponsors of manpower
programs.

Discrimination on the grounds of race, color, national origin,
sex, handicap, political affiliation, and beliefs is prohibited.
The Department of Tabor (DOL), the administering Federal agency,
is responsible for enforcing civil rights compliance of State and
local governments., In turn, States and localities must monitor
contractors and grantees that operate their manpower programs,

The exact nature of State and local compliance effurts, however, is
left to the discretion of the prime sponsors.

Some Federal control over expenditures is exercised by requiring
prime sponsors to submit program plans to DOL before receiving funds,
To assist it in planning and evaluation, each State and local govern-
ment must form a manpower planning council comprised of representatives
of business, labor, education institutions, employment services,
community-~-based organizations, and program participants. Minorities
and women are not specifically required to be represented on these
councils.

Prime sponsors are also expected to furnish DOL with periodic
reports on the types of programs funded, the characteristics of pro=-
gram participants, their outcomes in terms of employment and further
training, and costs incurred. These reports, however, do not provide
adequate information to determine whether minorities and women are
trained for and placed in jobs comparable to those of other participants.
Thus, discrimination may go undetected.

* * * *

Revenue sharing compels minorities and women to turn their atten-
tion to State and local governments, State and local officials--not
Federal bureaucrats--are primarily responsible for setting spending

priorities for this new form of Federal aid. Decisionmaking is




88

returned to the government closest to the people, but the responsive-
ness of State and local officials depends largely on the initiative
of those they are supposed to serve. Revenue sharing will benefit
minorities and women only to the extent that they are able to play
a constant and intimate role in making policy and operating public

programs at the State and local level.




APPENDIX A

Public Law 92-512
92nd Congress, H, R, 14370
October 20, 1972

An Act

86 STAT, 919

To provide fiscal assistance to State and local governments, to anthorize Federal
collection of State individual income taxes, and for other purposes.

Be it enacted by the Senate and House of Representatives of the
United States of Americain Congress assembled,

TITLE I—FISCAL ASSISTANCE TO STATE AND LOCAL
GOVERNMENTS

Subtitle A-—Allocation and Payment of Funds

SEC. 101. SHORT TITLE.

fThis’t’itle may be cited as the “State and Local Fiscal Assistance Act
of 1972".
SEC. 102. PAYMENTS TO STATE AND LOCAL GOVERNMENTS.

Except as otherwise provided in this title, the Secretary shall, for
each entitlement period, pay out of the Trust Fund to—

(1) each State government a total amount equal to the entitle-
ment of such State government determined under section 107 for
such period, and

(2) each unit of local government a total amount equal to the
entitlement of such unit determined under section 108 for such
period.

In the case of entitlement periods ending after the date of the enact-
ment of this Act, such payments shall be made in installments, but not
less often than once for each quarte:, and, in the case of quarters
ending after September 30, 1972, shall be paid not later than 5 days
after the close of each quarter. Such payments for any entitlement
period may be initially made on the basis of estimates. Proper adjust-
ment shall be made in the amount of any payment to a State govern-
ment or a unit of local %{ovemment to the extent that the payments
previously made to such government under this subtitle were in
excess of or less than the amounts required to be paid.

SEC. 103. USE OF FUNDS BY LOCAL GOVERNMENTS FOR PRIORITY

EXPENDITURES.

(a) INn GeNeran—Funds received by units of local government
under this subtitle may be used only for priority ex nditures. For
purposes of this title, the term “priority expenditures” means only—

; (1) ordinary and necessary maintenance and operating expenses
or—
(A) public safety (including law enforcement, fire protec-
tion, and building code enforcement),
(B) environmental protection (including sewage disposal,
sanitation, and pollution abatement),
(C) pui)lic transportation (including transit systems and
streets and roads), .
(D; health,
E) recreation,
F) libraries,
() social services for the poor or aged, and
H) financial administration ; and
: (2) ordinary and necessary capital expenditures authorized by
aw,

(b) Cerriricates BY LocAn Governsments.—The Secretary is
authorized to accept a certification by the chief executive officer of a
unit of Jocal government that the unit of local government has used
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the funds received by it under this subtitle for an entitlement period

only for priority expenditures, unless he determines that such certi-

fication is not sufticiently reliable to enable him to carrvy out his duties

under this title.

SEC. 104. PROHIBITION ON USE AS MATCHING FUNDS BY STATE OR
LOCAL GOVERNMENTS.

(a) Ix Gexeran—No State government or unit of local govmmnont
may use, direetly or indivectly, any part of the funds it receives under
this subtitle as 'a contribution for the purpose of obtaining Federal
funds under any law of the United States which requires such govern-
ment to make a contribution in order to receive Federal funds.

(h) DETERMINATIONS BY SECRETARY OF TI1E TrEastry.—If the Sce-
vetary has reason to believe that a State government or unit of local
government has used funds received under this subtitle in violation of
subscction (a). he shall aive reasonable notice and opportunity for
hearing to such gover nment. If, thereafter, the Secretary of the Treas-
ury determines that such government has used funds in violation of
subsection (a), he shall n()hi\ such government of his determination
and shall wqm‘bt repayment to the TTnited States of an amount
equal to the funds so used. To the extent that such government fails to
repay such amount, the Secretary shall withhold from subsequent
payments to such (TO\'(‘InmC'lt under this subtitle an amount equal to
the funds so used.

(¢) IncreasEDp Stare or Locan GoveryayeNt ReveENves-—No State
government or unit of local government shall be determined to have
used funds in violation of subsection (a) with respeet to any funds
received for any entitlement period to the extent that the net revenues
received by it from its own sources during such period exceed the net
revenues received by it from its own sources during the one-year period
beginning July 1, 1971 (or one-half of such net revenues, in the case
of an entitlement period of 6 months).

(d) Derosits axp Traxsrers to Grveran Fryp—JAny amount
repaid bv a State government or unit of local government under sub-
section (b) shall be deposited in the general fund of the Treasury. An
amount equal to the ve tuction in payments to any State government or
unit of local government which results from the application of this sec-
tion (after any judicial review under section 143) shall be transferred
from the Trust Fund to the general fund of the Treasury on the day
on which such reduction becomes final,

(e} CerTIFICATES BY Stare ANd Locan Goverxarenrs—The Secre-
tary is authorized to accept a certification by the Governor of a State
or the chief executive officer of a unit of local government that the
State government or unit of local government has not used any funds
received by it under this subtitle for an entitlement period in \1oht10n
of subsection (a)! unless he determines that such certification is not
sufficiently reliable to enable him to carry out his duties under this
title.

SEC. 105. CREATION OF TRUST FUND; APPROPRIATIONS.

(a) Trvsr Fusnp.—

(1) I~ eeNEraL—There is hereby ¢stablished on the books of

the Treasury of the United States a trust fund to be known as the

“State and Local Government Fiscal .ssistance Trust Fund”

(veferred to in this subtitle as the “Trust #'und”). The Trust Fund

shall remain available without fiscal year limitation and shall con-

- ‘st of such amounts as may be appropriated to it and deposited

in it as provided in subgection (b). Except as provided in this title,
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amounts ir: the Trust Fund may be used only for the payments to
State and local governments provided by this subtitle.

(2) Trustee~The Secretary of the Treasury shall be the
trustee of the Trust Fund and shall report to the Congress not
later than March 1 of each year on the operation and status of the
Trust Fund during the preceding fiscal year.

(b} APPROPRIATIONS.—

(1) Ix ceNkran.—There isappropriated to the Trust Fund, out
of amounts in the general fund of the Treasury attributable to the
collections of the Federal individual income taxes not otherwise
appropriated— .

(A) for the period beginning January 1, 1972, and ending
June 30, 1972, $2,6530,000,000;

(B) for the period beginning July 1, 1972, and ending
December 31, 1072, $2,650,000,000; )

(C) for the period beginning January 1, 1973, and ending
June 30, 1973, $2,087,500,000;

(D) for the fiscal year beginning July 1, 1973,
$6,050,000,000 ;

(l) for the fiscal year beginning July 1, 1974,
$£6,200,000.000;

(F) for the fiseal year beginning July 1, 1975,
$6,350,000,000; and

(G) for the period beginning July 1, 1976, and ending
December 31, 1976, $3,325,000,000.

(2) NONCONTIGUOUS STATES ADJUSTMENT aMOUNTS.—There is
apy priated to the Trust Fund. out of amounts in the general
fui.. of the Treasury attributable to the collections of the Federal
individual income taxes not otherwise appropriated—

() for the period beginning January 1. 1972, and ending
June 30, 1072, $2,390,000

(B) for the period beginning July 1, 1972, and ending
December 31, 1972, $2,390,000;

() for the period beginning January 1, 1973, and ending
June 30, 1973, $2,390,000;

(D) for each of the fiscal years beginning July 1, 1973,
July 1, 1974, and July 1, 1975, $4,780,000; and

(E) for the period beginning July 1, 1976, and ending
December 31, 19‘76, $2,390,000.

(8) Derosrrs—Amounts appropriated by paragraph (1) or (2)
for any fiscal year or other period shall be deposited in the Trust
Fund on the Tater of (A) the first day of such year or period, or
(B) the day after the date of ennctment of this Act.

(¢) Traxsrrrs Frox Trust Funo ro GENERaL Fuxp.—The Secre-
tary shall from time to time transfer from the Trust Fund to the
general fund of the Treasury any moneys in the Trust Fund which he
determines will not be needed to make payments to State governments
and units of local government under this subtitle.

SEC. 106. ALLOCATION AMONG STATES.

{a) I~ GrneranL.—There shall be allocated to each State for each
entitlement period, out of amounts appropriated under section 105(b)
(1) for that entitlement period, an amount which bears the same ratio
to the amount appropriated under that section for that period as the
amount allocable to that State under subsection (b) bears to the sum
of the amounts allocable to all States under subsection (b).

(b) DETERMINATION 0F ALLOCARLE AMOUNT.—

Report to
Congress,
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(1) 1x euNerar—For purposes of subsection {a), the mmount
allocable to a State under this subsection for any entitlement period
shall be determined under parag -aph (2), except that such amount
shall be determined under paragraph (3) if the amount allocable
to it under paragraph (3) is greater than the sum of the amounts
allocable to it under paragraph {2) and subsection (c).

(2) Turke racror rormuULa—For purposes of paragraph (1).
rhe amount allocable to a State under this paragraph for any
entitlement period is the amount which bears the same ratio to
S3.300,000.000 as—-

() the population of that State, multiplicd by the general
tax effort factor of that State, multiplied by the relative
income factor of that State, bears to

(B) the sum of the products determined under subpara-
graph (.\) forall States.

{3) Five ractor rorMULA —For purposes of paragraph (1), the
amount allocable to a State under this paragraph for any entitle-
ment period is the amount to which that State would be entitled
if—

(A) Y5 of $3.509,000,600 were alloeated among the States on
the basis of population,

(B) 14 of $3.500,000,000 were allocated among the States on
the basis of urbanized population.

(C) Y5 of $3.500.000,000 were allocated among the States on
the basis of population inversely weighted for per capita
income,

(1)) 1 of $1.800,000.000 were allocated among the States on
the basis of income tax collections, and

(E) 15 of $1.800,000,000 were allocated among the States on
the basis of general tax eflort.

() NONCONTIGUOUS STATES ADJUSTMENT.—

{1) I~ gexeraL—In addition to amounts allocated among the
States under subsection (a), there shall be allocated for each
entitlement period, out of amounts appropriated under section
105(b) (2), an additional amount to any State (\) whose alloca-
rion nnder subsection (b) is determined by the formula set forth
in paragraph (2) of that subsection and (B) in which civilian
employees of the United States Government receive an allowance
under section 5941 of title 5. United States Code.

(2) Derermazariox or axovyT.—The additional amount allo-
cable to any State under this subsection for any entitlement period
is an amount equal to a percentage of the amount allocable to that
State under subsection (b) (2) for that period which is the same
as the percentage of basic pay received by such employees sta-
tioned in that State as an allowance under such section 5941, If
the total amount appropriated under section 105(b) (2) for any
entitlement period is not sufficient to pay in full the additional
amounts allocable under this subsection for that period, the Sec-
retary shall reduce proportionately the amounts so allocable.

REC. 107. ENTITLEMENTS OF STATE GOVERNMENTS.

ta) Divistoxn Brrweexy State axp Locar Goverxyents—The

State government shall be entitled to receive one-third of the amount
allocated to that State for each entitlement period. The remaining
portion of each State’s allocation shall be allocated among the units
of local government of that State as provided in section 108,

th) Srare Musr MainTaixy Traxsrers 10 Locar, (GOVERNMENTS.—
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(1) GeNeran rvne—The entitlement of any State government
for any entitlement period beginning on or after July 1, 1973,
shall be reduced by the amount (it any) by which—

(.\) the average of the aggregate amounts transferred by
the State sovernment (out of its own sources) during such
period and ihe preceding entitlement period to all units of
local government in such State, is less than,

(1) the similar aggregate amount for the one-year period
beginning July 1,1971. ) .

For purposes of subparagraph (A ), the amount of any reduction
in the entitlement of a State government under this subsection
for any entitlement period shall, for subsequent entitlement
periods, be treated as an amount transferred by the State govern-
ment (out of its own sources) during such periotl to wunits of
local government in such State.

(2) ADJUSTMENT WHERE STATE ASSUMES RESPONSIBILITY ¥OR
CATEGORY OF EXPENDITURES.—1f the State government establishes
to the satisfaction of the Secretary that since June 30,1972, it has
assumed responsibility for a category of expenditures which
(before July 1, 1972) was the responsibility of local governments
located in such State, then, under regulations prescribed by the
Secretary, the aggregate amount taken into account under para-
graph (1) (B) shall be reduced to the extent that increased State
government spending (out of its own sources) for suck category
has replaced corresponding amounts which for the one-year
period bheginning July 1, 1971, it transferred to units of Tocal
government.

(3) ADJUSTMENT WHERE NEW TAXING POWERS ARE CONFERRED
UPON LOCAL GOVERNMENTS.—If a State establishes to the satisfac-
tion of the Secretary that since June 30. 1972, one or more units of
Tocal government within such State have had conferred upon them
new taxing authority. then, under regulations prescribed by the
Seeretary. the aggregate amount taken into account under para-
graph (1) (B) shall be veduced to the extent of the larger of—

(1) an amount equal to the amount of the taxes collected
by reason of the exercise of such new taxing authority by
such local governments. or

(BB) an amount equal to the amount of the loss of revenue
to the State by reason of such new taxing authority being
conferred on such local governments.

No amount shall be taken into consideration under subparagraph
(.\) if such new taxing authority is an increase in the authorized
rate of tax under a previously authorized kind of tax. unless the
State is determined by the Secretary to have decreased a related
State tax.

(4) SPECLAL RULE FOR PERIOD BEGINNING JULY 1, 1978.—In the
ase of the entitlement period beginning July 1. 1973, the preced-
ing entitlement period for purposes of paragraph (1) () shall
he treated as being the one-year period beginning July 1, 1972,

{3) SreciAL RULE FOR PERIOD BEGINNING JTLY 1, 1976.—In the
case of the entitlement period beginning July 1, 1976, and ending
December 31, 1976, the aggregate amount taken into account un-
der paragraph (1) (A) for the preceding entitlement period and
the aggregate amount taken into account under para, - aph (1)
(B) shall be one-half of the amounts which (but for this para-
graph) would be taken into account.
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(8) Revverion iy extireeMENT.—IT the Secretary has reason
to believe that paragraph (1) requires a reduction in the entitle-
ment of any State government for any entitlement period, he shall
give reasonable notice and opportunity for hearing to the State. If.
thereafter, he determines that paragraph (1) requires the reduc-
tion of such entitlement, he shall also determine the amount of
such reduction and shall notify the Governor of such State of
such determinations and shall withhold from subsequent payments
to such State government under this subtitle an amount equal
to such reduction.

{(7) TRANSFER T GENERAL PUND~—AN amount equal to the
reduction in the entitlement of any Ntate government which

Pogty p. 935, results from the application of this subsection (after any judicial
review under section 143) shall be transferred from the Trust
Fund to the general fund of the Treasury on the day on which
such reduction becomes final.
SEC. 108. ENTITLEMENTS OF LOCAL GOVERNMENTS.

(&) Arnvocarron Adoxa Covnry Areis—The amount to be allo-
cated to the units of local government within a Sitate for any entitle-
ment period shall be alloeated among the county areas located in that
State so that each county area will receive an wmount which bears the
sumne ratio to the total amount to be alloeated to the units of local
vovernment within that State as—

{1) the population of that county area, multiplied by the
general tax effort factor of that county area, multiplied by the
relative income factor of that county area. bears to

(2) the sum of the products determined under paragraph (1)
for all county areas within that State.

(b) Arrocarion ro Cornty GoverNnMENTS, MUNiciranimes, Toww-
suees, Ere—

(1) Corxty coverNMeENTs.—The county government shall be
allocated that portion of the amount allocated to the county area
for the entitlement period under subsection (a) which bears the
same ratio to such amount as the adjusted taxes of the county
government bear to the adjusted taxes of the county government
and all other units of Jocal government located in the county area.

(2) OTHER UNITS OF LOCAL GOVERNMENT.—T'he amount remain-
ing for allocation within a county area after the application of
paragraph (1) shall be allocated among the units of local gov-
ernment {other than the county government and other than town-
ship governments) located in that county arca so that each unit
of Tocal government will receive an amount which bears the same
ratio to the total amount to be allocated to all such units as—

() the population of that local government, multiplied by
the general tax effort factor of that local government, multi-
nhied by the relative income factor of that local government,
bearsto

(B) the sum of the products determined under subpara-
graph (A) for all such units.

(3) Towxsnip GOvERNMENTS.~If the county area ineludes one
or more township governments, then before applying paragraph
(2)—

() there shall he set aside for allocation under subpara-
eraph (B) to such township governments that portion of the
amount allocated to the county area for the entitlement
period which bears the same ratio to such amount as the sum




95

October 20, 1972 Pub, Law 92-512
86 STAT, 925

of the adjusted taxes of all such township governments bears
to the aggregate adjusted taxes of the county government,
such township governments, and all other units of local gov-
ernment located in the county area,and

(B) that portien of each amount set aside under subpara-
graph () shall be allocated to cach toanship government
on the same basis as amounts are allocated to units of local
government under paragraph (2).

1f this paragraph applies with respect to any county area for any
entitlement peviod, the remaining portion allocated under para-
graph (2) to the units of local government located in the county
area (other than the county government and the township govern-
ments) shall be appropriately reduced to reflect the amounts set
aside under subparagraph (A).

(4) INDIAN TRIBES AND ALASKAN NATIVE VILLAGES.—If within a,
county area there is an Indian tribe or Alaskan native village
which has a recognized governing body which performs substan-
tial governmental functions, then before applying paragraph (1)
there shall be allocated to such tribe or village a portion of the
amount allocated to the county area for the entitlement period
which bears the same ratio to such amount as the population of
that tribe or village within that county area bears to the popula-
tion of that county area. IT this paragraph applies with respect
to any county area for any entitlement period, the amount to be
allocated under paragraph (1) shall be appropriately reduced
to reflect the amount allocated under the preceding sentence. If
the entitlement of any such tribe or village is waived for any
entitlement period by the governing body of that tribe or village,
then the provisions of this paragraph shall not apply with respect
to the amount of such entitlement for such period.

(5) RuLe ron sMALL UNTIS OF GOVERNMENT.—IT the Secretary
determines that in any county area the data available for any
entitlement period are not adequate for the application of the
formulas set forth in paragraphs (2) and (3) (B) with respect to
units of local government (other than a county government) with
a population below a number (not more than 500) prescribed for
that county arca by the Secretary, he may apply paragraph (2)
or (3) (B) by allocating for such entitlement period to each such
unit located in that ceonty area an amount which bears the same
ratio to the total amount to be allocated under paragraph (2)
or (3) (B) for such entitlement period as the population of such
unit bears to the population of all units of local government in
that county area to which allocations are made under such para-
graph. If the preceding sentence applies with respect to any
county area, the total amount to be allocated under paragraph
(2) or (3)(B) to other units of local government in that county
arca for the entitlement period shall be appropriately reduced
to reflect the amounts allocated under the preceding sentence.

(6) ENTITLEMENT.—

(A) In erNeran—Except as otherwise provided in this
paragraph.the entitlement of any unit of local government for
any entitlement period shall be the amount allocated to such
unit under this subsection (after taking into account any
applieable modification under subsection {¢)).

(B) MAXIMUM AND MINIMUM PER CAPITA ENTITLEMENT.—
Subject to the provisions of subparagraphs (C) and (D), the
per capita amount allocated to any county area or any unit of
local government (other than a county government) within a
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State under this section for any entitlement period shall not
be less than 20 percent, nor more than 143 percent, of two-
thirds of the amount allocated to the State under section 106,
divided by the population of that State.

(C) Lowirarion—The amount allocated to any unit of
local government under this section for any entitlement period
shall not exceed 50 percent of the sum of (i) such government’s
adjusted taxes, and (ii) the mtm-m)\elnm(\nhl transfers of

revenue to such government (othm' than transfers to such
government under this subtitle).

(D) ENTITLEMENT LESS THAN 3200, OR GOVERNING BODY
waves EXTITLEMENT~1{ (but for this subparagraph) the
entitlement of any unit of lacal government below the level of
the county gover nment—

(1) would L+ less than $200 for any entitlement period
{8100 for an entitlement poiod of 6 months), or
(i) is waived for any entitlement period 1)\ the gov-
erning body of such unit,
then the amount of such ('ntlt](‘m(\nt for such period shall (in
Heu of being paid to such unit) be added to, and shall be-
come a part ‘of, the entitlement for such period of the county
government of the county area in whieh such unit is located.

(7) ADJUSTMENT OF ENTITLEMENT.~—

(.\) In eexeraL-~In adjusting the allocation of any county
avea or unit of local government, the \(‘( retary shall make any
adjustment required under pqmwmph ) (BY first, any adust-
ment required under paragraph (6) ((*) n('\t, aud any adjustment
1'equn'ed under paragraph (6) (D) ]nsr.

(B) ADIUSTMENT FOR APPLICATION OF MAXIMUM OR MINTMTUM
PER CAPITA ENTITLEMENT:—The Secretary shall adjust the aﬂom-
tions made under this section to county areas or to units of local
governments in any State in order to hring those allocations into
«'omplmn(‘o with the provisions of paragraph (6) (B). In making
such adjustments he shall make any neecessary adjustments with
restect to county areas before making any necessary adjustments
with vespeet to units of local government.

() ADIUSTMENT FOR APPLICATION OF LIMITATION . —I1 any case
in which the amonnt alloeated to a unit of loeal government is ve-
duced under paragraph (6) (C') by the Seeretary, the amount of
that reduction—

(i) in the case of a unit of Jocal government (other than a
county government), shall he added to and inerease the
allocation of the county government of the county area in
which it is located, mﬂoss (on account of the '1])])]]("\“0]1 of
paragraph (6)) t]mt county government may not receive it,
in which case the amount of the reduction shall be added to
and increase the entitlement of the State government of the
State in which that unit of Jocal (rovmnm(\nt is located ; and

(ii) in the case of a county rvovommont shall be added to
and increase the entitlement of the State trovmnmont of the
State in which it is located.

(¢} Srrciat ALLocation Runes.—

(1) Opr1ONAL FORMULA—A. State may by law provide for the
allocation of funds among county areas, or among units of local
government {other than (‘ounty governments), on the basis of the
|)opuhtlon multiplied by the fr('n(‘ml tax offort factors of such
areas or nnits of local <r0\‘crnment on the hasis of the population
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multiplied by the relative income factors of such areas or units
of local government, or on the basis of a combination of those
two factors. Any State which provides by law for such a variation
in the allocation formula provided by subsection (a), or by para-
graphs (2) and (3) of subscction (b), shall notify the Secretary
of such law not later than 30 days bofor(- the beginning of the first
entitlement period to whicl such law is to apply. Any such law
shall—

(A) provide for allocating 100 percent of the aggregate
amount. to be allocated undor subsection (a), or under para-
graphs (2) and (3) of subsection (b) ;

(1) apply uniformly throughout the State; and

(') apply during the perm(l beginning on the first day of
the first entitlement period to which it. '11)1)110% and ending
on December 31, 1976,

(2) CerrirrcarioN~—Paragraph (1) shall apply within a State
only if the Seeretary certifies that the State law complies with
the' loqunonwnl.s of such paragraph, The ¢ Seeretary shall not
certify any such law with respect to which he receives notifica-
tion later thm 30 days prior to the first entitlement period dur-
ing which it is to ni)p]v

(d) ‘(overnaENTAL DEFINTTIONS AND Rerarten Rerps—For pur-
poses of this title—

(1) Uxrrs oF Locan GovErNMENT-—The term “unit of local gov-
ernment”™ means the government of a county, nmmnp'\htv town-
ship, or other unit of government below the State which s a unit
of general government (determined on the basis of the same prin-
mplos as are used by the Bureau of the Census for general statis-
tical purposes). Such tm m also means, except for purposes of
par tglapam (1), (2). (3), (B), (6)(CY, and (6) (D) of subsec-
tion (b}, and, e\('vpt for purposes of subsection (c), the recog-
nized governing body of an Tndian tribe or Aluskan native \'111‘we
which porfmms substantial governmental functions.

(2) CERTAIN AREAR TREATED S8 COUNTIES~—In any State in
which any unit of local government (other than a county govern-
ment) constitutes the next level of government below th(\ State
government level, then, except us pr ‘ovided in the next sentence,
the geographic area of such unit of government shall be treated
as a county area (and such unit of government shall be treated as
a county government) with w@p(‘ct to that portion of the State's
geographic aren. In any State in which any county avea is not
roverned by a county government but contains two or more units
of local government, su(‘h units shall not be treated as county
governments and the geographic areas of such units shall not be
treated as county areas.

(3) Towssuips.—The term “township™ includes equivalent
sul)dl\'lsmns of government having different designations (such
as “towns™), And shall be (l(\tennmed on the bms of the same
principles as ave used by the Bureau of the Census for general
statistical purposes.

(4) UNITS OF LOCAL GOVERNMENT LOCATED IN LARGER ENTITY.—A
unit of loeal government shall be treated as located in a larger
entity if part or all of its geographic area is located in the ]m-frer
(\ntlty

(3) ONLY vART OF UNIT LOCATED IN LARGER ENTUTY —Tf only part
of a unit of local government is located in a larger entity, such
part shall be treated for allocation purposes as a qopdmto unit of
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loeal government, and all computations shall, except as otherwise
provided in regulations, be made on the basis of the ratio which
the estimated population of such part bears to the population of
the entirety of such unit.

(6) BOUNDARY CHANGES, GOVERNMENTAL REORGANZATION, BT¢,—
I, by reason of boundary line changes, by veason of State statu-
tory or constitutional changes, by reason of annexations or other
governmental reorganizations. or by reason ot other circum-
stances, the application of any provision of this section to units of
local government does not carry out the purposes of this subtitle,
the application of such provision shall be made, under regulations
prescribed by the Seeretary, in a manner which is consistent. with
such purposes.

SEC. 109. DEFINITIONS AND SPECIAL RULES FOR APPLICATION OF

ALLOCATION FORMULAS.
(0) Ix GeneraL—For purposes of this subtitle—

(1) Porvrarion.—Population shall be determined on the same
basis as resident population is determined by the Bureau of the
(Census for general statistical purposes.

(2) Ursantzep rorvnation.—Urbanized population means
the population of any area consisting of a central city or cities of
30,000 or more inhabitants (and of the surrounding closely settled
territory for such city or cities) which is treated as an urbanized
area by the Bureau of the Census for general statistical purposes.

(3) Income—Income means total money income received from
all sources, as determined by the Bureau of the Census for general
statistical purposes.

(4) PrrsoNaL ixcome—Personal income means the income of
individuals, as determined by the Department of Commerce for
national income accounts purposes.

(5) DATES FOR DETERMINING ALLOCATIONS AND ENTITLE-
MmENTS.—Except as provided in rerulations, the determination of
allocations and entitlements for auy entitlement period shall be
made as of the first day of the third month immediately preceding
the beginning of such period.

(6) INTERGOVERNMENTAL TRANSFERS.—The intergovernmental
transfers of revenue to any government are the amounts of revenue
received by that government from other governments as a share in
financing (or as reimbursement for) the performance of govern-
mental functions, as determined by the Bureau of the Census for
weneral statistical purposes.

(7) DATA USED; UNIFORMITY OF DATA.—

(A) GeNeran rvLe—Except as provided in subparagraph
(B), the data used shall be the most recently available data
provided by the Bureau of the Census or the Departnient of
Commerce, as the case may be.

. (B) Usk or gsrisares, vre—Where the Secretary detor-
mines that the data referred to in subparagraph (A) are not
current enough or are not comprehensive enough to provide
for equitable allocations, he may use such additional data
(including data based on estimates) as may be provided for
in regulations.

(b) Ixcome Tax AMovNT oF Srares—For purposes of this sub-

title—

(1) Ix ¢exersL—~—The income tax amount of any State for any
entitlement period is the income tax amount of such State as deter-
mined inder paragraphs (2) and (3).
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(2) Ixcome rax syovnt---The income teg amount of any State
for any entitlement period is 13 percent of the net amount collected
from the State individual income tax of such State duving 1972 or
(if Jater) during the last calendar year ending hefore the begin-
ning of such entitlement period.

( ) CriLiNGg AND FLook,—The income tax amount of any State
for any entitlement period—

(A) shall not exceed 6 percent, and
( B) shall not be less than 1 pereent,
of the Federal individual income tax liabilities attributed to sueh
State for taxable years ending during 1971 or (if later) during
the last ealendar year ending hefore the beginning of such entitle-
ment period.

{-£) STai INpvinran rxcoar rax.—The individual income tax
of any State is the tax imposed upon the income of individuals by
such State and deseribed as a State income tax under section
164 () (3) of the Internal Revenue Code ol 1954,

() FEDERAL INDIVIDUAT INCOME TAN LIABLLUTLES, - Federal indi-
vidual income tax labilities attributed to any State Torany period
shall be determined on the same hasis as such Habilities are deter-
mined for such period by the Internal Revenne Service for general
statistical purposes,

(e) Guneran Tax Kerorr or Sraris.—

(1) Ix quNERAL-—For purposes of this subtitle--

A GeNeran rax Brrort ractore-—The general tax effort
factor of any State for any entitlement 1)011()(1 is (1) the net
amoint colleeted Trom the State and Toeal taxes of sueh State
duving the most recent reporting vear, divided by (i) the
aggregate personal income (as defined in paragraph (4) of
subsection (1)) attributed to snel State for the same period.

(BY Geyeran rax errorr.owovNt—The general tax effort
amount of any State for any entitlement pmm(l i the amonnt
determined by multlpl\ ing—--

(i) the net amount eollected from the State and loea
taxes of sueh State during the most recent wpollu\g)onr.
by

(i1} the general tax etffort factor of that State.

(2} SNTATE AND LOCAL TANES,- =

A Taxes rakey axro accor st The State and loeal
taxes taken into aceount under paragraph (1) are the com-
pulsory contributions exacted by the State (or by any unit of
local government or other politieal subdivision of the State)
for public purposes (other than employee and cmployer
assessients and confributions to finance wtlwmunt and social
insurance systems, and other than speeial assessments for
capital outlay). as sueh contributions are determined by the
Bureau of the Census for general statistical purposes.

(B) Most RECENT REPORTING YEAR~—The most recent
repor ting \ onr with respect to any entitlement per iod consists
of the years taken into aceount by the Bureau of the Census
i its m()st recent goneral det crmination of State and loeal
taxes made hefore the elose of such period,

() Gexeran Tax Eevorr Facror o Covseey Ares—-For purposes
of this subtitle, the general tax effort factor of any county urea for
any entitlement per ol is--

(1) the adjusted m\(‘s of the county government plus the ad-

78 Stat. 40,
26 USC 164,
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justed taxes of each other unit of local government within that
county area, divided by )

(2) the aggregate income (as defined in paragraph (3) of
subsection (a)) attributed to that county avea.

(e) Gexeran Tax Errorr Facror or Uxir or Locan (GOVERN-
aeNT.—For purposes of thissubtitle—

(1) Ix severaL—The general tax effort factor of any unit of
local government for any entitlement period is—

(A) the adjusted taxes of that unit of local government,
divided by ’

(B) the aggregate income (as defined in Pamgmph (3) of
subsection (a)) attributed to that unit of local government.

(2) ADIUSTED TAXES.—

(A) Ix eexrraL—The adjusted taxes of any unit of loeal
government are—

(i) the compulsory contributions exacted by such
government for public purposes (other than employce
and employer assessments and contributions to finance
retivement and social insurance systems, and other than
special assessments for capital outlay), as such contri-
butions are determined by the Bureau of the Census for
general statistical purposes,

(ii) adjusted (under regulations prescribed by the
Secretary) by excluding an amount equal to that portion
of such compulsory contributions which is properly
allocable to expenses for education.

(B) ('ERTAIN SALES TAXES COLLECTED BY COUNTIES.—In any
case where—

{i) a county government exacts sal»s taxes within the
geographic area of a unit of local government and
transfers part or all of such taxes to such unit without
specifying the purposes for which such unit may spend
the revenues, and

(i) the Governor of the State notifles the Seeretary
that the requircments of this subparagraph have heen
met with respeet to such taxes,

then the taxes so transferved shall Le treated as the taxes of
the unit of local government (and not the taxes of the
county government).
(f) Rerative Incodr Facror—For purposes of this subtitle, the
relative income factorisa fraction—

(1) in the case of a State, the numerator of which is the per
capita income of the United States and the denominator of which
is the per capita income of that State;

(2) in the case of a county arca. the numerator of which is the
per capita income of the State in which it is located and the denom-
inator of which is the per capita income of that county area; and

{3) in the case of a unit of local government, the numerator of
which is the per capita income of the county arvea in which it is
located and the denominator of which is the per capita income of
the geographic area of that unit of local government.

For purposes of this subsection, per capita income shall be determined
on the basis of income as defined in paragraph (3) of subsection (a).

{g) Arrocation Rurks ror FIve Facror Foryura.—For purposes
of section 106 (b) (3)—

(1) ALLOCATION ON BASIS OF PortLATION~—Any allocation
among the States on the hasis of population shall be made by
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alloenting to cach State an amount which bears the same ratio to
the total amount to be alloeated as the population of such State
bears to the population of all the States.

(2) ALLOCATION 0N BASIS OF URBANIZED POPULATION.—ANyY
allocation among the States on the hasis of urbanized population
shall he made by alloeating to each State an amount which bears
the same ratio to the total amount to be allocated as the urbanized
population of such State bears to the urbanized population of all
the States.

(3) ALLOCATIO