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GENERAL REVENUE SHARING

WEDNESDAY, APRIL 16, 1975

V.S. SENATE,
SUBCOMMITrEE ON REVENUE SIAMINC

OF THE (')MMrFrTiE ON FiNANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
2221. 1)irksen Senate Office Building, Senator William Hathaway,
p)residing.

Present : Senators Hathaway, Gravel. Iaskell, ('urtis, Packwood,
and Brock.

Senator I 1ATHAWAY. The Senate Subcomnittee on Revenue Sharing
will come to order.

As you know, the revenue sharing program was passe(l in the fall
of 1972. It has remained a controversial program, though the argu-
ments for and against seem to have subsided as the State and local
governments learne(l first how to use their newly acquired Federal
dollars and later to accept them as given.

It is this acceptance that is now an issue. however, for revenue shar-
ing was not enacted as a permanent program. Instead, it was given
a termination (late of )ecember 31, 1976. to insure that the issues
which caused the controversies at its enactment would be examined
in the light of experience. If States and local government are to
continue to receive these funds after the termination (late, it is time
to begin the lengthy process of considering the renewal of the Federal
revenue sharing program.

The purpose of these hearings will be to focus on a general review of
the administration and operation of the revenue sharing program.
According to the Finance Committee report, when the bill was enacted,
the purpose of the program was to provide the States and localities
with a specified portion of Federal individual income tax collection
to be used by them in accordance with local needs an(l priorities and
without the attachment of strings by the Federal Government.

In our hearings, we hope to develop information concerning the
administration and monitoring of the program by the Office of Rev-
enue Sharing and to review tle way in which these funds have been
utilized by the various recipient governments.

In addition, the subcommittee intends to examine the ramifications
of this program on the structure and organization of units of local
government. From these hearings, we hope to derive a sense of where
the areas of controversy remain. We will then focus further attention
on these particular areas in future hearings, from which we will be
able to develop a clear picture of the issues of revenue sharing as a
whole.

(1)
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This will enable us to determine as a committee and as Members
of the Senate whether or not and in what form revenue sharing is to
be continued. Today and tomorrow, we will be seeking a background
and an introduction to revenue sharing as it has operated in the years
since its enactment.

[Committee on Finance press releases follow:]
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P RESS RELEASE

FOR IMIEDIATE RELEASE COMMITTEE ON FINANCE
March 21, 1975 UNITED STATES SENATE

2227 Dirksen Senate Office Bldg.

SUBCOMMITTEE ON REVENUE SHARING ANNOUNCES
HEARING ON OPERATING EXPERIENCES UNDER
THE STATE AND LOCAL FISCAL ASSISTANCE

ACT of 1972

The Honorable William D. Hathaway (D., Maine),
Chairman of the Subcommittee on Revenue Sharing, announced
today that the Subcommittee would hold hearings on operating
experiences under the Federal Revenue Sharing program.

The hearings will be held in April, 1975. The
specific dates for these hearings will be set at a later time
so as not to conflict with the schedule of business before
the full Committee on Finance.

Senator Hathaway stated: "These hearings will
attempt to focus on a general review of the administration and
operation of the revenue sharing program. According to the
Finance Committec report when the bill was enacted, the pur-
pose of the progran: is to provide the States and localities
with a specified portion of Federal individual income tax
collections to be used by them in accordance with local needs
and priorities and without the attachment of strings by the
Federal Governmerit. In our hearings we hope to develop in-
formation concerning the administration and monitoring of this
program by the Office of Revenue Sharing and to review the
way in which these funds have been utilized by the various
recipient Governments. In addition, the Subcommittee intends
to examine the ramifications of this program on the structure
and organization of units of local Government."

Senator Hathaway added that a number of Government
officials and private individuals who have been intimately
involved with the revenue sharing ,program will be invited to
appear before the SuLborMniittee i, witnesses in order to obtain
a full and well-balanced discus,.n of the issues involved
in extending the revenue sharir:g program. In addition,, inter-
ested State and local officials, as well as other persons
interested in appearing before the Subcommittee to express
their views on this subject, are invited to submit requests
to testify.

&rCfOPY
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Requests to Testifl.--Persons desiring to testify
during these hearlT-gs must make their request to testify to
Michael Stern, Staff Director, Committee on Finance, 2227
Iirksen Senate Cffice Building, Washington, D. C. 20510, not
late than April 7, 1975. Witnesses will he notified as -;oon
as possible af,.. this cutoff date as to when they are sched-
uled to appear. Once the witness has been advised of the
date of his appearance, it will not be possible for this date
to be changed. If for some reason the witness is unable to
appear on the date scheduled, he may file a written state-
ment for the record of the hearing in lieu of a personal
appearance.

Consolidated Testimo .--Senator Hathaway also
stated that teSu -mmittee urges all witnesses who have
a common position or the same general interest to consolidate
their testimony and designate a single spokes ,man to presctt
their common viewpoint orally to the Committee. This proce-
dure will enable the Committee to receive a wider exp'rcssi'0J
of views than it night otherwise obtain. Senatoi 1athaway
urged very strongly that all witnesses exert a maxTitu , ef-
fort, taking i ito account the limited advanced notic'.., to
consolidate and coordinate their statements.

LeEisl-,tive Reorganization Act.--In thi- respect,
he observed that t Ie Legislative Reorgaaizatioj A.tt of 194,>,
as amended, require_,, all witnesses appearing before ic C,-
mittees of Congress "to file in advance written .titc;,ent.
of their proposed testimony, and to limit their oral pre
sentations to brief summaries of their argument."

Senator Hathaay stated that in light of thiV .statut,.
and ii view cf the large number of witnesses .ho desire to
appear before the Subcommittee in the limited tine ,,ail.ih-
for the caringn, all witnesses who are scheduled to te tify
must comply with the following rules:

(1) A copy of the statement i n .'. be filed by' t1he c1oc
of business two dJay: bef,.rc the day the vitnes- is
scheduled to testify.

(2) All witnesses must inc h:!e with their written
statement a summary of the __rincilal points
in c luded in th-e st atem ent . . . ...

(3) The written statements must be typed on lettei-
size paper (not legal size) and at least 50
copies must be submitted by the close of Fiusinus>,
the day before the witness is scheduled to testify.
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(4) Witnesses are not to read their written statements
to the Subcommittee, but are to confine their ten-
minute oral presentations, to a summary of the
points included in the statement.

(5) Not more than ten minutes will be allowed for oral
presentation.

Written Statements.--Persons not scheduled to pre-
sent oral testimony and others who desire to present their
views to the Subcommittee are urged to prepare a written state-
ment for submission and inclusion in the printed record of the
hearings. These written statements should be submitted to
Michael Stern, Staff Director, Committee on Finance, Room 2227
Dirksen Senate Office Building.
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
April 7, 1975 UNITED STATES SENATE

2227 Dirksen Senate Off. Bldg.

SUBCOMMITTEE ON REVENUE SHARING SETS DATES
FOR HEARINGS ON OPERATING EXPERIENCES
UNDER THE STATE AND LOCAL FISCAL

ASSISTANCE ACT OF 1972

The Honorable William D. Hathaway (D., Maine),
Chairman of the Subcommittee on Revenue Sharing of the
Senate Committee on Finance, announced today that on
April 16 and 17, the Subcommittee will hold its previously
announced hearings on operating experiences under the
Federal revenue sharing program.

The hearings will begin at 10:00 a.m. on
April 16, and 9:00 a.m. on April 17. They will be held
in room 2221, Dirksen Senate Office Building.

On April 16, the Subcommittee will receive
testimony from the Honorable Edward C. Schumlts, Under
Secretary of the Treasury, Mr. Graham Watt, Director of
the Office of Revenue Sharing and panels of witnesses
appearing on behalf of the National Governors Conference,
National League of Cities--U.S. Conference of Mayors, the
National Association of Counties and the National Conference
of State Legislators.

On the following day, the Comptroller General of
the United States and representatives of the Advisory Com-
mission on Intergovernmental Relations, and witnesses from
the general public will appear.

Senator Hathaway stated that persons not scheduled
to present oral testimony and others who desire to present
their views to the Subcommittee are urged to prepare written
statements for submission and inclusion in the printed record
of the hearings. Five copies of these written statements
should be submitted to Michael Stern, Staff Director, Committee
on Finance, Room 2227, Dirksen Senate Office Building, no
later than Friday, April 25, 1975.

P.R. 013
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Senator HATHAWAY. Senator Packwood, do you have an opening
statement that you would like to makeI

Senator PACKWOOD. Yes; I do, Mr. Chairman.
The revenue sharing program in my experience in Oregon and some

other States I have visited has proven to be the most effective Federal
Government program in terms of cost that we administer. It costs 0.12
percent of the total amount of revenues for administration. It is left
to the local government, with relatively few strings, the decision as
to whether they want a day-care center or a police car, and I think
those are decisions that can better be made at the local level than they
will ever be made in Washington, D.C.

I think this program has taught us well that we should do every-
thing possible to return as much power and money back to the State
and county and local governments, knowing that we cannot admin-
ister this country well from Washington, I).C., and when we try we
are going to make unilateral mistakes of a size and magnitude that we
simply cannot afford.

I hope this program is extended. I hope it is expanded with sub-
stantially more money than exists now, and I hope that we conclude
it by putting on no strings--and no additional strings to those that
now exist.

Senator HATHAWAY. Senator Brock?
Senator BIROCK. Mr. Chairman, I have a statement for the record,

but if I might supplement that just briefly.
Senator IIATHAWAY. Certainly.
Senator BROCK. I wanted to express my appreciation to you for the

quality of witnesses we have in this series of hearings and particu-
larly the presence of three very distinguiished Tennesseans. The mayor
of Knoxville is a remarkably able and competent mayor and has ex-
tensive experience in revenue sharing.

The county executive of Shelby County, our largest county, Jack
Ramsay, will testify. He is one of the finest public servants in
Tennessee.

We also have a Tennessean who is president-elect of the Associa-
tion of State Legislatures, Tom Jensen, who will testify, and I wanted
to express my pride that our State having originated revenue shar-
ing, the introduction of the bill, by my senior colleague, Howard
Baker, continues to be involved in the fight to make this program a
permanent program.

I would like to just say at the outset that I hope we will focus during
these hearings on the difficulties faced by local and State governments
in any Federal support area when the programs are subject to change
or modification or cancellation.

One of the chief ingredients of the bill that I have introduced with
the cosponsorship of the Senator from Oregon, by the way which I
appreciate, among others, is the feature of permanency. We do not
have a termination date. We make revenue sharing a permanent part
of the Federal program of support to the State and local governments.

Second. I hope we will concentrate on what inflation-recession
does to local government and the need for accommodating that prob-
lem in any Federal legislation, particularly revenue sharing because
as we have seen in the last year, the States and the communities pri-
marily are dependent upon property and sales taxes for their revenue.
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These are not flexible taxes that respond well to economic circum-
stances, so when inflation forces prices up, at the very same time, the
recession reduces the inflow of sales taxes. You have a double problem
besetting the community that makes it almost im possible to respond to,
and I would hope that any revenue sharing legisl at ion we enact would
address that problem by some form of inflation or income indexing to
be sure that our communities are not starved by action of their own
Federal Governmiient.

And finally, I hope we will fx'ous on the need for, in effect, not just
a tax rebate to communities and States. but for the form of a rebate
which gives to the people of this country a maximum voice in the utili-
zation of their own tax (ollals.

I am concerned over the extent of frustration in this society of ours,
the concern that people have for their (iovernnient, the frustration
they sense in a nonresl)ol si ye Government, and I ,'in think of no finer
or better wav to restore a sense of part icipation andl involvement than
to give people in this country some voice in how their Government is
being run th rotigh devices I ike revenue sharing. an( that means we
must provide these resources witl little if anv control at all. [he deci-
sion 111ist be I ade l)v citizens. commu i nities. a nd States, not by us
here if we are to insure a continued sens o of participation *and
inivolvenmient Oil thle part of thle plop le of thtis ('ountr'.

So I feel very strongly on the essential need for'new legisslations to
make this prograni permanent, and I am grateful. Mr. chairman , for
v~our taking the leadership and aecoriing tis ipn o)orttunity to con-
si~ter this subject now, early, twfore tit(, problem be<.oinvs too large.

Senator I [A'r IWAAY. Thank vou.
[The preparedd statement of Senator Brock follows :1

STATEMENT OF SENATOR BROCK

MR. CHAIRMAN : I would like to commend you, sir: for initiating this series of
hearings on Revenue Sharing so early in the year. As you know, this issue is
rightly the top priority of many different organizations, on the national as well
as the l(K-al level. 1Io01IfNIlly, th.se early hearings indicate early passage of a
General Revenue Shatring Bill.

I would also like to commend you, Mr. ('hairman, on the first class group of
witnesses that you have assemlbled to testify. I am i~artlcularly pleased today to
have three onutstan(ling Tennesseans with liroven records of public service hure.
The lonoralile Kyle ''tsterman is Mayor of KIit)xville, Tennessee. As Kyle Will
certainly testify, Knoxville has used Revenue Sharing funds for a wi(le variety
of purposes. However, eac<h ptINrse has had a common goal--)roviding letter
governmental services to the ioihe Mr. Jack Ramsey represents the largest
county in Tennessee, Shelby County. As County Exe(<utive, Jack has also used
Revenue Sharing funds and can provide this ianel with first hand insight Into
the value of the Revenue Sharing lprigrarn. The third Tennessee witness is Tom
Jensen. Toni Is here In a dual capacity. ie is a member of the Tennessee IAgisla-
ture and also President of the National C(tnference (of State IAglslatures.

These witneses should help us focus our attention on the appropriate jirlorlty
that should bie assigned to Revenue Sharing. Obviously the Federal budget is
going to have to be slashed. Some programs are. of financial necessity, going to
be either reduced or eliminated. I'herefore. it Is critl(al that we In this Committee
distinguish between high priority and low priority projects.

Revenue Sharing should, in my opinion. tbe the last Federal program cut, and
the first Federal program expanded. It has proven to be the life blood of state,
local, and county governments. As we 4l1 know. Inflation and recession have put
many local governments in a (lifficult econo ic situation. They face a rapidly
increasing gal) betwe(,n sky-'ocketing v( ,;ts and simultaneouIsly falling revenues.
Revenue Sharing has filled that gap. The money problems of the local govern-
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ment---city, state, and county-will certainly continue. Revenue Sharing must
be continued to keel) these governments solvent.

To examine the problem in a different light, true Revenue Sharing may be
thought of as a tax rebate for local governments. It returns to that government
closest to the people the resources necessary to enact i)eople programs. We at the
Federal level can make government work better for our citizens by assuring a
continued flow of dollars back to local governments through Revenue Sharing.

In conclusion, Revenue Sharing is a program that is field tested. The witnesses
before us today ought to be able to give us the insight necessary to name Revenue
Sharing as a priority. I strongly urge that the continuation and improvement of
Revenue Sharing become the top priority of this Committee.

[From the (ongressional Record, Jan. 15, 1975l

(By Senator Brock)

Mr. BROCK. Mr. President, I am pleased to introduce a plece of legislation that
should properly be the first order of business for the 94th Congress. I am
particularly delighted to have so many (listingulished cosin)isors, and I hope that
this bodes well for our effort to extend and expand revenue sharing which is so
crucial to our Federal system.

Why should this be one of the first priorities of Congress? There are several
reasons: First, the act must be extended by the end of 1976, or else this important
liece of legislation will die. Hutt, perhaps more important than for immediacy pur-
poses is the fact that our State and local governments must know the status of
this bill by the end of 1975 in order for them to prepare their budgets. Some
States will be ilannig their fiscal year 1977 budgets as early as this summer.

Second, with this Congress to face so many complex )rollems, such as Infla-
tion/recession legislation, health care, energy problems, and the like, we should
try to swiftly pass such itens as revenue sharing, that have been adequately pilot
tested and proven effective.

Mr. President, the lill my colleagues and I have introduced is essentially a
simple extension of the original legislation. We (o not intend to make dramatic
'-"*,,'ges, such as with distribution forinulas. however, there are three changes
o. iigniflcance that I would like to point out.

First, this extension lill will make revenue sharing permanent, as it should
be under our federalist system of government. Second, revenue sharing will be
made inflation proof, especially in this year of double-digit inflation, and third,
the annoying and rather usele.sts redtape of the program has been minimized.

Iket me take a minute to elaborate on these changes.
Making the fund permanent: Most of the original advocates of the revenue

sharing concept have envisioned this as a permanent fund. One early advocate,
I)r. Walter W. seller, former C'hairman of the President's Council on Economic
Advisers during the Kennedy-Johnson adlinisti,tiion, envisioned a trust fund
that would make funds available to State, "as a matter of right, free from the
uncertainties and hazards of the annual appropriations process." Senator Howard
Baker, a prime mover In revenue sharing legislation in both the 91st and 92d
Congresses, originally envisioea 4* ianent program. Although I, too, originally
wanted a permanent fund, Congress in its wisdom properly placed a 5-year pilot
testing period in the original bill. But that test is coming to a successful end, so
any new act should now lie made permanent.

The new Budget Act I Public Law 93-344), designed to give Congress more
control ovpr the total budget, recognized this need for permanent funding of
revenue sharing. While the Budget Act places close scrutiny on most spend-
Ing authority, it states that this "shall not apply to new authority which is
an amendment to or extension of the State and Local Fiscal Act of 1972 ' "-
section 401(d) (2).

Making the fund inflation proof: The present annual funding Increase for
revenue sharing works out to approximately 2.5 percent a year, which, as we
all know, does not adequately reflect our present inflation rate. Therefore,
revenue sharing must he tied into an automatic escalator Indicator that prop-
erly reflects our economy. Particularly since S. 11 will make revenue sharing
permanent. we must find some easily determinable Index so that the fund level
can he adjusted automatically without Congress having to continually authorize.
new levels.
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The Advisory Commission on Intergovernmental Relations--ACIR-a group
made up of Members of Congress, Governors, mayors, State legislative leaders,
elected county officials, and private citizens, has studied various funding meth-
ads. They have finally recommended that funding be put at a constant percentage
of the Federal personal income tax base, the adjusted gross Income-AOl, and
we have taken their recommendation. Federal income tax collections are a true
indicator of our citizens' capacity to pay for programs, and thus a proper base
to use for a program whose purpose is to return responsibility y to the appropriate
local level.

Easing restrictions on local governments: Under the present act, local gov-
ernments must restrict their expenditures for certain high priority items. There
are two reasons for doing away with these restrictions. First, the whole pur-
pose of revenue sharing is to return funds to local governments, in other words,
to those who truly know local problems. This was to be done with a minimum
of bureaucratic redtape. Imposing restrictions or even priorities is the antithesis
of this concept. Why is it that we in Congress always feel we have the answers,
when, in reality, there is no single programmatic solution for the thousands
of different local communities, each with separate and distinct problems?

Although there may be philosophical differences on this point, as a practical
matter, such limitations or restrictions simply become time-consumlng redtape,
due to the fungibility of funds. In short, the various governments put revenue
sharing money into these priority items and put their own money, that would
have gone into these programs, into other programs they deers necessary. Why
not eliminate this red tape and redundancy?

These three changes will make an already very successful program even more
successful.

Mr. President, there are, of course, reasons why people do not support revenue
sharing. Some feel that revenue sharing divorces taxation from spending, that
there are more pressing needs, that revenue sharing funds are not adequately
used to eliminate discrimination, that they reduce Federal bu.lgetary flexibility.
and so on. Like most criticism, there are grains of truth in all these px)Ints.
But when you fully investigate each argument, the leneflts overwhelmingly
outweigh any real or presumed liabilities in revenue sharing. In fact, I hope.
that some of my colleagues in the Senate who have objections will also air tx-ar
views, so that debate can be adequately aired and a response made or
improvements achieved.

Whatever the objections to revenue sharing, the advantages so outweigh the
disadvantages that this program should be passed. It is a program that has
been adequately pilot tested, it is a program that has broad bipartisan support,
it is a program that returns power to the local governments, it is a program
that allows local officials the funds to take care of problems that only they
can see, and that could never be considered, if we had thousands of categorical
grants. In short, Mr. President, it is a program that works.

Senator LIATI IAWAY. Senator CurtisV
Senator CURTIS. I have no statement, thank you.
Senator HATHAWAY. Our first panel of witnesses, this morning, are

Mr. Graham Watt, Director of the Office of Revenue Sharing and a
former city manal-er of Portland, Maine. ie is a man I know well.
The Honorable Edward Schmults cannot be here because of some
oral surgery he had recently. Richard Albrecht, I understand, will
summarize this statement---or read his statement-for the record, and
the third gentleman

Mr. WA',rr. * * * is my deputy in the Office of Revenue Sharing, Mr.
.John K. Parker.

Senator HATIIAWAY. Welcome, John. Graham, why don't you pro-
ceeCd with your statement,?

Mr. WATT. Mr. Chairman, if I may, I would like to ask the General
Counsel for the Department of Treasury, Mr. Albrecht, to lead off.

Senator HATHAWAY. Fine.

BESTCOPY AVAL BLE j
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STATEMENT OF HON. EDWARD C. SCHMULTS, UNDER SECRETARY
OF THE TREASURY, PRESENTED BY RICHARD ALBRECHT, GEN-
ERAL COUNSEL, DEPARTMENT OF THE TREASURY

Mr. ALBRECHT. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to attempt to fill in for Ed Schmults, and we will submit for
the record his prepared statement,1 and I will simply go over a few
of the points that I think should be highlighted.

The administration has during the course of the past year been re-
viewing the revenue sharing program, and Mr. Schmults served as
the chairman of the interagency task force, including Treasury and
the Office of Management and Budget and the Domestic Council to
look at the revenue sharing program and its performance.

This review has considered issues raised by other interested groups,
by Members of Congress, and by various privately and governmen-
tally sponsored evaluations of the general revenue sharing program,
as well as by the staff of Treasury itself. The task force took a look
at a large number of al)l)roaches offered to strengthen the programs.
Examinations of various aspects of the program have been pursued
by the General Accounting Office, the Advisory Committee on Inter-
governmental Relations, the National Science Foundation, the Brook-
ings Institution, the National Revenue Sharing Clearinghouse, as
well as a number of other private groups.

We have tried to take into account the findings of those studies
which are currently available in putting together a proposal to renew
revenue sharing. We realize that additional important information
may yet appear and are fully willing to take that into account.

However, we have concluded that we should proceed to seek early
renewal of the general revenue sharing program, first because we are
convinced that the program has largely been successful in meeting its
original objectives, and second, State and local governments, in order
to make wise use of the funds provided through the program, must
know about its future by the early fall of this year in order to make
their decisions for spending.

The need for early knowledge about the continuance of the program
and its terms is considerably greater than it is for categorical grants
because of the flexibility provided to local governments under general
revenue sharing.

General revenue sharing contributes to a more balanced system of
Federal intergovernmental assistance than the categorical grant pro-

y grams because it provides less distortion of recipient's budgets than
other aid programs do. There are gaps that are filled and sometimes
even created bv other aid programs, and the availability of funds from
the Federal (Iovernment with basically no strings attached provides
flexibility to those local governments in using the money where it is
most needed. This is especially true for small communities who fre-
quently do not. qualify for other programs or for some other reason are
not able to participate in categorical programs, and of course there is
less of an administrative burden for the Federal Government in
administering the general revenue sharing program.

1 '14 p. 29.
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Revenue sharing provides funds raised from a generally more
efficient, more progressive, and more economically responsive ederal
tax system to States and localities to perform the tasks that they do
best. T he current. problems of the economy with inflation and recession
are hitting the local governments as welf as the Federal Government.
We believe that continuance of general revenue sharing iS rUstifiable,
despite unprecedented Federal budget deficits. It is a critical pro-
gram in the balance of a vital federalism.

The State and local officials who administer the funds are close to
the problems and can make good use of the funds, and of course State
and local budgets, usually with less flexible revenue systems, find them-
selves in a deficit situation resulting to a considerable extent from the
current inflation and recession.

Cuts in these programs would harm vital services and injure the
economy at the local level. We believe that the experience to date
shows that the uses of shared revenues have helped to meet important
needs. Considerable general revenue sharing funds have been utilized
for new programs, and these are detailed in both the Office of Revenue
Sharing use reports and in the studies by the GAO and Brookings.

The uses reported do not necessarily give the full picture of the im-
at on the local community of the use of general revenue sharing
funds. Considerable use of hunds has been made to benefit the poor

and minorities and for social purposes in general. and often the use
reports, indicating for example. that revenue sharing funds have been
used for transportation, do not reflect the full social impact because
often that use for transportation will help to make available sub-
sidization for transportation for the elderly and the like.

The States have reported using actually more than one-half of their
share of revenue sharing funds for education. Capital expenditures
financed with general revenue sharing funds have often supplied
badly needed equipment, schools and hospitals, and of course the
availability of general revenue sharing funds has freed up other funds
to meet social and welfare purposes at the local government level.

The general revenue sharing formulas that distribute Federal funds
among the various jurisdictions do reflect a consideration of their
need. There is more going per capita to the poor States than to the
richer States. The hard-pressed center cities received more per capita
than the suburbs and surrounding areas, and generally the urban and
densely populated localities, where the need is greater, have fared
relatively better on a per capita basis.

We believe also that general revenue sharing has made an overall
contribution to the democratic process at the State and local level. It
has begun to focus attention once again on the strengths of State and
local government. There has been an increase in public involvement in
making local decisions for the use of revenue sharing funds. In some
instances, the availability of revenue sharing has enlarged the role of
elected officials who head general-purpose local governments, and
there has been increased concern by various State, local, and national
groups about the participation by local residents in the decision-
making process.

In conclusion, Mr. Chairman, we believe that revenue sharing has
done a reasonable job of meeting its original objectives of providing
flexible aid and providing means for States and localities to do their
job, strengthening the local political process, and revitalizing the



13

Federal system. The proposal for its renewal will seek to make gen-
eral revenue sharing even more effective in the future.

Thank you, Mr. chairman.
Senator HATITAWAY. thank you very much.
Graham, if you want to proceed, we will question after the

statements.

STATEMENT OF GRAHAM WATT, DIRECTOR, OFFICE OF REVENUE
SHARING, ACCOMPANIED BY JOHN K. PARKER, DEPUTY DIREC-
TOR, OFFICE OF REVENUE SHARING

Mr. WAr. Thank you, Mr. Chairman and members of the committee.
I have prepared an extensive report regarding the implementation of

title I of the State and Local Fiscal Assistance Act, and I would re-
quest that that be made a part of the record as a part of my statement.

Senator HAThAWAY. Without objection, it will be made a part of the
record.1

Mr. WATr. Thank you, sir. I will summarize my written testimony
and then of course be pleased to respond to any questions that you
may have with regard to any aspect of the revenue sharing program.

Although general revenue sharing has been in effect still less than 3
years, already it has provided substantial fiscal assistance to nearly
39,000 State governments, county governments, other local govern-
ments, Indian tribes, and Alaskan Native villages, and indirectly, but
certainly no less importantly, it has provided needed services and fa-
cilities to millions of American citizens.

Our program has been very well received, both in the public sector
and in the private sector. As I think you know, the National Governors
Conference, the League of Cities, the Conference of Mayors, the Inter-
national City Management Association, the National Conference of
State Legislatures, the National Association of Counties, the Municipal
Finance Officers Association, the National Association of State Budget
Officers within the last year all have passed strongly worded resolutions
urging the Congress to take early and favorable action on the exten-
sion or reenactment of general revenue sharing.

Interestingly enough, a number of private opinion surveys that have
been made during the past year have shown that leaders of community
groups and individual citizens also endorse the simple, nonbureau-
cratic, efficient approach to Federal fiscal assistance that general reve-
nue sharing represents. The latest of these opinion surveys conducted
last fall for the National Science Foundation, performed by the Opin-
ion Research Corp. in Princeton, N.J., showed that a majority of com-
munity leaders and individual citizens favor the continuation of gen-
eral revenue sharing; and respondents to this survey also indicated
that as a result of this program local governments are able, they be-
lieve, to deal-with their problems more effectively than ever before.

In the Treasury Department the Office of Revenue Sharing has
sought to administer the program with fidelity to the intent of Con-
gress and to the provisions of the act itself. We have avoided redtape.
We have sought to eliminate confusion on the part of those who
receive the funds. The shared revenues are distributed at regular
quarterly intervals in predictable, known amounts as the law requires.

See appendix A. p. .3.

52-602 () - 75 - 2
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In addition, we have made every effort to keep the cost of administra-
tion low, while maintaining a high quality of service to governments
that receive the money and to the general public.

Our experience in administering title I of this act has shown us
that the act was well and thoughtfully conceived and that it needs no
major revisions. We do feel, however, that equity in the allocation of
funds would be improved if the distribution formula's maximum allo-
cation constraint for local governments were to be raised. To encourage
recipient governments to increase the involvement of their local citi-
zens in the decisions regarding the use of the revenue sharing funds,
we think that it would be helpful if the law required each recipient
to assure the Treasury Department that residents are provided an
opportunity to become involved and to express their views.

We believe it also would be helpful for the Secretary of the Treasury
to have complete discretion over the form and the content of the use
reports whieh are required from the recipient governments and to be
able in his discretion to authorize new ways to publicize those reports.
Although the existing revenue sharing law contains a very strong
antidiscrimination requirement, we believe that our enforcement
powers need to be clarified by legislative action.

Since the first revenue sharing checks were mailed-that was in
December of 1972-the Treasury Department's Office of Revenue
Sharing has distributed $18.9 billion. The money is being used as
Governors and mayors and county officials see the need to use it, as
the Congress intended. Accordingly, we feel our program is fully
responsive to State and local needs and their priorities.

ts a new system, general revenue sharing has already demonstrated
that it serves the American public with dependability and flexibility.
It recognizes and encourages both the national unity and the local
diversity that together have made us the strongest of nations for more
than 200 years.

Mr. Chairman, that is the summary of my statement. I would be
pleased to respond to your questions.

Senator HATHAWAY. Thank you very much.
Since you started your statement Senator- Gravel and Senator

Haskell have come in. Do you have any opening statements you would
like to makeI

Senator GRAVEL. No, thank you.
Senator HASKELL. No, thank you.
Senator HATHAWAY. I think we will proceed with the questioning

under the 5-minute rule.
Could you gentlemen tell me when the administration intends to

give us its proposal with respect to continued revenue sharing, and
what you think it will contain ?

Mr. ALBRECHT. We would hope that the administration's proposal
would be ready in a very short time. It is always difficult to anticipate
a precise date, Mr. Chairman, but we would hope that it would be
within the next week or two.

Senator HATHAWAY. So we would get it before the first of the month.
I understand you are pressing for some kind of enactment before the
end of this year, which may be a little difficult, I -would think, in view
of the other pressing problems of tax reform and energy legislation.

Mr. ALBRECHT. We consider this to be an important program, and
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certainly it deserves the attention and the opportunity for full hear-
ings. We think this is an appropriate time to begin that process, and
hopefully it can be completed by the end of the year.

Senator HATHAWAY. Graham, you mentioned that various organiza-
tions supported the program. Most of them were recipients of the
money, so I understand wh they support the program. Are there
any studies made by any independent organizations, indepth studies,
of just how the program is working out?

Mr. WATT. Yes, sir. There are a great number of evaluations and
monitoring projects being applied to the revenue sharing program.
These include, of course, the study which has been carried on over 2
years by the Advisory Committee on Intergovernmental Relations,
the Brookings' monitoring project, which continue for, I believe, 3
years. A volume reporting the first year's experience under that project
was recently published by Brookings and is available.

The National Science Foundation is sponsoring an extensive amount
of research and evaluation relating to revenue sharing in a variety of
areas of particular interest. Of course there is a gat deal of academic
and independent research being performed as well.

Senator HATHAWAY. You say that is ongoing?
Mr. WATT. It is ongoing. Much of it is targeted for completion, or

at least preliminary report, I believe by June or July of this year.
Hopefully, by the time that the Congress is fully along in considering
the administration's proposal, there will be a great deal of independent
and highly objective research available.

In addition, of course, the Comptroller General and the General
Accounting Office are carrying on an extensive series of studies which
go beyond the normal audit function and address the performance
and impact of the program. Some of those studies have been published
and are available.

Senator HATHAWAY. Can you give us any idea now what the Presi-
dent's proposal will contain?

Mr. WATT. I can indicate to you, sir, what the task force that Mr.
Albrecht referred to has recommended. Honestly, I do not know at
this point what the President's final proposal will encompass. Gen-
erally, the task force proposed that the program be extended until
1982, for a period of 53/4 years. The reason for the three-fourth-year
tag there is because of change in the Federal fiscal year and to make
the funding of revenue sharing coincide with the Federal fiscal year.
There would be an initial transition quarter and the program would
be extended through 1982.

Senator HATHAWAY. At the same level of funding?
Mr. WATT. The recommendation was to continue the same level of

funding which has built into it a $150-million-per-year increment.
That would be continued under the task force's recommendation for
each of the years to come, which would mean that for the 5%/-year
period, the total funding, the total level of appropriation would be
very close to $40 billion. That would compare with the $30.2 billion
for 5 years in the present act.

Senator HATHAWAY. Did the task force consider the countercyclical
recommendations contained in the bill I think sponsored by Senator
Muskie and Senator HumphreyI
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Mr. WATT. Those proposals were not available to us at the time
the task force was considering its recommendations to the President.
No, sir.

Senator HATHAWAY. I presume they would be incorporated, or at
least referred to before we get the final recommendation of the
President.

Mr. WATT. I would imagine that inevitably there would be some
concurrent consideration of the recommendations. Yes, sir.

Senator HATIIAWAY. Let me ask you one last question.
The AFL-CIO has stated that the general revenue sharing is simply

an inadequate substitute for good Federal categorical programs.
Would you like to comment on that?

Mr. WATT. Mr. Chairman, we see revenue sharing as a new and
additional form of Federal financial assistance. I would refer to it
as basic assistance to State and local governments. It really gives
them, it seems to me, a service base, and a viability and a vitality
which makes it possible for them to do a far better job in receiving
and responding to a variety of national initiatives that are expressed
in the categorical grant programs.

I think you should look, if you will, at revenue sharing as being a
basic form of fiscal support for State and local governments. The
categorical grants are ways in which States and local governments can
be encouraged to carry out, to administer at the local level the initia-
tives that the Congress reflects in those categorical grant programs. I
see them as quite different kinds of assistance and with very different
purposes.

Senator HATHAWAY. All right.
I will pursue that with you later.
Senator Packwood I
Senator PACKWOOD. What kind of strings currently exist on the use

of revenue sharing, either at the State or local level?
Mr. WATT. The basic strings are with regard to the use of the funds.

At the State level a. State government may use the funds for any
purpose for which it would use its own funds, except to provide the
State share of a required match to receive Federal categorical grant
funds, for example. At the local level, the funds must be used as local
funds would. But in addition, the Congress in the act established a
number of so-called priority categories which include such things as
public safety, environmental protection, transportation, health, libra-
ries, recreation, financial administration, social services for the poor
or aged or any legal capital outlay purpose.

Again, the local government may not use the funds to provide a local
match. It must use the funds in accordance with the Davis-Bacon Act
minimum wage requirements when revenue sharing constitutes 25 per-
cent or more of the cost of the construction project, the cost of which
is over $2,000. Of course, we have the very vital and very important
civil rights and nondiscrimination provision in our act which attaches
to all programs and all activities which receive or benefit from gen-
eral revenue sharing.

Senator PACKWOOD. Can local governments use their money for
education?

Mr. WATT. They may not use their money for current expenses of
education; they may use their funds for capital outlay purposes which
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are related to education, such as building or modernizing and repair-
ing a school, buying books, buying schoolbuses, and that sort of thing.

Senator PACKWOOD. None of this money, now, goes to school dis-
tricts, p er se, does it ?

Mr. WATT. No; the direct recipients of revenue sharing are in every
case a general purpose government, a State, county, municipality,
township, tribe or a village.

Senator PACKWOOD. So, if you have a situation where you have a sep-
arate school district, separate from the normal general purpose city
government or county government, there is no way they could use
the money for education?

Mr. WAir. They would not be direct recipients. They could be sec-
ondary recipients if a State government, or a county or a local govern-
ment chose. to convey funds to them for carrying out certain purposes,
in the interest of the general purpose government.

Senator PACKWOOD. Would there be any point in expanding the type
of recipient government so you could use it for school districts and
sanitary districts; or would you keep it where it is?

Mr. WATT. I believe, Senator, that my view is that there are already
very, very extensive forms of Federal financial assistance available for
the support of education, and that to include independent school dis-
tricts as direct recipients would grossly dilute the availability of
funds for general purpose governments. Furthermore, it is interesting
to note that the support of public education is the leading use of
revenue sharing funds by State governments. States have used more
of their funds for the support of public education than for any other
single purpose. The result is, it seems to me, that school systems are
benefiting very, very considerably from the general revenue sharing
program.

Senator PACKWOOD. You know the arguments, Graham, about civil
rights-violations. Can you elaborate on that?

Mr. WATt. I can say, Senator, that in the administration by the Office
of Revenue Sharing and the Treasury Department of the civil rights
requirement of the act, we have pursued a new and innovative ap-
proach which I suspect is, at this point, not well understood by many
who have criticized what it is we seek to do. Of course, it is still to
be proven because it is innovative. Revenue sharing is intended to be
administered as a very lean program without a large bureaucracy and
without the development of a great, extensive staff for any of its
purposes.

Senator PACKWOOD. Would you tell the committee how many people
you have altogether in the Office of Revenue Sharing?

Mr. WATT. We are presently authorized for a total of 85 professional
and support staff, total authorized personnel; and we are running
presently at 81 people actually on board.

Senator PACKWOOD. To administer the entire Federal revenue shar-
ing program?

Mr. WATT. To administer the entire general revenue sharing
program.

Senator HATHAWAY. I would first like to compliment you on that
last statement, 81 people administering a program that will over a
3-year period spend $30 billion. If there were any other government
agency with that record of efficiency, we would not have the problems
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we have in this country. I commend you. I think it is magnificent and I
wish others would follow your example. There seems to be little ten-
dency or inclination to do so.

I wanted to comment a little bit on the statement made earlier by
the AFL-CIO that revenue sharing is an inadequate substitute for
good categorical Federal programs. Given the total dearth of good
Federl categorical grant programs, I would say they are a totally
inadequate substitute for revenue sharing. But maybe we can debate

kuw that at some later date.
I do have a couple of problems with what I perceive as the general

administration program, or at least what you have indicated may be
forthcoming. The first is, I do not really see how you can present to
the Congress another temporary program, Mr. Watt. I think the whole
essence of revenue sharing is to provide to the community an assured
resource base with which they can plan.

Now there has been criticism. The Senator from Maine and others
have heard it extensively about the use of funds. Some people say
there is not enough money going into poverty areas, and I think that
may be true. That is why I am interested in your proposal to raise the
maximum to 175 percent, because that would get more money into
depressed or deprived areas and I think that is a very positive step.
But there has also been criticism about the use of revenue sharing funds
for capital expenditures rather than for new, creative, innovative pro-
grams. I think it is important to note that unless a community has an
assured source of funding, it is terribly dangerous for local oicials to
invest and commit the resources of that community in an ongoing
human program unless they know that it is going to continue to receive
adequate financial support from that particular resource base, be it
revenue sharing or some other resource base.

If it is true that we want to encourage the communities to be more
creative, to be more people oriented, to be more humanitarian in their
program design, then it seems to follow as night and day that we
should assure them of the continuity of the resource itself by
permanency.

Now we are going to have to reconsider this bill on a regular basis
because we have got to appropriate the money. But I see no logic to not
establishing the program as a permanent part of our Federal effort
to restore to taxpayers a voice in the community, a right and an oppor-
tunity to meet the responsibilities.

I would like your comments, if you will.
Mr. WATt. The question of permanency or renewal for another time

certainly was considered by the task force. The task force felt in devel-
oping its recommendation that the nearly 6 years of extended program,
given the full life of the program then a period of almost 11 years, was
ong enough to offer the evidence of stability and certainty that you

referred to and which is important. At the same time, it would provide
a specific opportunity for the Executive and the Congress to review the
progress under the program and to determine whether or not further
substantive changes should be made.

The task force felt it was still early to come to definite conclusions
with regard to any major changes in the act or in the nature of the
program. For the most part, the changes that have been recommended
are of a perfecting nature rather than being very, very substantive.
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The funding arrangement really is a continuation of the current pro-
-cedures, the current bill, with an adjustment for the new Federal fiscal
year, but with the belief that it is responsive to the recipient govern-
ment's interests and the need of the Executive and the Congress to
have opportunity for substantive review.

Senator BROCK. My time has expired. I thank you very much.
Senator HATIIAWAY. Senator Gravel.
Senator GRAVEL. Thank you, Mr. Chairman.
There are three facets that I would like to approach. One is the

criticism that State and local governments have cut back on taxes or
actually repealed taxes as they received these revenue sharing funds.
What would be your comment in that regard?

Mr. WArr. The information which is available to us, Senator, does
indicate that general revenue sharing has had a beneficial effect on
local and State taxes. The data which we have collected from State and
local governments indicated that considerably more than half of the
States were able to reduce State taxes by virtue of the receipt of
revenue sharing funds.

Senator GRAVEL. They were able to?
Mr. WATT. Yes, sir.
However, at the local level, although only a very, very small per-

centage of the governments were able to reduce taxes, a substantial
number of the county and municipal governments were able, as a
result of having revenue sharing, to stabilize their local taxes--largely
property taxes, in some cases sales taxes--taxes which had, until the
advent of general revenue sharing, been increasing at a skyrocketing
rate. Much of the adjustment in taxes at the State level and the local
level has been pinpointed or targeted in a variety of forms of tax
relief, such as for the elderly, that I believe most people would have
believed to be extremely well justified.

-The fact is, of course, that tax relief and the problem of escalating
local and State taxes, largely regressive-type taxes, was a matter of
great concern to the Congress at the time the act was being considered.

Senator GRAVxA. Well, as one member of the Congress who voted for
it at that time, it certainly was not my view to see them cut back on
taxes. I can appreciate wanting to holdthe line. But I was sort of dis-
turbed when I saw in my State and in other places, and as you point
out, half the States cut back on taxes as a result of revenue sharing.
Is that what you said?

Mr. WATT. Yes.
Senator GRAvFL. I find that very disturbing. That means that we

get the job of being the tax collectors and they are the heroes in hand-
ing out money and can cut back on taxes. I can see a lot of people
getting reelected on that kind of spiel, particularly State governors.
Maybe there is a correlation.

Mr. WAw. The information that is available to us--however, the
Governors will be, here later, I know, to speak for themselves--would
indicate that this was only an interim tax relief measure and that
many of the States will, once again, because of the im pact of the
economy and inflation, be considering tax increases in forthcoming
sessions.

Senator GRAvEL. Have you done any computations to see what the
impact of inflation has been with respect to the amount of money you
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have given? Maybe we are not advancing at all. Maybe we are just
holding the line with the race against inflation.

Mr. WArr. I think that that probably would be the case. The pres-
ent level of payments of revenue sharing funds, about $6.5 billion a
year, if related to constant dollars, would indicate that in real value,
in constant dollar value, the funds which are going now are about
comparable in value to those in the first year of the program.

Senator GRAVEL. But that just shows what we are giving. What has
inflation caused in the erosion and the capabilities of the money in
State and local governments. Certainly that has to lead into quite a
sizable chunk, so the money we have given in the replacement of this
may not even measure that.

Do you have any computations on that score?
Mr. WATT. I do not, but I believe that perhaps the Conference of

Mayors and the League of Cities will be prepared to report to you
on some surveys they have been making of their members regarding
the impact of inflation.

Senator GRAVEL. I)o you know that they have been making those
kinds of surveys?

Mr. WATT. I know they have been making the surveys. I do not
know whether they have been completed to the point of being ready
to report.

Senator GRAVEL. I would think that all you would have to do is take
the amount of money spent by local government, apply the inflationary
factor, and you would see what the shrinkage is.

Mr. WATT. I do have to make a distinction with regard to tax relief
between State governments and local governments. I noted in response
to your earlier question, Senator, that while more than half of the
State governments had reported that they had been able to reduce
State taxes as a result of revenue sharing, virtually none of the local
governments have reduced taxes. They have been able to stabilize, to
hold the line, to avoid further tax increases, or the enactment of new
taxes. Very few local governments, however, have found themselves
in a position, even with revenue sharing, of being able to cut taxes.

Senator HATHAWAY. Senator Haskell.
Senator HASKELL. Thank you, Mr. Chairman.
I can see that the panel of witnesses we have here today is going to

be very much in favor of revenue sharing, because I think, here the
Federal Government is spreading the joy, so to speak, to lift a phrase
from Chairman Long. But-as 1 understand the purpose of revenue
sharing, it is not to substitute Federal taxes for State taxes-what
thought have you given to a formula that would be sure that the
States are not cutting back on their taxes and just spending moneys
from the Federal Government.

Have you given any thought to such a formula, or if you have not,
would you do soI

Mr. WATr. There are several aspects of that question, Senator, I
might touch on briefly.

First of all, there is a provision in the General Revenue Sharing Act
which prohibits a State from reducing its level of assistance to county
and local governments as a result of their having received revenue
sharing. A State may not cut back its level of support for its own local
governments.
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Furthermore, as I indicated, it appears on the basis of the published
reports and data that the forms of tax relief-that the tax relief that
States were able to provide as a result of revenue sharing have really
only bought them some time; that the fiscal future now being faced by
State governors and legislators presages another round of new tax in-
creases, tax rate increases.

Senator HASKELL. That may be due to the state of the economy at
the present time. But I am very much disturbed with your answer to
the question of the Senator from Alaska.

o". My understanding was revenue sharing was not to replace State
taxes. I would hope that your department would give some considera-
tion to a formula that would prevent in the future what has happened
in the past.

I am also disturbed by another thing: presumably revenue sharing
was not meant to take away from categorical grant programs; and I
just wondered if you had given any thought to how we are going to
prevent that. I remember right after I was elected in 1972, going in to
see the mayor of Denver, he was in a state of shock because the mental
health program of the Nixon administration was going to be cut, back.
I askedhim why, and lie said because he had revenue sharing. So, I
wonder if you would give those two subject matters some thought. If
I were a mayor, I would sure as the devil love revenue sharing, there
is no question about that.

But, from what your testimony is, and from what I have heard from
the mayor of D)enver and from other sources, that really is not getting
the job done.

I would appreciate it if your department would give some thought
to a formula. perhaps a formula based upon some basic level, depending
on the taxation, depending on the wealth of the community, so that
what has happened will not happen again if we extend it; and'also some
formula that would prevent the cutting down on categorical aid
programs.

Do you think you could do that and send a report in to the chairman
of the committee?

Mr. WATr. Yes, sir.
Senator HASKELL. I would appreciate it.
Senator HATHAWAY. Thank you, Senator Haskell. I have a question

I would like to follow up on.
Would it not be possible to have simply a maintenance of tax effort ?

At the present time. of course, there is a tax effort factor in the for-
mula, but it is not, of course, a dollar-for-dollar cutback because it is
only a fraction of the formula, whereas if we incorporated, along the
lines of Senator Haskell's suggestion, some kind of a tax maintenance
overall effort for the condition to get any funds at all, then of course we
could solve the problem, or at least have it at certain minimums. I un-
derstand that certain States are probably making too great a tax effort
for the per capita income in that particular State. But maybe we could
just set a certain percentage as the floor below which no State or com-
munity could go and still get its revenue sharing money.

Mr. WATT. That is possible, Senator. I think it is important that I
perhaps put this in better perspective. I used the percentage 60 percent
of the States, and that is, as I look at the figures that I now have before
me, we had 25 States that responded to the question that we put t(.



22

then of whether general revenue sharing enabled them to either reduce
taxes to prevent a new tax, or a new tax rate increase, or to maintain
the current level of taxes.

Fifteen States, fifteen Governors, said that revenue sharing had
made it possible for them to reduce taxes. That is 60 percent of the 25
respondents but it is still only 15 States that we are talking about.

Furthermore, tax stabilization by local and State governments was
clearly considered as one of the beneficial effects or impacts of revenue
sharing by, the Congress in 1972, because the Congress was extremely
aware of what was happening particularlyy to local taxes or State taxes
on property and on sales. And of those had been rising, rates had been
going up in many cases annually for years and at an increasing rate.

The impact of that was very )ieavy and very burdensome, particu-
larly on segments of the population which were least able to bear those.
kinds of tax burdens, the poor an(d the aged. Much of the relief that
has been granted has been targeted specifically to those areas rather
than to broad general relief of State income taxes or State corporate
taxes, for example.

And finally, I would hope that you would, when you have the oppor-
tunity, ask the mayors and the Governors how they view and why they
view tax stabilizations to be important to them In terms of the eco-
nomic health viability of their States and their communities, and I
think, you will get som'ie very. very meaningful responses from them to
that question and I wouldmuch lather you hear it from them than
through me.

Mr. A1.BREC1IT. Mr. Chairman. if I may, I think it is important. to
stress the fact that where there has been a reduction in the level of
taxation, that it has been really in the nature of tax reform in moving
to eliminating some of the inequities and some of the regressionary
forms of State and local taxes. And in that sense it has achieved one of
the objectives.

Senator HATHAIWAY. That was the next question I was going to ask.
Should we not make an even greater effort in the new formula to en-
courage local tax reform and get it away from the regressive taxes
that are now being im)osed by local governments into a more progres-
sive tax?

Mr. ALBREC1T. Well, of course. one of the difficulties in using the gen-
eral revenue sharing system to achieve that sort, of fine tuning, I think,
is likely to be a result that several years from now when Mr. Watt
comes back he will have substantially more than 81 people on his pay-
roll, because I think, the imposition of substantial additional or re-
strictive guidelines, not only will make the program more difficult to
administer, it will take away some of that aspect of new federalism,
the returning to the local governments, the control over their own
destiny that the program set out to achieve.

Senator HATHAWAY. Well, is not part of the formula now based
on the income tax effort that was made so it would not require any
more personnel if we just said that that part will be greater than
it is now?

Mr. WATr. The level of incentive could be increased. It is very
modest at this point.

Senator HATHAWAY. That is what I had in mind.



23

One question that bothers me with respect to revenue sharing in
general is that, although I agree that local government should par-
ticipate much more than they have been participating in the past on
various programs, it seems to me that revenue sharing is sort of an
unsophisticated approach to that problem because there are some
areas where the local government should be doing all of the adminis-
tering. The Federal Government ought to be doing all of the financ-

S ing; and there are some areas where it should be just the other way
around, and there are some areas where it should be some percentage
in between and revenue sharing really does not get at that particular
program.

Welfare, for example, I think should be totally funded by the Fed-
eral Government and that the local government should have just
about all of the administrative authority in that regard. And there
are other programs where we have found from past experience that
local interests can unjustifiably divert funds, such as we found a
long time ago with respect to poverty programs.

The Federal Government ought to be in a position of administering
the funds.

Mr. WATT. Which, I think, Senator, is why it is important that we
seek to maintain an appropriate mix of general support to general
revenue sharing and specific targeted support in the local administra-
tion of Federal categorical interest programs. This mix gives you
the flexibility to utilize the appropriate mechanism, the mechanism
which is appropriate to the purpose which is sought.

Senator HATHAWAY. Well, as has been pointed out by Senator
Haskell, many of the categorical programs have been cut back as a
result of revenue sharing.

Mr. WATT. Well, there are more proposals to cut back than there
were actual cutbacks, although some of the programs have, of course,
been reduced or converted.

In the community development legislation, for example, it repre-
sents LEA conversion of a long series of narrowly targeted categorical
grants now to broad-based block grants.

Senator HATHAWAY. But it really is just shifting the burden of
who is going to have the input on the categorical grant because even
though you give a large chunk of money to the State or the muni-
cipality in the county, someone there then decides just what category
that money is going to fit into. So instead of the Federal Government
putting it into their category, someone at the county, the State, or the
municipal level is doing it.

Mr. WATT. It increases local discretion and the ability-at the local
level to make plans and to carry them out.

It is also true that since the enactment of revenue sharing the
Federal Government's total transfers to State and local governments
had continued to increase each year. If I were still a local official, I
think I would have to admit that money is still money, even though
it may be packaged differently.

The fact is that the State and local governments in the aggregate
are receiving still more funds today than they were 2 or 3 years ago.

Senator HATHAWAY. In the aggregate.
Mr. WATT. That is right. That is excluding General Revenue Shar-

ing funds.
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Senator HATHAWAY. Do you have a breakdown or could you fur-
nish us with a breakdown of just what has been in that aggregate,
just which programs were cut back and just which ones were in-
creased since revenue sharing was ado pted?

Mr. WATT. There is a table in the President's budget document that
does show the level of Federal assistance to State and local govern-
ments by year, well, going back quite a number of years. And the
figures which I have here in summary would indicate that in 1972,

_ prior to the enactment of revenue sharing, Federal aid was at a level
of about $36 billion. In 1974, excluding revenue sharing, it was at a
level of about $40 billion. And in the 1976-

Senator HATHAWAY. Is there a breakdown of the $40 billion as to
just which programs were increased and which ones were cut back?

Mr. WATT. I think it is broken down into broad categories in the
budget table. I would be glad to search that out.

Senator HATHAWAY. Well, we have that if it is in the budget table.
Senator BROCK. What is it in the 1976 budget?
Mr. WArr. In the 1976 budget, again, excluding general revenue

sharing, it is nearly $50 billion.
Senator BROCK. A 50-percent increase?
Mr. WATT. Almost.
Senator HATHAWAY. Graham, do you think we should continue

Federal revenue sharing at a fixed dollar level, or should it be a per-
centage of the budget, or should we take in some countercycical
considerations?

Mr. WATT. Mr. Chairman, the task force considered
Senator HATHAWAY. Or a mix of all three of them?
Mr. WATT [continuing]. The task force considered a variety of those

options, and as you know, proposed the continuation of the present so-
called stairstep method with a $150-million annual increment in the
general revenue sharing appropriation. That represents, I think, con-
sideration not only of the general revenue sharing program and its
relationship to State and local finance, but also the tremendous prob-
lems which the administration and the Congress must deal with
presently in terms of the 1976 budget and the years succeeding 1976.

ery real hazards, I think, are involved in this time of great economic
uncertainty in a program which is indexed to a factor which can fluctu-
ate down as well as up, and the level of funding, the certainty of those
funds, I believe, will be much better in this time of general economic
unrest and uncertainty, knowing or having a specific dollar amount
available, appropriated for each year for a limited period of time.

If the program were to be made permanent, it may be appropriate
then to look at a different method of fixing the level of funding. But
the committee felt, the task force felt, that for the next 6 years a con-
tinuation of the present method seemed to be the most appropriate,
given consideration to all of the factors that had to be taken into
account.

Senator HATHAWAY. And you think it should remain outside of the
budgetIMr. WATT. I believe that it is not unreasonable to request an appro-

priation for a period of 5 or 6 years and to not tie the availability of
funds to the uncertainties and frequently the delays that are attendant
or have been attendant to the annual appropriations process; yes, sir.
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Senator HATHAWAY. Then do we not get into the same problems we
get into with respect to trust funds, that, you know, our priorities
change from year to year, and yet we are locked into certain amounts
we have to spend, regardless of what our priority shift might be, and
especially when this is a long-range program. Would it not be better
to be inside the budget and have it-be the subject of the scrutiny of the
Budget Committee and the Appropriations Committee?

Mr. WATT. The task force has recommended that the new legislation
provide for a formal review of the program 2 years prior to its expira-
tion and the submission by the Secretary of the Treasury to the Con-
gress of a report and recommendations. And the anticipation is that
the Congress then would begin to consider the next steps with regard
to revenue sharing, which means, in effect, then that about 3 years into
the program we would be embarking on a review very much of the
type that we are pursuing now. Five years, five and three-quarter years
is not an extremely long time in the making of budget auid fiscal plans
by State and local governments, and it seems that the certainty of
funding for up to that length of time is, I believe, quite appropriate
from their perspective.

Senator HATHAWAY. We have the same problem. We have already
committed x number of dollars away, and we need those dollars. There
is nothing we can do about it. We have already committed them for
5 years.

Mr. WATT. I realize that.
Senator HATHAWAY. Even if we have a review in 2 ears, you do not

mean we could cut if off at that time, do you, or cut back ?
Would that be the purpose of the review?
Mr. WATT. That would not necessarily be the purpose of the review.

However, if it were the conclusion of the Congress at any time to
terminate the program, of course, that is an option which is available.

Senator HATHAWAY. Well, I understand that. But would that be the
primary purpose of the review, to see whether we should continue with
it and to what extent?

Mr. WATT. No; the principal purpose of the review would be to
assess the operation of the program and its impact over a longer period
of time than we have had since the program was enacted late in 1972,
and to develop for congressional consideration recommended changes
or modifications in the program which that experience indicated to be
desirable and hopefully to secure early congressional action with re-
gard to the next extension of the program beyond 1982, so that, again,
the certainty of the program and the funding could be assured to the
recipients.

Senator HATHAWAY. Senator Packwood.
Senator PACKWOOD. Graham, an argument has been presented that

we should change the formula for distribution within the State. Give
less money to the State governments and more to local governments.
What is your view?

Mr. WATT. That, agin, was one of the options considered by the
task force. The task force felt that, again, at this early stage in our
experience, that there is not enough experience or data available to
justify our making that recommendation to you.

I do not think that we felt that we could substantiate and support
that change in the program at this time. The States, many of them, arc
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governments and to schoo districts within the State, and it seems to
me at least that they are, in many cases, accommodating in their own
administration of the revenue sharing program to the kinds of in-
fluences which, perhaps, the proposal which you have mentioned would
seek to do by specific legislative mandate.

Senator FACKWOOD. I have no other questions, Mr. Chairman.
Senator HATHAWAY. Senator Brock.
Senator BROcK. Just a couple of points. I was fairly conclusive in

my praise of the Federal revenue sharing program and the adminis-
tration of the program.

Just to be in balance, I want to make sure that you understand I
thoroughly disagree with the task force recommendations and I con-
sider $150-million-a-year increase in the fact of a minimum of 7-per-
cent inflation, it is raised as high as 12 to 14 percent, to be tantamount
to a long term phaseout of revenue sharing. I do not think it is ade-
quate at all.

If we are going to have revenue sharing, if it is a viable or valid
or logical approach to pursue, it should be pursued on a rational basis
that gives adequacy and permanency and a surety of funding to the
recipients who would benefit therefrom.

I might point out that one of the greatnesses of the Cong of the
United States is the diversity therein. The Senator from Colorado rep-
resents a beautiful and a very prosperous and a well endowed State.
And I appreciate his willingness to oppose tax reduction in Colorado.

But I would point out that not all States have the same problem. In
the South, for example, our income base is a good deal lower per capita
than it is in, perhaps, Colorado and a lot of other States.

So we make a remarkable high tax effort in terms of our ability to
pay taxes. And if the South is not an adequate illustration, perhaps a
better one is the Northeast where we have not a new part of the coun-
try, not a well endowed part of the country in terms of material re-
sources, but an enormously burdened part of the country.

We are going to have Mayor Gibson testify very shortly. He is a
very able mayor in a city that is sorely beset by problems, as in many
central cities and major urban areas. The moderate and upper income
people have fled the community, leaving a lower income base, largely
black, largely deprived, unable to sustain themselves and therefore
requiring far greater services than in some other urban areas.

At the very time that you reduce your tax base with an outflow of
population with income, you increase the need for resource to take care
of and provide opportunity to those people who remain. And you
get very quickly into a situation where in New Jersey there is literally
only one fundamental device of taxation, the property tax. You have,
as Mayor Gibson, I think will testify, a situation where if you own
a $20,000 home you pay $1,900 a year in taxes. If you buy a house today
at today's interest rates, you pay 9 percent interest rate on the house,
you pay 91/ percent interest rate, in effect, in taxes. That is an 181/2-
percent interest rate and nobody can afford to do it.

And what happens, you kill the community. You dry up its oppor-
tunity to survive. And in that kind of a situation tax reform, tax re-
duction, is an absolutely viable, logical, and essential purpose for us
to support, because if we do not, the jobs are going to dry up, the in-
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dustries am going to 'dry up, that community is going to die and ahundred or several hundred thousand people are going to be leit with-

out livelihood or opportunity at all.
So it is very difficult for me to perceive how we could say, in effect,

"You have got to maintain our kind of tax standard effort." How can
you exceed an effort which requires a $1,900 payment on a $20,000
house V A person who has a $20,000 house is not allthat rich. And you
are absolutely eating them up with the regressive tax.

One of the fundamental functions of revenue sharing was to apply
a more equitable or more logical and a more efficient tax system to
provide a resource base to the communities like Newark-,like Memphis,1ike Chattanooga, like Birmingham, like Jackson, that have an inade-
quate resource base. No matter how high they tax their people, the
higher they tax their people, the more they drive the people out, the
more they reduce their tax base, the more they increase the requirement
for services, the more they kill themselves, the greater the cancer
becomes that is destroying urban America.

Now, I do not see any alternative to not just a continuation but to an
expansion of this program, in order to allow the Federal system of
government in this country to survive, if you believe in a Federal
system, as I happen to believe.

Senator HATHAWAY. Senator Haskell.
Senator HASKELL. Mr. Watt, I would like to pursue Senator Brock's

questions.
You have indicated that you would like to raise the maximum

restraint on distributions to local government, and I also was going to
mention Newark. Newark would appear to me to be, from what I read,
a city that really does need help. Perhaps Westchester County, or
maybe Morris County, N.J. does not need any help.

And so I guess my first question is to ask you to articulate perhaps
in greater detail why you feel the maximum restraint should be raised
and to what level, and then I have a followup question.

Mr. WATT. Our experience in the administration of the program,
Senator, indicates that the maximum constraint inhibits the operation
of allocation formula in a way which we do not believe the congress
had intended. And, of course, there was no experience to factor into the
consideration when the Congress had to deal with the issue initially.

The constraint does have the effect of-saying to a number of cities
and counties that, although the formula indicates that you are entitled
to this amount of revenue sharing funds by virtue of your tax effort
and your level of income, because of the constraint, we are not going
to give you that much money; we are going to give you something less.
As we have seen the aplication, we have observed that many communi-
ties that I think most observers would feel were communities with
very real, obvious needs, are receiving less in revenue sharing funds
than they would if constraint were removed or lifted.

Many of these are older, central cities. Cities with high levels, of
dependency and poverty; cities with all of the now almost classic
urban needs and urban ills with which they must deal. The task
force had proposed that the constraint be increased-not removed, but
increased-to a higher level; from 145 percent-the existing level-to
175 percent.

-I
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Retaining the constraint would, it appears, still protect against the
influence of the very, very extreme cases. And many of these are repre-
sented-characterized as resort communities, or industrial enclaves,
which would otherwise receive funds all out of proportion to their
obvious needs.

Senator HASKELL. Have you ever considered the possibility-assum-
ing revenue sharing is to be continued-that it only go to those govern-
mental units that show a certain necessary tax effort?

Have you ever considered-did the task force, or you or the Under
Secretary here, did you ever consider that possibility?

Mr. WATT. The first problem in dealing with that, Senator, would
be to define need.

Senator HASKELL. Obviously.
Mr. WATT [continuing]. And then to seek available data which

would measure however those needs are being defined. I think the Con-
gress did seek to deal with this within the practical limitations of
available data in 1972 by incorporating within the formula the meas-
urement of per capita income of the community, and the, what is
called, tax effort, which is a relationship of the level of local taxation
to the income of the community. So that communities which-in effect
and to oversimplify it-communities which are poor and impose upon
themselves a greater local burden of taxation than other communities,
would receive relatively more funds than the other communities.

Senator HASKELL. But apparently you have never considered just
completely eliminating the nontaxing communities and giving revenue
sharing to the truly needy.

Mr. WATT. The decision was made, I think, very early on in the
original development of the revenue sharing program to propose that
all communities should participate in the program, regardless of level
of affluence or size.

Senator HASKELL. I gather you have never considered questioning
that basic premise.

Mr. WATT. The task force did, yes, sir.
The task force has recommended that the original decisions, both

of the administration and of the Congress, to include all communities
in the program should be retained.

Senator HASKELL. Thank you.
Thank you, Mr. Chairman.
Senator HATHAWAY. Is that to get votes?
Mr. WATT. No.
The fact is, Mr. Chairman, that our observations would indicate that

very small communities have very real needs and very real problems
that revenue sharing has helped them to deal with. And the affluence
of a community is no indication that, again, there are not some very
real and pressing problems to be dealt with in that community, where
some additional funds and the freedom to use those funds, relatively
unfettered with redtape and strings, can be very productive.

Senator HASKELL. Can I interrupt?
Senator HATHAWAY. Yes; go ahead.
Senator HASKELL. May I just supplement that?
If a community is affluent-and to be sure, there are always prob-

lems-but why in the world should the community not-raise the
money?
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Why should they expect money from the Federal Government--
assuming it is an affluent community? Let's take Westchester County,
N.Y.; let's take Morris County in New Jersey; let's take Arapahoe
County in Colorado.

Why in the world should those people get money without raising it
by taxes when they are able to?

Mr. WATT. They get money for several reasons.
One, because the decision was made to include them. Second, because

they do pay the taxes from which the funds are derived. And keep in
mind, too, that they get considerably less in revenue sharing funds
than a less affluent community having other, similar characteristics.

Senator HASKELL. But they get some.
Mr. WATT. They do get some.
Senator HAT11AWAY. I suppose one possible value to many communi-

ties through the country is that for the first time they have experi-
ence with dealing with the Federal Government, and that way, maybe
it brings Federal and local government closer together.

Graham, and Mr. Albrecht, we have appreciated your testimony
very much. I have additional questions I would like to submit in writ-
ing. I know the others on the panels today do too, as well as others
that are absent. And I hope you will respond to them.

Mr. WATT. We certainly will, Senator, and of course, we will remain
available for any further questions or testimony that you would de-
sire of us.

Senator HATHAWAY. Fine; thank you very much.
Senator PACKWOOD. Specifically, Senator Curtis is going to submit

some to you, and asks that you respond to him in writing.
Mr. WATT. I would be glad to.
Senator HATHAWAY. All right.
[The prepared statements of Messrs. Schmults and Watt with at-

tachment follow. Hearing continues on p. 44.]

STATEMENT OF UNDER SECRETARY OF THE TREASURY EDWARD C. SCHMULT8

Mr. Chairman, I very much appreciate this opportunity to offer to you and the
members of the Subcommittee some reflections based on the Administration's re-
view of the first years of the General Revenue Sharing program. To determine
whether, and in what form, the program should be extended past its present
expiration in December 1976, the Treasury Department, Office of Management
and Budget and the Domestic Council have since last summer all been actively
involved in a Joint effort to assess this relatively new and unique form of federal
financial assistance. It has been my privilege to serve as chairman of the steering
group directing this study. Our review has considered issues raised by interested
groups, by members of Congress, by various privately and governmentally spon-
sored evaluations of General Revenue Sharing, and by our own staff. We have
also taken a look at a large number of approaches offered to strengthen the
program.

I note, Mr. Chairman, that the press release announcing these hearings indi-
cates interest in how this program is being monitored. The Administration, of
course, is also vitally concerned that we have sufficient information to know
whether the American people are receiving benefits from General Revenue Shar-
ing in proportion to its cost to them. This interest prompted the President to
provide for the internal Administration review which I have Just described.
When one considers the full range of attention being focused on revenue sharing,
it could be argued that this is the most closely examined program in the history
of Federal assistance. At least four Congressional committees have held hearings
on GRS since its enactment, and further hearings in the future are likely. Ex-
aminations of various aspects of the program have been or are being pursued by
the General Accounting Office, the Advisory Commission on Intergovernmental
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Relations, the National Science Foundation, the Brookings Institution, the Na.
tional Revenue Sharing Clearinghouse, as well as a number of other private
groups.

- We in the Administration have tried to take account of the findings of those
studies which are currently available in putting together our proposal to renew
revenue sharing. We realize that additional important information may yet
appear and are fully willing to take It into account. However, it has been our
conclusion that we should proceed to seek early renewal of the General Revenue
Sharing program. We are doing so, first, because we are convinced that the pro-

gram has been largely successful in meeting its original objectives. Secondly,
State and local governments, in order to make wise use of funds provided through
the program, must know about its future by the early fall of this year. Decision-
making on the 1977 fiscal year budgets of many States and localities begins early
this fall when agencies submit their requests to their budget offices. If no action
is taken on renewal of the program by then, States and localities could only rely
on the GRS funding that is provided in the present law for the first half of fiscal
year 1977.

This need of States, cities, towns, and counties to know about their future
revenue sharing entitlements is greater than their need for advance information
about categorical aids. Shared revenues usually become a part of the general
fund of recipient governments, which is not normally the case with other aids.
These funds support essential day-to-day services which would in many cases be
eliminated or paid for with higher taxes, were revenue sharing terminated.
Dependence on the program to provide vital services in especially great in the
Nation's cities where General Revenue Sharing accounts for over a third of all
Federal aid and where there is often the most financial pressure.

There is no intention to suggest here that there are only negative arguments,
such as the dependency of recipients, to justify renewal of the program. I only
make these points to explain our desire for action now. On the whole, the Admin-
istration is satisfied that the General Revenue Sharing program has been a major
success in accomplishing what it sought to do. We are, of course, aware that there
is criticism of the program for not solving serious problems of special concern to
some. Our view is that General Revenue Sharing cannot be expected to fill too
many roles. In fact, if it is excessively weighted down with various restrictions
and incentives to target its impact toward specific problems and groups, the pro-
gram will lose its ability to fulfill its basic mission.

Its basic objective is to provide a form of Federal financial assistance to
State and local governments which can be used flexibly to meet needs which
they themselves identify by means of their own choosing. It is obvious how
extensive restrictions on the uses to which States and communities put shared
funds would limit the ability of the program to play this role. There are hun-
dreds of other categorical and bloc grants which can be used to deal with specific
problems or to help specific groups of people. General Revenue Sharing is
designed as part of an effort to provide a more balanced array of Federal aid
to States and communities. The Administration does not feel that GRS competes
with or replaces other aids. Rather, it serves different and equally important
functions.

An example of one of those functions involves Revenue Sharing's interaction
with thorpe categorical grants which, along with providing assistance, create
additional needs which they do not provide the means for meeting. For instance,
a program might support the development of science courses in schools without
providing the necessary textbooks. Shared revenues can be used to fill in such
gaps in need. Further, the incentive of available Federal grant money and the
matching requirements often associated with this money, has at times distorted
State and local budgetary decision-making so that the real priority needs of
their citizens are not being met.

The implementation of the revenue sharing concept of assistance has meant
greatly increased Federal help for our cities and counties and for many small
communities, as well. Many places with small population In the past have either
not been eligible for, or aware of, Federal programs or have been unable to
cope with the expensive and burdensome application requirements often asso-
ciated with them. General Revenue Sharing provides aid free of much of this
redtape. While categorical aids are clearly a necessary part of a balanced
system of aid, they tend to be an expensive way to provide aid because of
administrative burdens on both the Federal Government and the recipient. By
the same token, the Congress and the Federal Executive -hgve rightly been
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concerned about the often unnecessary costs and uncoordinated effects of grants
which overlap and duplicate one another.

A balanced system of Federal intergovernmental aid has become essential to
a vital Federal system of decentralized government, with its ability to respond
to the diversity of our Nation and to protect our freedoms from the threat of
overly centralized power. The enactment of General Revenue Sharing has meant
an infusion of funds-drawn from the generally more efficient, equitable, and
economically responsible Federal tax system-to those governments closest to
the people. These funds have helped enable such jurisdictions to perform those
public tasks demanded by Americans which they can do best.

I have already mentioned several times the role of shared revenues in meet-
ing "needs". Most of the issues which have surfaced during the Administration's
review of this program relate to the degree to which it fulfills various views of
what the priority needs of today's America are. Basically, the response of GRS
to serious needs can be evaluated in terms of three considerations (1) Federal
as opposed to State and local needs, (2) the uses to which the funds are put, and
(3) the pattern in which the funds are distributed among States and communities.

The point is sometimes made that in light of the huge current Federal deficits
there are no Federal revenues to be shared. The Administration is, of course,
fully aware of and concerned about the state of the national budget. We, how-
ever, do not view General Revenue Sharing as a nonessential program, justifiable
only when there are Federal budgetary surpluses. In fact, the Administration
definitely considers it a critical use of funds since a strong Federal system
is clearly a national priority of the first order. Further, when elected State and
local officials, who are close to public problems, allocate resources to solve
these problems, we feel that there is normally a good return on the money
spent.

State and local governments on the whole are currently, and will in the fore-
seeable future continue to be, faced with deficits. Many surpluses in State and
local accounts which we heard so much about a couple of years ago were of
a very temporary nature and have since disappeared. These governments have
felt the negative impacts of inflation and higher energy costs on their expendi-
tures. Further, the budgets of State governments have suffered from the effects
of several longer-run developments in State-local finances. Were the revenue
sharing program to be terminated or reduced, they would be forced to cut vital
services, raise taxes to provide these services or both. Greater deficits, more
borrowing, unemployment in the public and private sectors would also likely re-
sult. It is clear that these unhappy events would not contribute to national eco-
nomic recovery, since State and local expenditures usually supply a major stim-
ulus for the economy. To withdraw GRS would exacerbate the stagnation in these
expenditures which has already taken place.

A second way in which one can reasonably assess the degree to which revenue
sharing funds are meeting important needs is to look at the problem areas and
population groups on which they are being spent.

State governments have reported to the Office of Revenue Sharing that during
FY 1974, 82% of shared revenues allocated to them had been utilized for opera-
tions and maintenance purposes, while 18% had been expended for capital pur-
poses. Local recipients classified 52% of their expenditures of revenue sharing
funds as meeting operation or maintenance needs and 48% going for capital
commitments.

As a group, States reported spending over half (52%) of GRS funds in educa-
tional uses in the form of assistance for primary and secondary education at the
local level. Otherwise. States reported allocation of their GRS monies fairly
evenly for public transportation services (8%), health (7%), multi-purpose
general government (7%), and social services for poor and aged (6%).

Local governments stated in their use reports to the Office of Revenue Sharing
that the largest portion of their entitlements (36%) were for public safety
services. Public transportation service (19%), general government capital ex-
penditures (11%), environmental protection services, health (7%), and recrea-
tion (7%) accounted for most of the remainder of the funds covered by the En-
titlement Period 4 (FY 1974) use reports.

We are all aware of how difficult a task it is to really identify the functional
uses to which revenue sharing money is put due to the fact that it usually
mingles with the other resources of the jurisdiction. The Administration has
considerable confidence in the ability of elected State and local officials to target
money onto the real problems which they must face on a day-to-day basis. We
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are hesitant to slow achievement of this basic GRS role through the application
of restrictive guidelines. As I suggested earlier there are other programs to
meet specific nationally identified goals.

The Administration believes that revenue sharing is being successfully used
by the great majority of State and local governments to meet needs of concern
to all Americans. The General Accounting Office reports, findings by the Brook-
ings Institution and Office of Revenue Sharing actual use reports all show a
considerable amount of shared revenue being devoted to new spending. The
program was intended to allow, along with other things, hard-pressed jurisdic-
tions to maintain essential existing services, to reduce taxes, or to prevent tax
increases. It has worked to do so. The Brookings study suggests that GRS
funds are most likely to be used to substitute for other funds where fiscal pres-
sure is greatest-at the local as opposed to the State level, among urban as
opposed to rural States; and among older, larger, more densely populated juris-
dictions, as opposed to those with contrasting characteristics. This illustrates
that many States and communities are using GRS to maintain vital services
which they might not otherwise be able to do.

We believe that revenue sharing has had a significant benefit for the poor
and minorities, and has contributed in an important way to meeting social goals
in general. Those funds reported to the Office of Revenue Sharing as spent on
poor and the aged are not an accurate reflection of the total social impact of the
program. For example, States report using over one-half of their shared funds
for education-an expenditure which certainly must be considered of great social
importance for all Americans. Funds reported as spent on health, transportation,
public safety, environment, recreation, are often of assistance to the under-
privileged. For instance, tb, re are cases of GRS money being used under the
public transportation category to subsidize transportation for the elderly or
expenditures identified as for public safety being devoted to drug abuse programs.

Capital expenditures for hospitals, schools, low-cost housing or for equipment
also are often of great benefit to those who are especially needy. Construction
projects may be badly needed by citizens of States and communities, sice they
are often the first items set aside in times of fiscal crisis, and may be also de-
layed by legal debt limits placed on local governments.

To the degree that there is any hesitance on the part of revenue sharing re-
cipients to spend funds derived from the program on social purpose, this results
from a number of circumstances, some of which are: the legal placement of such
responsibility at other levels of government: restriction against the use of
shared funds for direct welfare payments to Individuals by the terms of the
State and Local Fiscal Assistance Act itself; confusion about the meaning of
the Act's restriction against matching of Federal funds: and uncertainty about
the continuation of the program, which steers recipients away from recurring
social expenditures. Renewal of the program, along with continuing experience
with It should lessen the frequency of the latter two concerns. Finally, it is
Important to note that regardless of any present hesitance to direct GRS monies
into programs to aid the poor and minorities, there Is little doubt that the pres-
ence of these funds releases other recipient funds for these uses.

It Is true that revenue sharing entitlements have been widely used for tax
reduction and stabilization, debt avoidance, and for public safety needs. If the
Brookings finding are generally applicable, it does not seem that CRS. as once
feared, has been widely used for Increases In employee pay benefits thus far.
It would also seem difficult to argue that public safety expenditures made from
revenue sharing entitlements are not usually Justifiable and of benefit to all
citizens in most places.

State and local Jurisdictions are Justified in using GRS to reduce excessively
high taxes, which are often highly regressive and harmful to the economic life
of the community and Nation as a whole. They can. for Instance, drive industry
and middle class citizens from our center cities. thereby seriously eroding the
tax base of the jurisdiction and placing an even greater burden of taxation on
the remaining poorer population. Thus, In many cases, tax reduction can he tax
reform.

Another important way in which General Revenue Sharing responds to serious
needs is the manner in which it distributed funds among our States and com-
munitles. The existing formulas. designed in the Congress as a product of com-
petinr philosophical, geographic, and jurisdlctional interests, are essentially
equitabe and appear to work reasonably well. The Brookings Institution. the
Advisory Commission on Intergovernmental Relations. and the General Account-
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ing Office found that generally greater per capita entitlements go to poorer, as
compared to richer, States. For instance, Brookings calculated that for 1972,
Mississippi received $39.90 per capita as compared to $28.05 for California.
Our hard-pressed center cities, according to ACIR and Brookings, also fare better
on a per capita basis than their wealthier suburbs and other surrounding areas.
Brookings also reports that the current formulas further take into account the
high costs of government in urban areas by directing higher than average (as
compared to other county areas) per capita amounts of shared revenues into the
most densely populated county areas and into the county areas with over one
million population. Similarly incorporated areas receive much more per capita
than unincorporated areas, and county areas containing the largest city In each
State receive higher than the average per capita entitlements for local govern-
ments in their State outside of these principal counties. In fact, during 1972
counties falling within standard metropolitan statistical areas received over
70% of local shared revenue. The needs of black Americans-are addressed by the
formulas' allocation to county areas with the largest nonwhite population of
much higher than average per capita entitlements.

The Administration feels that these descriptions about the distribution of funds
among States and localities supports a conclusion that the basic allocation for-
mulas are performing reasonably well in responding to need. This is especially
true in light of the difficulty of designing a nationwide formula which meets the
varying governmental and fiscal situations across the country, as well as the
demands of conflicting interests.

Before concluding my testimony, Mr. Chairman. I would like to comment on
the impact which General Revenue Sharing is having on the political process
in States, cities, counties, and towns. The first Brookings Institution report
found some increase in citizen involvement among a sizable fraction of the
jurisdiction included in its sample. A similarly sizable fraction of local officials
surveyed by GAO detected more public Iparticipation in the making of revenue
sharing-related decisions than on other local issues.

It must be admitted that such data provides a less than complete or convincing
picture of the impact of revenue sharing on the process of government. However,
in a broader sense the State and Local Fiscal Assistance Act of 1972 has helped to
revitalize democratic government in the States and communities. The hands of
elected officials who are responsible to the voters and who are concerned with a
variety of issues have been strengthened in comparison to appointive, single
program oriented, often distant Federal, State, and local administrators. After
all, It is these elected executives who have the most to say about use of shared
funds. Increased public concern about the knowledge of the way decisions are
made locally has often resulted from the responsibility of allocating shared reve-
nues among various uses. National interest groups, newly concerned about State
and local affairs due to GRS, have helped generate some of this State and local
activity, as have the public discussions surrounding publication of various
studies of revenue sharing, the original enactment of the bill, and Its upcoming
renewal. The Administration is hopeful that the extent and effectiveness of citi-
zens involvement will increase with time as citizens and the groups who represent
them better learn how, when and where to make their weight felt.

In conclusion, Mr. Chairman and members of the Subcommittee, President Ford
and the Administration are generally satisfied with the way in which the General
Revenue Sharing program has met Its original objectives. It has provided flexible
aid within a balanced system of Federal intergovernmental assistance, provided
States and localities the means to meet the vital needs of their citizens, strength-
ened the political process at the governmental levels closest to the people and
helped to revitalize our Federal form of government. There Is, of course, room for
improvement in any program as well as a need to continue to review its effective-
ness. The President's proposal to renew General Revenue Sharing soon to be
presented to the Congress will address both of these concerns.

STATEMENT OF GRAHAM W. WATT, DIRECTOR, OFFICE OF REVENUE SHARING, U.S.
TREASURY DEPARTMENT

Mr. Chairman and members of the committee. it is a pleasure for me to report
to this Committee, and through you to the American people, on how General
Revenue Sharing is meeting the goals and objectives that were set for it in 1972.
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Although our program has been in existence less than three years, General
Revenue Sharing already has provided substantial fiscal assistance to nearly
39,000 states and localities in the United States. Indirectly, but no less important-
ly, it has provided important services and public facilities which are of benefit to
all American citizens.

With suggestions from members of Congress and assistance from the Admin-
istration, the Treasury Department has administered General Revenue Sharing
with fidelity to the intent of Congress, with dedication to achieving the purposes
of the Act, and with understanding of the diverse needs and capabilities of the
nearly 39,000 governments that receive the funds. Table I is a summary of the
numbers and types of recipient governments.

FEDERAL FISCAL ASSISTANCE

When the State and Local Fiscal Assistance Act of 1972 (P.L. 92--512) estab-
lished General Revenue Sharing, the staff of the Joint Committee on Internal
Revenue Taxation reported that the Act "... intended to help assure the finan-
cial soundness of our State and local governments which is essential to our Fed-
eral system." (See General Eoplanation of the State and Local Fiscal As8ietance
Act and the Federal-State Tax Collection Act of 1972, February 12, 1973.) The
Joint Committee report went on to say that ". . the presence of large deficits in
the Federal budget should (not) in itself preclude Federal aid to State and local
governments in view of the vital need for such aid. To preclude such aid would
imply that State and local fiscal assistance has a lower priority than all other
present expenditures, a position the Congress does not accept."

Accordingly, at a time when Americans were staggering under the mounting
burden of regressive state and local property sales, and other taxes, it was
thought by Congress and the Administration that the more progressive Federal
tax system should be used as a source of relief.

TABLE I.--NUMBER OF GENERAL REVENUE SHARING RECIPIENTS

Indian tribes
and Alaskan

Munici- Native
State name State Counties palities Townships villages Totals

Alabama ...............
Alaska .................
Arizona ................
Arkansas ...............
California ..............
Colorado ..............
Connecticut ............
Delaware ---------------
District of Columbia...
Florida .................
Georgia ----------------
Hawaii .................
Idaho -----------------
Illinois ..............
Indiana ----------------
Iow a ------------------
Kansas ------------ _--
Kentucky --------------
Louisiana ..............
M aine -----------------
Maryland ......
Massachusetts ..........
Michigan ...............
Minnesota ..............
Mississippi .............
Missouri ..........
Montana ...............
Nebraska ..............
Nevada ................
New Hampshire .........
New Jersey .............
New Mexico.......
New York ..............
North Carolina ..........
North Dakota ...........
Ohio ...................
Oklahoma ..............
Oregon .................
Pennsylvania.......
Rhode Istand..

1 67
1 ..............

1 14
1 75
1 57
1 62
1 ------------
1 3
I ---------------
1 66
1 158
1 3144
1 102
1 91
1 99l1051 120

1 62
1 16
1 23
1 12
S83

1 87
1 82
1 114
1 56
1 93
1 16
1 10
1 21
1 32
1 57
1 100
1 53
1 88
1 77
1 36
1 66
1 -------------

399 -----------------------
126 -------------- 92
66 -------------- 18

458 .....................
411 --------------- 54
247 .......... 2

33 149 ------------
54 ---------------------------

386
5101
191

1,266
556
942
610
394
295
22

150
39

533
851
277
871
125
520
17
13

333
90

619
458
347
934
531
232

1,013
8

1p435............1,000-----------

1,150 4

474 3

312 -----------
I, 24 12I, 786 1

. . . . .... . . . . . . . . . . . . V

-340 ... . ...
467 3

.... .... .... 17
222 . . . . . . .232 -----------

930 6

I 24A ~1
1-- 320--- ------

41- 548 1
31---------.....

469
21799
534
523
312
183
581

455
669

5

1 648
870

515
359
516
174
364

1.868
2, 737

361
1,326

189
1,064

51
246
567
145

1,613
560

1,766
2, 343

634
273

2,629
40
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TABLE I.-.IUMBR OF GENERAL REVENUE SHARING RECIPIENTS--Continued

Indian tribes
and Alaskan

Munid- Native
State name State Counties polities Townships villagls Totals

South Carolina 1 46 256 ---------------------- 303
Dakota 1 67 301 957 9 1,335

Tennesmee ........... 1 94 321 .......................... 416
Tezas .................. 1 254 993 .............. 2 1,250
Utah ................... 1 29 216 .............. s 251
Vermont ............... 1 14 55 237 ............. 307
Virgin ................ 1 96 228 2............ 2 327

922............. 1 39 % 2 331
We27 -l-ni --------------............ ..283
Wisconsin .............. 1 72 574 1,260 10 1,925Wyoming ............... 1 23 86 .............. 2 112

Ntol totals .... 51 3,039 15,451 16,467 343 38,351

Stating that "... it is essential that the amount of new aid should be set at
a specific figure so that the cost of the program will be definite and ascertainable
beforehand," (op. cil) Congress appropriated $30.2 billion to be distributed to all
units of general government in the United States over five years extending from
January 1972 through December 1976. The money was to be allocated according
to formulas set forth in the State and Local Fiscal Assistance Act of 1972 using
data supplied principally by the U.S. Bureau of the Census.

Since the first checks were mailed, in December 1972, the Treasury Depart-
ment's Office of Revenue Sharing has distributed $18.9 billion. To allocate and
distribute the money, we have developed a simple procedure that follows the
law's requirements for accurate data, regular quarterly issuance of checks, and
reporting requirements for recipient jurisdictions.

The normal revenue sharing cycle is related to the Federal fiscal year. In
February of each year, the Office of Revenue Sharing obtains, principally from
the Bureau of the Census, the updated data that is to be used to calculate each
government's share of the revenue sharing appropriation for the forthcoming
year. We then review these data elements with each State and local government
and, in cooperation with the Census Bureau, make any corrections needed to In-
sure the data's accuracy. In April, we compute the amounts to be paid during the
coming year and we notify each government of its expected amount: at the same
time, we provide them with their Planned Use Report forms to complete, pub-
lish in a local newspaper and return to the Office of Revenue Sharing. At the
end of June, each government is sent the form on which to report its expendi-
tures and appropriations of revenue sharing funds during the fiscal year ending
June 30th. After the Planned and Actual Use reports have been received, the
Office of Revenue Sharing makes the first quarterly payment for the new fiscal
year, in the first week of October.

The formula that allocates general revenue sharing among all general govern-
ments has been judged satisfactory by most recipients.

The amount to be distributed for each entitlement period first is allocated
among the states according to the three factor Senate formula (population, tax
effort and income), and then is again allocated among the states according to
the five factor House formula (population, urbanized population, per capita
income, state income tax collections, and tax effort). The higher of the two
amounts is selected for each state. Since the sum is greater than the entitlement
period total, each amount is scaled down proportionately. If the three factor
formula is used for either Alaska or Hawaii, a cost of living adjustment is then
applied.

After this interstate allocation, one-third of each state area amount is paid to
the state government, and the remaining two-thirds is apportioned among units
of local government within the state. The amount to be allocated to units of local
government is then divided by the population of the state to establish the per
capita entitlement for all governments within the state.

The local government amount is first allocated to county areas. If this calcu-
lation allocates to any county area an amount which, on a per capita basis, ex-
ceeds 145% of the statewide local per capita entitlement, the county area amount
is reduced to the 145% level and the resulting surplus amount is shared propor..
tionately by all the remaining unconstrained county areas within the state
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Similarly, if any county area Is allocated less than 20% of the statewide local per
capita amount, its allocation is increased to the 20% level and the resulting deficit
Is taken proportionately from all the remaining unconstrained county areas
within the state.

Each county area allocation is then divided into four parts: First, an amount
for Indian tribal governments or Alaska native villages is determined according
to the ratio of tribal or village population to the total population of the county
area.

Then from the remainder, a township allocaton is determined on the basis of
the ratio of all township adjusted taxes to the total of adjusted taxes in the
county.

Next, a county government share is determined similarly, on the basis of
county government adjusted taxes.

The remaining amount is for the other units of local government. The alloca-
tions for cities, towns, and townships are calculated using similar procedures
and applying the 145% maximum and 20% minimum constraints.

This intrastate allocation process is illustrated in the following Figure I.
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Although the allocation procedure has been found generally effective, equity
would be Improved if the maximum constraint were raised. This would permit
more money to flow to some larger urban areas, where needs for services far
outstrip the ability of local governments to meet the resulting costs.

The allocation and payment system outlined in our Act is objective and pre-
dictable. It replaces with published formulas and data and multi-year appropria-
tions the personal discretion and fluctuating funding found in some federal
assistance programs.

General Revenue Sharing relies upon locally established priorities responsive
to individual communities' real needs instead of on Federal prescriptions devel-
oped for universal application. It encourages orderly state and local planning
for officials know in advance, how much money they are to receive and when it
will be paid to them. Its procedures are so easy to understand and follow that
recipient governments do not need to employ additional, expensive staff to cope
with Federally designed paperwork.
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UNIVERSAL ELIGIBILITY

Another objective of General Revenue Sharing is to provide Federal fiscal
assistance to all units of general government In the United States.

Most other Federal aid programs are targeted at one or another specific level
of government or at independent agencies having limited areas of functional
responsibility. Each of the hundreds of categorical aid programs addresses a
particular need that may exist in only a few jurisdictions. It is difficult for many
states and for local governments to identify sources of grants, to prepare and
cope with the applications and to comply with the diversity of Federal regulations
and procedures that apply to all of these programs. Too often, only the more
affluent, sophisticated, larger states, counties and cities can compete successfully.

General Revenue Sharing, on the other hand, was conceived with the idea that
since Americans in all communities have needs which require public service and
since relatively few of these communities can participate in categorical aid pro-
grams for reasons I have just cited, then, some basic assistance should be
provided to all.

General Revenue Sharing is the only program that provides Federally-collected
revenues to all units of general government: large and small, urban and rural,
and in all geographical areas. Nearly 39,000 states, counties, cities, towns, town-
ships, Indian tribes and Alaskan native villages are the beneficiaries of shared
revenues. Table 2 summarizes payments through April 7, 1975, by type of
government.

TABLE 2.-AMOUNTS PAID RECIPIENTS FROM JAN. 1, 1972 THRU APR. 7, 1975

State nam, State Counties Municipalities Townships

Indian tribes
and Alaskan

Native
villages Totals

Alabama .........
Alaska ...........
Arizona ..........
Arkansas ........
California ........
Coorado .........
Connecticut ......
Delaware ........
District ot

Columbia ......
Florida ..........
Georgia ..........
Hawaii ...........
Idaho ............
Illinois.. _.......
Indiana .........
Iowa ............
Kansas ..........
Kentucky ........
Louisiana ........
Maine ...........
Maryland ........
Massachusetts ....
Michigan .........
Minnesota ........
Mississippi .......
Missouri ....
Montana .........
Nebraska ......
Nevada .........
New Hampshire...
New Jersey ....
New Mexico ......
New York ........
North Carolina....
North Dakota.----
Ohio .............
Oklahoma ........
Oregon ..........
Pennsylvania .....
Rhode Island.....
South Carolina....
South Dakota.....
Tennessee .......
Texas ...........
Utah ............
Vermont. ......
Virginia ..........

$106, 595,657
8,151,177

62, 746, 495
69, 510, 107

670, 854, 042
65, 926, 982
79,662, 535
21,513,093

81,346,800
182, 940, 956
131, 235, 067

27, 769, 366
25,409,184

321,490, 473
133, 429, 274

83, 919, 482
60,543,743

119, 366,078
146,682,050
38,310,773

124,631,230
198,483, 338
266, 937, 865
124, 450, 206
107, 730, 187
117,788,182
24, 795, 577
45, 242,176
13, 808, 081
20,065,455

197,304,58540, 936,304
701 017,982
161,145, 301
25,086,436

250,822,997
70, 365,929
62,368,422

330,060,562
28,324,916
88,306,116
27,940,838

118, 634, 753
298, 229, 926
37,112,350
17,661,991

124,558,263

$79,811,942

50,361,9D9
70, 833,435

809, 818, 743
46, 565, 115

20,746,117........ ,...i.-

162, 485, 967
151,975, 678
13,785,221
29.286,689

145, 128, 416
91, 027,087

103,446, 064
61,612,162
87, 677,671

117,231,843
5,082,942

145,159,546
22,853, 112

155,459,927
132,688,249
129, 712,527
77,955, 64
32,917,719
44,942, 342
17, 260,681
5,241,933

139, 546,268
32,313,628

300,426,090
173,513,583
25, 784,127

159,058,849
51,984,173
47, 356, 878

186, 699, 849

90,005,513
32, 593, 747

103,267, 973
220,569,873
36,921,263

434,430
92,153:679

$133, 713, 837
15,610, 757
69, 635, 925
55, 238,944

531,332,619
85, 251,972
85, 046,335
14,328, 555

---- ---- ---- $502 614
----.-.-.-..-- 5,473,525

.............. 439

$74,404,145 12.... ,.....7.

204,068,115 .............. 67,526
110,326,599 ............................
41,753,506 ................
21,250,024 ----- _ 28......21613

375,071,021 84, 200, 590 ..............
144,268,402 31,538,816......
74,369,178 .............. 39 024
52,727,466 6,677,819 24,620

101,332,824................
169,081,739 ------ 1.......1 977
31,631,228 39,760,365 147,619

104,154,181 ...........................
223 428,876 151,235,999 ......
329 785,203 48, 891, 318 87,632
100,936,211 15,347,576 722,432
72,631,500 .............. 139,963

152,024,347 5,375,451..........
14,867,791 ............. 1,799,394
42,449,611 2,888,578 188,852
10,133,099 ............... 214,000
19,023, 527 15,994,890 .............

175,520,213 79,616,846 ...........
40,412,093 ............. 5,262,231

952,937,060 148,175,049 376,761
149,191,324 .............. 351,242

16,806, 213 6,565,389 1,030,470
293,615, 356 48,927, 549 ..............
87,464,599 .............. 1,258, 880
77, 147, 921 .............. 203,642

369,484,186 104, 552, 547 400
40,294, 723 16, 346, 341 ..............
80,005,022 ................
17,320,150 4,024, 127 1,9 0825

136,445, 761 ................
374,361,656 ......... ..... 61,53

36,672,:9 .............. 572, 734
12,186,527 22,765,017 ..............

157,419,760 .............. 5,649

$320,121, 436
24, 264, 548

185, 217, 854
195,582,486

2,012,444, 684
197,870,036
239, 113, 015

56, 587, 765

84,346,800
549, 562, 564
393,537, 344

83, 308,093
76, 227. 510

925,890,500
400,263,579266,773,748
181, 585, 810
308, 376, 573
433, 015, 609114, 932,927
373, 944,957
596, 001, 325
801 162, 145
374 144, 674
310, 214,177
353,143,674
74,380,481

135, 711, 559
41,415,861
60,325, 805

591,987,914
118,924, 256

2, 102, 932,942
484,201,450
75, 272, 635

752,424,751
211,073,581
187, 076, 863
990, 797, 544
84,965,980

258, 316, 651
83, 799,687

358, 348,437
893,223,031III1,279, 33'

53,047, 96
374,137,351
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TABLE 2.-AMOUNTS PAID RECIPIENTS FROM JAN.I, 1972 THRU APR. 7, 1975-Continued

Indian tribes
and Alaskan

Native
State name State Counties Municipalities Townships villages Totals

Washinton ...... 90, 873, 182 81,461,633 99, 535, 101 3,401 773, 299 272, 64, 616Wesd~irginia 81,122,395 48,335,893 5K,00k362 ----------------------- 185,466,650
Wisconsin ........ 158, 038,834 156, 134, 786 134,753,494 25,195,,870 43,197 474,606,181
Wo l ...... 11,669,645 1985238 6011,605 .............. 258, 757 34,925,245

National
totals.... 6,410,917,358 4,806,616,154 6. 500,067,503 937, 487,685 22,833,90 46,871,922,608

THE LOCUS OF DECIIONMAKING

When the State and Local Fiscal Assistance Act was enacted, it was under-
stood that decisions about how shared revenues should be used were to be made
by the recipient governments and not by the Treasury Department. Subject only
to the specific restrictions that protect the rights of all persons and with the
exception of operating and maintenance expenditures in a few areas of local
government activity, the money distributed through General Revenue Sharing is
to be spent as the responsible officials of recipient governments see the needs for
which to spend it.

Priorities for uses of the money are set locally; and the citizens of each com-
munity will hold their own officials accountable for the decisions made.

It is axiomatic to say that a democratic system cannot survive for long when
citizens do not control those who manage the public's business. Since public
business is largely influenced by the purposes for which funds are available,
voters tend to become disenfranchised when the locus of financial decision-
making is removed from their control.

Over the past several decades, as more and more Federal aid programs were
developed to meet more and different needs, power and authority have been
accumulated in Washington at an ever-increasing rate. General Revenue Sharing
was intended to help to reverse this trend.

Our program is succeeding in its objective of attracting public interest and
involvement back into the mainstream of local government decision-making. In
the past two years, members of my staff have participated in conferences and
workshops in nearly every state-meetings that have been organized by public
and private interest groups anxious to inform their communities about this new
program and its new approach to local decision-making. In many communities,
specially appointed advisory boards and committees are soliciting citizens' views
on priorities for uses of revenue sharing dollars. Where citizen participation is
encouraged vis-a-vis General Revenue Sharing, it also affects other aspects of
state and local business.

CITIZEN PARTICIPATION

Revenue Sharing law requires that the two reports which recipients must file
with the Office of Revenue Sharing each year be published locally in newspapers
of general circulation. In adopting this provision, Congress provided citizens with
basic information about their state and local governments' plans for and actual
uses of shared revenues. Since plans may be changed before the funds are coni-
mitted, citizens have the opportunity to express their opinions before the
money is spent.

The Act also requires that shared revenues be spent in accordance with the
laws and procedures that apply to the expenditure of each state and local
government's own funds. Accordingly, if state or local law requires public hear-
ings or other forms of public involvement in appropriating public funds, then the
same procedures are required when general revenue sharing dollars are used.
This provision of the law assures at least the same degree of public participation
in priority-setting for uses of shared revenues as is the case for recipients' own-
source revenues.

The publication requirement and the requirement that funds be spent by
recipients in accordance with existing laws and procedures, when taken together,
have helped to bring the revenue sharing program to the attention of the general
public.

More needs to be done.
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Whenever possible, we in the Office of Revenue Sharing have encouraged offi-
cials to involve their constituents in their decision-making regarding shared
revenues, using procedures which are appropriate to the individual Jurisdictions.
We seek to encourage news reporters and columnists to take more interest in
state and local budgeting and to report the impact our program has had on
uses of pv 'iic funds at all levels of government. We concur in the broadly felt
need to stimulate more effective public interest In government.

USCS OF FUNDS

The Act permits State governments to spend their shared revenues for any
purpose that is a legally permissible use of the State's own funds. Local govern-
ments may spend their money for any capital purpose (capital, as defined by
local law) or for current expenses In any one or more of eight priority cate-
gories: public safety, environmental protection, public transportation, health,
recreation, libraries, social services for the poor or aged, and financial
administration.

Recipient governments are required to report to the Office of Revenue Sharing
for each entitlement perl;>d on their plans for use of the money they expect to
receive, and at the end of each fiscal year on their actual expenditures of shared
revenues

The reports made to the Office of Revenue Sharing are intentionally concise
and simple, in keeping with the desire of Congress that our program not be a
generator of additional redtape, confusion and expensive paperwork for any
level of government. We require that use information be reported In the same
functional categories that Congress established as priorities when the State and
Local Fiscal Assistance Act was passed in 1972.

Any analysis of the ultimate Impact of general revenue sharing on services
at the State and local levels of American government is beyond the scope of our
mission. It should be noted, however, that intensive efforts to measure the
Impacts of revenue sharing dollars on recipients' budgets are underway by a
number of research organizations. The National Science Foundation, the Brook-
Ings Institution and others have undertaken research that will provide useful
information about the ultimate impact of general revenue sharing funds on the
provision of services by States and local governments.

Our reports to the Congress indicate those categories of activity in which
shared revenues have been spent initially. We cannot measure whether or to
what extent funds within State and local budgets have been freed up to be used
elsewhere. The substitution effect is difficult and costly to assess and is the ob-
jective of research by others.

An analysis of the reported uses of general revenue sharing during 1973-74 indi-
cates that more money was spent to support public safety services than for any
other !unction. These expenditures, mainly by local governments, accounts for 230
of eviry General Revenue Sharing dollar spent. The second highest use of gen-
eral revenue sharing funds by all _State and local governments wa§ to fund edu-
cational services and facilities. The use represented 21¢ of every General Reve-
nue Sharing dollar, and dominated State government spending. The third high-
est expenditure of General Revenue Sharing funds was to provide a variety of
public transportation services at both the State and local levels. These services
accounted for 150 of the average general revenue sharing dollar spent in FY
1974.

These three uses of general revenue sharing funds-public safety, education,
and public transportation-accounted for almost 60% of all revenue sharing
expenditures during 1973-74.

It Is relevant to note that a recent public opinion survey sponsored by the
School of Architecture of the University of California at Los Angeles found that
respondent citizens' top priorities for uses of Federal dollars Included educa-
tion, public safety and public transportation.

Other uses of shared revenues by States and local governments, in order of mag-
nitude of total amounts spent, have been: multipurpose and general government,
health services, environmental protection, recreation and cultural programs,
social services for the poor or aged, financial administration, libraries, housing
and community development, and corrections, economic development and social
development. By combining State and local government reported expenditures
during the period July 1, 1978-June 80, 1974, we can obtain an overview of how
the average general revenue sharing dollar was spent by these governments
Table 3 summarizes these reported uses of funds.
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TABLE 3.-REPORTED USE OF GENERAL REVENUE SHARING FUNDS BY STATES AND ALL LOCAL GOVERNMENTS
1973-74

Cents Cents

Public safety ........................... 23 Other uses ----------------------------- 4
Education .......................... . 21 Financial administration ................. 2
Public transportation .................... 15 Libraries ...............................
Multipurpose and general government..... 10 Housing/community development -- 1
Health ------------------.............. 7 Corrections less than -------------------- 1
Environmental protection ................ 7 Economic development, less than .........
Recreation ............................. 5 Social development, loss than ........ .
Social services for poor or aged ----------- 4

Although these statutory categories are useful to summarize expenditures of
general revenue sharing funds, they are inadequate to describe the broad range
of services encompassed. For example, expenditures for environmental protection,
such as improved sanitary waste disposal facilities may represent a major com-
munity health benefit. Some governments may report an expenditure for mini-bus
services as a social service for the aged or poor, others may report it as a
public transportation expenditure, and in a third jurisdiction it may be categorized
as a health program. In reality, most local and State government services ulti-
mately contribute to a better quality of life for all citizens and thus could be
considered as social services.

Surveys and inquiries may strongly suggest that the original limitation to
five years as authorization for this program constitutes a substantial inhibition
on local decisions about the use of the funds. Many officials have limited their
expenditures to capital purposes so as to avoid a future dependence upon funds
which conceivably could be terminated after 1976.

This factor has undoubtedly skewed expenditure patterns in a way not
anticipated by the Congress when it authorized the program for a limited life
ending in 1976.

COMPUANCE

Revenue sharing law prohibits the use of shared revenues in any activity
in which there is discrimination based on race, color, national origin or sex; if
shared revenues are used to pay 25 percent or more of the cost of a capital
construction project, Davis-Bacon Act wage requirements must be met; general
revenue sharing funds may not be used as local match to secure Federal grant
money; for local governments, funds may be used for ordinary and necessary
capital expenditures authorized by law or for operating and maintenance expendi-
tures for public safety, environmental protection, public transportation, health,
recreation, libraries, social services for the poor or aged, and financial
administration.

To assure that the funds are used in compliance with these civil rights and
other requirements of revenue sharing law, an innovative audit and compliance
program has been developed which utilizes existing resources wherever possible.
The Office of Revenue Sharing Compliance program includes these basic elements:
1. Cooperative State audit program

State audit agencies willing to do so will perform regular audits of the local
governments within their States and of State agencies for revenue sharing pur-
poses, using audit standards published by the Office of Revenue Sharing. All but
eight states are now participants in this effort. We expect to achieve total coverage
this year.
2. Cooperative private audit program

Many accounting firms have agreed to include revenue sharing audits as part
of their regular contractual audits of States and local governments. The quality
of these and State-directed audits will be assured by periodic Office of Revenue
Sharing review.
3. Staff audits

Performed by Office of Revenue Sharing staff and by other federal auditors to
adequately cover those governments not subject to audit under a cooperative
program and to assure quality control.
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4. Cooperation with other Federal agencies
Includes exchange of information and Jointly-conducted investigations and

problem-resolution. In October 1974, the Office of Revenue Sharing and the Equal
Employment Opportunity Commission concluded an agreement providing for
cooperation to assure nondiscrimination In public employment where revenue
sharing funds are involved. Our agreement with the EEOC affords access to -
confidential employment data reported to EEOC by public employers. This
information is used in our investigations and analyses of reports of discrimination
in the use of shared revenues.
5. Complaint investigation

In addition to our own efforts to seek out evidence of noncompliance, the Office
of Revenue Sharing staff continues to investigate reports and complaints of non-
compliance with the civil rights and other provisions of our law, whenever these
are brought to us by others.

Our procedure by which citizens may file complaints is intentionally simple,
in order to encourage any person who believes that the law is not being observed \
to initiate a proper investigation. Any person may file a complaint by writing us
a letter or card indicating the location and nature of the problem. The com-
plainant is not required to identify himself, although most are willing to do so.
Names of complainants are kept confidential to protect against possible local
retribution.

Since the revenue sharing program began, we have been generally successful
in our effort to investigate all complaints promptly as they are reported.

Where evidence of noncompliance with the provisions of the Act is found by the
Office of Revenue Sharing, or brought to our attention through audit or by report,
the Office of Revenue Sharing determines the facts, advises the affected govern-
ment of its findings, and seeks prompt, voluntary action to correct. In cases
involving local governments, the Governor of the state is advised and his
assistance to achieve corrective action is sought. When these efforts are un-
availing, the Office of Revenue Sharing proceeds with the administrative remedies
provided in the State and Local Fiscal Assistance Act and regulations or we refer
the case to the U.S. Department of Justice for appropriate action, depending on
the circumstances of each case.

Where we find evidence of fraud, the attorney general of the appropriate
state is requested to take necessary action. Should he fail or decline to act, the
matter Is then referred to the U.S. Justice Department for action.

As General Revenue Sharing has become better known and citizen interest
increases, we have received more reports of noncompliance with revenue sharing
law. Although we have a good record of prompt response to these, our very small
audit and compliance staff must be expanded. We have asked the Congress to
allow us for Fiscal Year 1976 the 21 added audit and compliance positions that
were denied in Fiscal Year 1975.

Thus far, the Office of Revenue Sharing has handled 412 cases of which 172
have been resolved. A summary of our current compliance workload:

TABLE 4.--COMPLIANCE CASES HANDLED BY THE OFFICE OF REVENUE SHARING,'
TO APR. 4, 1975

Special
Nature of case Resolved Active status Total

Civil rights/discrimi nation ............................ 38 88 10 136
Financial/accounting -------------------------------- 4 7 22 4 73
Legal/compliance with applicable provisions 36 59 0 95
Miscellaneous(publication, matching funds,etc.) 51 54 3 108

Total --------------------------------------- 172 223 17 412

I These figures do not include Davis-Bacon cases. Department of Labor regional offices make compliance status deter-
minations with respect to mnlnum wages required to be paid.

Other allegations of misuse of revenue sharing funds brought to our attention
have been investigated and found to lack Jurisdiction or merit.
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ENFORCEMENT OF CIVIL RIGHTS AND OTHER PROVISIONS OF REVENUE SHARING LAW

When a compliance problem cannot be resolved through negotiation or media-
tion, the law provides that the Secretary of the Treasury may "... . refer the
matter to the Attorney General with a recommendation that an appropriate civil
action be instituted; . . . exercise the powers and functions provided by Title VI
of the Civil Rights Act of 1964 (42 U.S.C. 2000d) ; or . . . take such other action
as may be provided by law."

Thus far, the Treasury Department has initiated formal legal action against
two recipient governments: the City of Chicago and the State of Michigan. Both
cases involve discrimination in the use of General Revenue Sharing funds. As to
the City of Chicago case, funds have been deferred pursuant to Court order.

The City of Chicago did not receive revenue sharing checks for the second and
third quarters of the 5th Entitlement Period (January and April 1975 payments).
The amount withheld to date totals $38.4 million. The United States District
Court in the District of Columbia has ordered that the funds be withheld, based
on a finding that hiring and promotion practices in the Chicago Police Depart-
ment are discriminatory. General Revenue Sharing funds have been used to pay
operating expenses of Chicago's Police Department. The case of U.S. el a4 vs. City
of Chicago et at went to trial in the U.S. District Court for the Northern District
of Illinois on March 10, 1975 and is continuing at this time.

On February 19, 1975, the Office of Revenue Sharing requested the Department
of Justice to initiate a civil action against the State of Michigan. Michigan has
applied general revenue sharing funds to help fund the State Public School
Employees' Retirement System. The Retirement System provides benefits to re-
tired public school employees from Michigan school districts, including the segre-
gated Ferndale, Michigan district. (Ferndale was ruled segregated in 1972. Appeal
of the ruling was denied by the U.S. Supreme Court.)

The Justice Department -is engaged in direct proceedings with the Ferndale
School District to bring it into compliance with other Federal anti-discrimination-
laws. Accordingly, the Office of Revenue Sharing's action permits the Federal
government to take a unified approach to resolving the problem.

ADMINISTRATION

The Treasury Department's administration of General Revenue Sharing is per-
formed by a small and dedicated staff, all located in Washington, D.C. For Fiscal
Year 1975, the Office of Revenue Sharing has been authorized a total of 85 posi-
tions. Our request for next year, including additions to our audit and compliance
staff, would provide a total personnel complement of 116 posltions
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The Fiscal Year 1975 appropriation to operate the Office is $2,133,000. Adminis-
tration of the program including data services by the Census Bureau and Internal
Revenue Service currently costs approximately 12/100ths of one percent of the
funds being distributed.

SUMMARY

The legislative history of the State and Local Fiscal Assistance Act of 1972
shows clearly that the Congress intended to establish a new form of federal
financial assistance to state and local governments. The Congress carefully dis-
tinguished general revenue sharing from all "grant" programs.

With general revenue sharing, states and local governments receive funds to
which they are by law entitled-an important distinction from grants for which
governments may apply.

Payment amounts are determined not by administrative discretion but by ob-
jective formulas which divide a national appropriation among the states and
local governments according to published data which measures their relative
population, tax effort, per capita income and similar factors.

General Revenue Sharing is bringing about better and more responsive govern-
ment at all levels. As a program, it responds to the unique needs of states and
local governments. As a new system, it offers opportunity to serve the American
public with dependability, yet flexibility, in such a way as to recognize and en-
courage the combination of national unity and local diversity that has made ours
the strongest of nations for nearly two hundred years.

Senator HATHAWAY. Next we have a panel of mayors from the U.S.
Conference of Mayors, the National League of Cities; Mayor Kenneth
Gibson of Newark, N.J.; Mayor John Orestis of Lewiston, Maine; and
Mayor Kyle Testerman of Knoxville, Tenn. And Mayor Walter Wash-
ington was going to testify separately, but I understand he would like
to join the panel; we are glad to have you join them.

I know that Bill Brock and I are going to be accused of provincial-
ism in regard to two of the witnesses here, but I can assure the panel
that it is not true in either case. I speak, particularly, for John
Orestis, who I have known for many years, who has served very well
and ably as the mayor of the city of Lewiston. And as we have had the
benefit of his input previously when he testified before the Banking
Committee, just about a year ago, in regard to mass transit, the testi-
mony was well received at that time, and I know it will be here today.

Bill, would you like to say something?
Senator BROCK. Mr. Chairman, we, as I said earlier, have four dis-

tinguislod mayors; I have heard all of them, I think, testify before,
except Mr. Orestis.

Mayor Gibson testified before our Intergovernmental Relations Sub-
committee earlier; it was very eloquent testimony. And, as I said, I
particularly appreciate your invitin Ma or Testerman of Knoxville.
Ido not know of many cities in the United States that are more blessed
with remarkably good leadership than Knoxville, and we have a first-
rate administration in the leadership of Mayor Testerman. And I am
just proud he is here, and I am grateful for all these gentlemen taking
the time to join us and to afford us with their insights.

Senator HATHAWAY. All of your statements, gentlemen, will be
made a part of the record, and we will have each one of you testify.
You may summarize your statements as you wish, and then when all
of you are through testifying, we will ask questions.

I guess we will go left to right.
Mayor Washington, welcome to the committee.
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STATEMENT OF HON. WALTER E. WASHINGTON, MAYOR,
DISTRICT OF COLUMBIA

Mayor WASHINGTON. Thank you, Mr. Chairman.
I thought since we were all members of the National League of

Cities and the U.S. Conference of Mayors, and I had had a personal in-
vitation, that it would be helpful if we were all together, because I
think we are indeed together on this subject.

I have submitted my statement for the record, and in the interest of
time, I will just go through a couple of the high points.

First, that in the District of Columbia, as in other local jurisdictions,
demands for public services have been growing more rapidly than
revenues. The State and Local Fiscal Assistance Act of 1972 estab-
lished an important mechanism, in our view, for using the Federal
Government's strong revenue-raising powers to give financial relief
to local governments. We have indeed used the revenue sharing funds
to provide a broad range of services to residents.

My statement will indicate the breadth of those provisions, but I
will talk particularly to the flexibility with which we have been able
to particularly treat some of the more difficult problems, such as sub-
sidized day care service, and the work that we have done with the city's
residential treatment facilities for mentally retarded and the Al-
coholic Rehabilitation Center, and the D.C. Village, which provides
care for the elderly. These funds have been used in a broad area of
social services, and we are here today to support the continuation of
general revenue sharing. We believe it is a viable mechanism.

I think that the resounding bottom line is, we like the flexibility.
The problem we see is in the level of funding. We are hopeful that the
committee will see fit to provide for multiyear appropi nation, which
we believe is expressly important for us in our financial planning.
And I would urge you to continue this aspect of the program. And at
the very least, an appropriation 1 year in advance would be made so
that the State and local governments can actually take revenue sharing
funds into account in their budget planning when they have to fore-
cast in some cases--as we do-10 months in advance.

And I indicated that while I enthusiastically support the continua-
tion of the program, I would suggest one or two changes. First, I
would recommend deletion of section 104 of the State and Local Fiscal
Assistance Act of 1972, which states that: "No State government or
unit of local government may use, directly or indirectly, any part of
the funds it receives under this subtitle as a contribution for the pur-
pose of obtaining Federal funds which requires such government to
make a contribution in order to receive Federal funds."

It seems to us that this restriction places an undue burden on the
accounting function of State and local governments, and it restricts
the expenditure of funds in high priority areas such as education,
health, and social services, where Federal grants are usually received.

The allocation formula, we believe, should be reexamined to deter-
mine if funds are going to the jurisdictions where the needs are
greatest. While the limit on the amount allotted to States does not

52-602 () - 75 - 4
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affect the District so much, it does reduce the funds to other central
cities. The formula itself should reflect the unique problems of the
Nation's central cities.An analysis done by the city of Washington of the initial revenue
sharing allocation indicated that the District's percentage share of
the total allocation equaled the percentage of the total Federal income
tax revenues paid by the city residents. The amount of the appropria-
tion should also be increased. Revenue sharing represents less than 3
percent, for instance, of the District's proposed fiscal year 1976 gen-
eral fund budget. At the very least, annual increases should keep pace
with inflationary costs.

I think, Mr. Chairman, that fairly well summarizes our position.
And the one other thing that I might mention, before I conclude, that
gives us some concern is one on population estimates. We feel that the
data used to compute the District's estimated population probably
resulted in an underestimate of the city's population. One reason for
this underestimation is the undercounting of black residents that takes
place during every census.

I raised this question in the last census and did receive some ad-
justment; we were not entirely satisfied with the total adjustment.

e are. also concerned over the general tax effort factor which rep-
resents the net amount collected-from the State and local taxes, divided
by the aggregate personal income attributed to the locality for the
same period.

The first problem with the factor is that the State and local tax
effort does not include special payments, such as-in our case-the
Federal payment which compensates jurisdictions for the presence of
tax-exempt property, institutions, and individuals. And I am sure
Mayor Gibson will have a similar problem in that regard.

Mr. Chairman, I appreciate the opportunity to summarize my state-
ment; I have tried very briefly.to summarize our position and our
view, and join with the mayors in our concerted effort to urge upon
you the importance and significance of this piece of legislation. Thank
you.

Senator HATHAWAY. Thank you very much, Mayor Washington.

STATEMENT OF HON. JOHN C. ORESTIS, MAYOR, LEWISTON, MAINE,
ON BEHALF OF THE NATIONAL LEAGUE OF CITIES AND THE U.S.
CONFERENCE OF MAYORS

Mayor ORESTIS. Thank you.
Mr. Chairman and members of the committee, before I summarize

my statement I would also like to enter into the record, and the
committee has copies, the statement of the National League of Cities
on general revenue sharing. This is an institutional statement, and
I will not summarize this.

Senator HATHAWAY. Without objection, it will be made a part of
the record.

Mayor ORSTIS. I might point out, Senator Brock that the National
League of Cities has done the type of survey that Mf r. Watt referred
to. The results are part of the study in here, and will be updated.

Senator BROCK. Thank you.
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Mayor ORwris. Mr. Chairman, and members of the committee, I
think the purpose of the mayors here today is very briefly to touch
upon some of our experiences with revenue sharing and some of the
economic problems that we are having that revenue sharing has helped
alleviate, and the reenactment and continuation of revenue sharing
will continue to aid in the alleviation of.

Lewiston, as the chairman is aware, members of the committee, is
a small city with a budget of only $14.6 million. In terms of the other
gentlemen at this table, that is relatively small, but 8 percent of that
budget was funded with general revenue sharing, and we have-
because of our industrial nature and the general economic plight of
the Nation, especially the Northeast-some real problems in city
government.

Welfare is up 68 percent; food stamp usage up 44 percent.; unem-
ployment in our city has gone from 5.8 percent to 12.6 percent in a
year; collection of taxes is down; and purchases-especially of petro-
leum products-have risen. For instance diesel fuel, 156 percent;
number 6 fuel oil, 286 percent. And I could go on, but the impact of
it is that as it costs more and more to run the Federal Government,
it costs more to run local government. And as we are into this fourth
year of revenue sharing, local government is starting to depend upon
revenue sharing as a valuable partner in the funding of local govern-
ment services.

The reenactment of revenue sharing would help do something that
it has already started to do, and that is, stabilize the local tax rate.
Nobody in our city, or in cities in my State, make the determination
or have the hopes that we are going to be able to lower the local prop-
erty tax rate because of revenue sharing in the future. The local prop-
erty tax rate in my city is going up three mils this year, but without
revenue sharing, it most likely would have risen another three mils.
So that the stabilization of the local property tax rate has been an
important part of revenue sharing's impact on local government.

Senator HATHAWAY. What is the mil rate now, JohnI
Mayor OR1sTIs. The mil rate is going to be close to 38 this year.
Senator HATHAWAY. It has been 35?
Mayor O1vsans. It was 34.5 last year, sir.
Senator HATHAWAY. Thank you.
Mayor OEsIS. Our fear is that if there is not a reenactment of

revenue sharing, if there is not a permanent commitment to revenue
sharing, if there was not a substantial increase in the funding levels,

". that it is going to be a regressive move on all of our parts in terms of
financing Government, because it places a burden on the most regres-
sive of the taxes-the property tax.

It is difficult for you gentlemen, as United States Senators and your
counterparts on the other side of the Hill, to vote for a tax increase,
or to deal with a budget which creates the kind of deficits which you
are dealing with this year. It is even more difficult for us to present
to the people a regressive tax which increases year after year. It is even
more difficult for us to indicate to the people that because we cannot
do deficit finance of local government, because we cannot carry a deficit
from year to year, that they are going to have to pay more, and more.
and more. As has been pointed out in some of our central cities, the
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recapture of the house purchase price can occur in 10 years just in
property taxes

The use of general revenue sharing in Lewiston-and we have had
an opportunity to spend about $4.5 million-has gone for such things
as storm sewers, road maintenance, fire protection, upkeep, renovation
of Government buildings, sidewalks, roads, bridges, local mass transit,
subsidation, these kinds of things.

One of the criticisms of the program from the Congress and from
: some proponents of the program, we know has been that there has been

not enough emphasis on the spending of general revenue sharing
moneys in alleviation of social problems. We feel that the spending of
the moneys in the areas that we have spent it has had a double-barrel
effect. First, we spent the money in blighted neighborhoods and in
areas of the city that have, in fact, alleviated social problems. And
second, it has given us flexibility within our own city budget to such
funds as model cities, our own tax money, for the alleviation of social
problems and the funding of social programs.

The restriction on the general revenue sharing legislation that does
not allow us to use it for Federal match has made the decisionmaking
process such that many local governments have opted to use it for
more operational things than social problems because they cannot use
it to turn over and get a match. And they have, however, created flexi-
bility so they can use their own moneys and model cities moneys, for
instance, in my city, for match money to fund social programs.

Another complaint that we hear from some Members of Congress,
and from some opponents of the program, is that there has been a
lack of citizen participation in determination of the spending of these
moneys. Citizen participation, as the chairman is well aware, in Lewis-
ton, is an everyday thing. We have a very decentralized form of gov-
ernment with at least 75 people making every decision. So we feel
that citizen participation, at least in our city, although it is unique,
has been very high.

Generally, all of us are here to give you the same message. And the
league and the Conference of Mayors are here to give you the same
message. And the league and the Conference of Mayors are here to give
you the same institutional message that revenue sharing-the reenact-
ment and continuation of it-will allow us the continued local flexi-
bility of funding uses and the continued ability of local officials to meet
local needs on our own priorities without strings attached and without
creating problems to rmeet categorical grants or bending our problems
to meet categorical grants.

We have determined, we believe, and we tell you that general rev-
enue sharing is a vital partner in the funding schemes and patterns of
local government. We need it; our dependence on it, grows yearly. We
need reenactment, we need a long-term commitment, we need more
money, and, sure, we are all in favor of revenue sharing as recipients.
We recognize we are not the most objective witnesses you will receive
regarding the reenactment of revenue sharing; we know there are some
areas that need reform, we know that you are having some citizen
participation problems, that some people want to see a more need-
oriented formula. We recognize all of those things, but what we say
to you is, reenact it, give us a long-term commitment, help us in our
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funds to good use.

Thank you, Mr. Chairman.
Senator HATHAWAY. Thank you very much, John.

STATEMENT OF HON. KENNETH A. GIBSON, MAYOR OF
THE CITY OF NEWARK, N.J.

Mayor Gmsow. Thank you very much, Senators. My name is Ken-
neth Gibson. I am the mayor of the city of Newark, N.J. We are
honored to appear to present this testimony.

We have all supported revenue sharing in the past and we are here
to support its continuation for many years in the future. I believe that
unlike any other program administered by the Federal Government, it
offers each municipality the opportunity to utilize the funds it receives
under the program, according to that municipality's own needs and
priorities.

Mayor Orestis has stated that we do not have to start to adjust our
priorities to fit the pot of money in categorical programs. In Newark,
we have used the general revenue sharing funds to maintain the
delivery of basic city services.

Public safety and sanitation, and education are the traditional re-
sponsibilities of any municipal government. In recent years, certainly
in the last 20 or 30 years, city halls have expanded their responsibilities
in order to provide additional services.

Most of us have introduced extensive health care programs in our
cities to aid those who could not afford their own health care programs.
We have instituted public assistance programs for those unable to
work. We have instituted, with the help of the Federal Government,
manpower programs to return the unskilled to meaningful places in
our society. We have started to build, and manage, housing which the
people could afford. We have introduced programs to aid the con-
sumer, clean our air and rivers, promote economic growth, and create
mass transit systems, to name a few of the relatively new programs.

To some degree, cities have absorbed the cost of these added services
I know in the city of Newark we have absorbed a great deal of the costs.
However, more and more of the money for these important programs
has come from State and Federal Government as Americans have come
to recognize not only the need for these programs, but also the increas-
ingly limited ability of cities to afford these programs on their own.

Yet the delivery of basic services still remains the major responsi-
bility of city government. And, while categorical programs have pro-
vided outside funds-mostly Federal funds-to help meet the cost
of additional services, the Federal Government has continued under
the assumption that cities could continue to afford the cost of basic
services simply because we were already paying for them.

If this were once true, it is no longer so. The cost of maintaining
basic services has risen incredibly. The major portion of these costs
is in personnel. More than three-quarters of Newark's operating budget
pays the salaries of our policemen, firemen, teachers, and
sanitationmen.

Federal programs have helped us train our teachers, helped us buy
better equipment for our police force, and helped us plan to recycle our
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garbage-and these are very important things we vitally need-but the
cost of paying these employees remains essentially our own.

And, with inflation, increased fringe benefits, and earlier retire-
ment, the cost of personnel has multiplied many times over since the
Second World War.

In fact, the cost of maintaining basic services has become so high
that it is slowly strangling urban America. Most cities have only one
means of raising the money that the city needs to maintain basic
services, and that is the property tax. With no other alternative, city
after city has faced the unpleasant prospect of cutting vital services or
raising the property tax.

In Newark, we have had to do both. Property tax, as we all know, was
development many, many years ago at a time when it was probably an
equitable tax. I do not believe that that is any longer true. I do not
think it is any longer a measure of a person's ability to pay, which I
think is a fair yardstick to use on a tax.

As the Senator has pointed out, in the city. of Newark, a $20,000
house now, Senator, pays almost $2,000 a year in property taxes. That
is a $20,000 house, fair market value, 100 percent assessed valuation.

People cannot afford that kind of property tax. And, with that being
a nonproductive vehicle for meeting the needs of the people in this
present age, general revenue sharing then offers an alternative to those
of us who have suffered most from the inequities of the property t aix.

It enabled us to provide public services while, in fact, reducing an
already overburdened property tax structure. This year we cannot even
do it with general revenue sharing. In Newark, the property tax rate
has gone up. The services have been cut. I have had to lay off hundreds
of city employees, including policemen and firemen, because we just
cannot anticipate the revenue to continue to carry the personnel costs.

Revenue sharing, then, enables us to continue somewhat the basic
services. In this way, we hope to alleivate the pressures which are still
slowly eating away at the economic foundations on which the city
exists.

In this way, in using general revenue sharing in this way, we can
make our cities more attractive to businessmen and developers and
promote the kind of new growth that we must have.

General revenue sharing, in my opinion, must be reenacted. Without
it, the burden on the local tax resources will increase as never before.
Everything that we will have achieved from the first 5 years of revenue
sharing support will be lost. And, whatever opportunities the future
might have offered for rebuilding our cities, will become that much
harder to achieve.

Now, as chairman of the Conference of Mayors' Advisory Board, I
personally would like to take this opportunity to submit for the record
the conference's policy position on general revenue sharing. Since the
year 1967, we have supported the concept of general revenue sharing.
At our last annual meeting in June of 1974, the U.S. Conference of
Mayors adopted the following policy position-and I quote:

The U.S. Conference of Mayors establishes the re-enactment of the general
revenue sharing program as one of its highest legislative priorities for the 94th
Congress and urges the 94th Congress to re-enact the program at least one year
prior to the termination of the current program to assure continuity and certainly
for local budgetary planning.

Moreover, the Conference endorses the concept that the new revenue sharing
program be funded commensurate with the growing needs of the cities and that
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the new program continue to operate outside the appropriations process. The
extension of general revenue sharing must fully take into account the degree to
which inflation has eroded the dollar value of the program.

Senator HATHAWAY. Thank you very much, Mayor Gibson.

STATEMENT OF HON. KYLE TESTERMAN, MAYOR OF THE
CITY OF KNOXVILLE, TENN.

Mayor TnSTERMAN. Mr. Chairman, distinguished members of the
committee, our own highly respected Senator and good friend, Sena-
tor Bill Brock, I can only join with and echo the previous remarks of
my very distinguished colleagues appearing w-ith me today, that we
express our appreciation to this committee for giving us an opportunity
to share our thoughts and comments.

I would like to explore with the members of this committee the
positive impact the 1972 State and Local Fiscal Assistance Act has had
on management within our city, and the improved delivery of govern-
mental services which this program has provided to those whom I
represent.

My limited remarks will be dedicated to sharing with you some
observations that have made me a firm believer in both the philosophi-
cal and practical applications of the general revenue sharing law. I
think, at the outset-which I certainly need not remind you-this
revenue sharing law embodies those constitutional principles of Gov-
errument, "b'I e people" which we will soon celebrate during the
Bicentennial of our Nation's birth.

The fundamental premise underlying the American federal system
is a concept that government must remain close to the people it serves.
Within this concept and system, it is the cities that are most directly
in contact with the people and should, therefore, be the units of govern-
ment most responsive to their needs.

But as indicated by my distinguished colleagues, I think para-
doxically this crucial role implies that the cities have the resources
and the capabiliites for meeting these needs.

Yet, as a participant in the "President's Conference on Inflation"
approximately 7 months ago, we heard time and time again that
America's cities are being squeezed in a financial vise as never before
since the Great Depression.

One jaw of this vice is the rapidly- increasing need to deliver services
within our communities. The other jaw is the inability of many cities
to raise the revenues required to maintain even their present degree
of health.

And all of us know what some of our cities have gone through,
the shock waves of increasing interest rates, the hi her costs of gov-
ernmental services, have been felt by all of us throughout all of
the 39,000 local governmental entities.

And with this ominous cloud of inflation hanging over our heads,
I think it becomes, once again, abundantly clear that revenue sharing
must be extended during 1975, for practical as well as philosophical
reasons.

Since October of 1972, the date of revenue sharing's birth, we all
know that inflation has cut deeply into the "windfall"-and this
term, in my personal opinion, is irresponsible-which many label the
dollars designated to flow from this program.
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For example, the $6 billion in revenue sharing funds set aside by
Congress in 1972 for use in 1974, were in reality only worth approxi-
mately $5 billion, as adjusted by inflation. In Tennessee, the gap be-
tween those revenues necessary ior operation of local government, and
those revenues actually available, are just as staggering.

A conservative estimate finds a revenue gap of $425 million existed
within Tennessee's 300 municipalities during the first half of this
decade. I might add that this figure is not for Tennessee's four metro-
politan areas alone, but is felt in less populated units of local govern-
ment such as those with a population base between 3,000 to 10,000
residents, where an $18 million revenue gap exists.

This is not a pleasant tale to tell, but the fact remains that revenue
sharing is not a "luxury" but, in fact, is a "necessity" if local govern-
ments in Tennessee and elsewhere are to serve the local taxpayer
who, after all, is the Federal taxpayer as well.

And I think no longer can any of us be fooled into believing that
somehow his Federal tax dollar is raised from sources other than
his own pocket. The local and the Federal taxpayer is one and the
same. As a result, revenue sharing must be reenacted in order to
insure a fair return in local services for local tax dollars invested
with the Federal Government.

I think the citizens of Knoxville, and communities throughout the
Nation, will no longer tolerate situations as existed in 1970 when
the Federal Government expended $23.9 billion in aid to States and
local governments, while the citizens of cities and States throughout
the Nation contributed $90.4 billion in income tax receipts to the
Federal Government.

This percentage equals 26.4 percent of the income tax receipts spent
for aid to cities and States in 1970. This percentage shrinks even fur-
ther when total Federal receipts, including corporate income taxes,
excise taxes, and other components of Federal fund resources are added.
Now, I feel that this situation-and my colleagues do--is no longer
tolerable.

I think, without question-as has been emphasized by the other
mayors before me--the time has come to extend the general revenue
sharing law as a method to reinforce those governmental institutions
which are closest to the people.

Senators, the answer to this fiscal crisis is not more Federal cate-
gorical grants. The day-to-day demands being placed on all of us by
our constituents can no longer be answered by sending our city officials
to Washington to roam the halls of HEW, HUD, DOT, and other
Departments in an effort to coax aid out of these agencies laden with
redtape.

We no longer have the time to prepare reams and reams of paper to
justify, qualify, and document receipts of over 500 possible grant-in-
aid programs. And I think that basically, speaking for the citizens of
Knoxville or any other community, they no longer need a far-removed
Washington bureaucrat to decide what are the priorities of our com-
munities, especially when the decisions of that official are not subject
to evaluation at the ballot box. Nor do we appreciate the insensitivity
of a Washington bureaucrat who queries "in what section of southern
California is Knoxville."
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As appreciative as we may be of these Federal grant-in-aid dollars,
when finally received, we need money today to hire policemen, firemen,
to carry out all of the services mentioned by my distinguished col-
leagues before me, to operate our various departments of city govern-
ment as well as meeting new and costly Federal guidelines such as those
placed upon local governments, such as EPA.

At this point, I would like to discontinue any further remarks and
just briefly run through the impact--quickly-that we have had in
Knoxville. But I would like to express the appreciation of all Knox-
villians to Senator Brock for his leadership in reversing the flow of
decisionmaking power and financial resources from Washington to our
local governments.

We applaud Senator Brock for his role in the development of the
1974 Housing and Community Development Act, and many other pro-
grams that he has fostered and worked with you distinguished Sen-
ators in.

In regard to the impact, I will briefly run through them as far as the
specific programs, as the other mayors have done. We employed addi-
tional uniformed police officers, and purchased additional equipment
to support them. We have relocated our main headquarters and re-
paired several outdated fire halls.

We have had extensive programs of horticultural maintenance, rec-
reation, and beautification of city parks. We have provided programs
of ordinary and necessary equipment acquisitions to maintain the
drastic and necessary levels of services in the areas of street cleaning,
refuge collection, building inspection, and disposal, to provide for and
equip a total citywide program of safety to comply with OSHA
guidelines.

Also, to provide for the expansion, repair and maintenance of cer-
tain segments of the sanitary sewerage system, and to fund certain
equipment acquisitions to insure quality services in the future; to pro-
vide additional funding for the planning, design, maintenance and sig-
nalization of the traffic network of our transportation network on our
capital funding, our municipal zoo, to provide operational and capital
funding for 12 recreational centers in economically depressed areas of
the city; and to provide for special programs and services in these cen-
ters specifically for the elderly and socially disadvantaged.

To fund the city's portion of the joint city/county library system;
to provide monetary grants to 17 community agencies providing serv-
ices for the poor and aged; to fund the meals-on-wheels feeding pro-
gram and the dental services program for the poor and aged, and
many other programs of this nature.

I think that that not only. shows the responsible nature of our ex-
penditures, but the responsive nature of our expenditures.

In conclusion, once again let me thank you all for allowing us to
participate and share with you our thoughts and comments in relation
to the impact that this very important piece of legislation has had on
our own local community.

Sentaor HATITAWAY. Thank you very much.
Gentlemen, let me ask all of you if you are satisfied with the intra-

state allocation of the revenue sharing money. If not, what changes
would you suggest?



Mayor WASHINGTON. I do not have a State, so I will let one of the
others answer.

Senator HATHAWAY. I could ask you along that line whether or not
you think the District of Columbia would be treated even differently
than it is now. It is treated as a State under the act.

Mayor WASHINGTON. I think our treatme -is very much like a State.
Senator HATHAWAY. Do you think there are any special problems in

the District that require a different kind of treatment?
Mayor WASHINGTON. I think in my statement I have outlined them,

Mr. Chairman. I did not want to linger on it because I am unique in
this situation. I do have a problem with respect to the allocation of
Federal payment and its relationship to general revenue sharing which
I think I dealt with.

Senator HATHAWAY. On the matching funds, you mean?
Mayor WASHINGTON. Yes; on the matching funds.
Senator HATHAWAY. John?
Mayor ORETIS. We have not had a great deal of difficulty with that,

Senator.
Senator HATHAWAY. Some have suggested that. the maximum allow-

ance be raised, that the minimum be changed or removed altogether.
Mayor ORESTIS. I was in favor of removing minimums for our size

of city, but in this particular case I have not addressed myself to that
problem, Senator. I do not know if either of the other mayors have.

Mayor GIBSON. In New Jersey, we, because of our relationship with
the State administration, have not had the problem. I can see that it
could exist in other places, but we have not personally had the problem.

Mayor TESTERMAN. I would only recommend that I do believe that
both the minimum and the maximum would need some serious review
by this committee to see that certain inequities do not exist within
certain localities, which I do understand are apparent now and have
presented serious interstate types of problems in many areas. In ours,
I must admit, it has not presented that serious a one to this point;
but I do think in others it has.

Mayor ORESTIS. Senator, I might also suggest that our institutional
committees are looking at all of the formula issues and would be
happy to provide the results of our own deliberations to the committee.

Senator BROCK. If the Senator would yield?
Senator HATHAWAY. Certainly.
Senator BROCK. It is true that the League of Cities has requested

an adjustment upward in the ceiling because the problem is where
we have a formula and then we do not let the formula work; where
we have a particularly depressed or a poor area, we put that 145
percent ceiling on and, in effect, deny the application of the very for-
mula we have written, I think.

Mayor Orestis?
Mayor ORESTIS. Yes; that is included in the League of Cities state-

ment, which we have entered for the record.
Senator BROCK. Yes. You take that position in the paper you have

submitted, I think.
Mayor ORES s. Yes.
Senator HATHAWAY. I just want, to note for the record, that one

problem on that score, according to the national journal report, if the
formula is changed, 111 cities would lose money; only 42 would gain
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if we increased the ceiling, which may pose a problem. This is, not
that we do not recognize that the larger cities probably do need more,
to take care of the poor in particular.

Let me ask you, Mayor Gibson, is not the revenue sharing sImply
going to postpone the inevitable decision that has to be made in New
Jersey to adopt some better, more progressive form of taxation?
Forty-one States in the Union, for example, have an income tax, 28
of which I think is just patterned after the Federal income tax. New
Jersey is one of the nine that does not have any income tax whatso-
ever. I guess that accounts for the fact that you have a very high
property tax. That, of course, is not helping you at all in New Jersey.
I presume that people are reluctant to buy property in areas where
they have to pay such high taxes, especially with interest rates as
high as they are.

Should we not adopt some more stimulus in the revenue sharing
formula to induce States to adopt the income tax or progressive
taxation?

Mayor GIBSON. Yes2 sir. We have discussed this one at length, and
we believe that ways should be used to stimulate States to do their
adequate share as far as tax effort is concerned.

I would question whether or not the revenue sharing measure itself
is a total tool for that. In New Jersey, by the way, we have been under
a court mandate, the State has been under a court mandate to adjust
this tax structure, basically because of the education issue. The court
recently has given the State legislature, I believe another 6 months.
So, therefore, by the end of June, because of the 6 months expires at
the end of June, I Would expect that whatever the tax measures would
be, and I hope it would be a graduated income tax or some form of
income tax, will be passed by the legislature, because the State supreme
court has mandated that they act.

So I do not think that the general revenue sharing action, that we
hope you will take soon, will have any effect on the'fact that the
State of New Jersey must come up with a broad based tax to deal
with the funding for public education.

Senator HATHAWAY. I see. But is that confined to public educationI
Mayor Ginsow. It is not confined. The court mandated it in the

case that they have to come up with a measure. The measures that
are being considered by the legislature include measures that will in
addition to dealing with the public education problem, deal with the
State's problem; because it is still, in my opinion, in the dark ages as
far as its tax structure is concerned. So when they do it, they will
do it to deal with the State's entire budget problem.

Senator HATHAWAY. All of you have testified against categorical
aid program, in favor of general revenue sharing. Could we not
solve your problem by making the guidelines and the rules pertain-
inf to categorical aid programs a little more flexible?

Mayor TSTFARMAN. Anything would help.
Senator HATHAWAY. In lieu of revenue sharing, I mean.
Mayor TESTERMAN. No; I do not believe that would be the answer

to it. I think revenue sharing, as is pointed out here, has become a
fiscal assistance, and can complement and expand beyond the cate-
gorical grant programs in many areas.
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I do not feel that going back to the categorical grant program, even
with flexibility to meet the basic needs that we have, in order to estab-
lish priorities and to meet the needs whatever our various needs might
be in our own local communities.

Mayor WASHINOTON. I think, Mr. Chairman, I certainly believe that
as well. The difficulty with going back, you are talking about going
back to make something, that has proven unworkable in terms of its
categorizing people and programs, more flexible, when we have a
mechanism that in itself creates the kind of flexibility that permits us
to deal with the whole substance of service.

For instance, I am looking at the categories in manpower. You have
three categories, and a person comes in and he gets stuck in one cate-
gory. He needs all three of them, really, to come out as a trained indi-
vidual, a trained person that relates to a job structure. I do not know
just what you could do to make that more flexible. But built into the
revenue sharing provision is the flexibility which I think is significant.
It permits you to go beyond the range of any category. I would cer-
tainly support that, instead of tr3 ng to go back to a category that
has proven unworkable.

Mayor ORnsris. The cther problem is, Senator, that you have the
whole question of Federal funding and bring money back to the local
level; it is one that could be answered very easily, but it is a monu-
mental question, and that is, how are we going to get rid of our biggest
problem, the regressive property tax. How are we going to take Fed-
eral, State, and local governments, and reshuffle the taxing patterns
of the three governments so they are all on a progressive basis, in which
case maybe we would not even need the return of Federal dollars.
Maybe the dollars would be going to the right place in the first place.

You mentioned before the problems about revenue sharing perhaps
being kind of a holdback against States becoming progressive; in New
Jersey, for instance, instituting an income tax. Maine has an income
tax, and yet the State government, in a year of recession like this, the
Governor writes his budget and finds places to cut costs. He does not
cut costs. He passes them on to local government, so that we end up
with not a more progressive return of State revenues, but in fact a step
backward. So, until the whole tax structure is changed, we are going
to need both categorical grants and general assistance from the Federal
Government. There is no other way we can meet our local needs. The
good thing about general revenue sharing is, it lets us meet certain local
needs without being structured by catalog to domestic assistance, or a
book of regulations or the Federal Register-things that really hamper
us in the administration of programs for local problems.

Senator HATHAWAY. Is your need for money for police forces caused
by the fact that the Legal Law Enforcement Assistance Act is not
funded well enough, or cause of the specific categories you have to
spend the money in?

Mayor OiEmTis. A little bit of both. But I think specific categories in
our particular instance is more constraining than the funding levels.
We have been funded by LEAA for certain programs that I as an ad-
ministrator did not feel that we needed the funds for. Yet we went
after them, and these were administrations before mine, because they
were there and because we would get certain kinds of -equipment. In
Lewiston, Maine, where we have not had anything more serious than



57

a Fourth of July overflow in the city park in 10 years, there just
really is not a great need for riot helmets and riot guns, and we have
a garage full of them now.

So, you know, we need more cruisers to patrol our rural areas and
that kind of thing. We can meet that kind of need better with general
revenue sharing.

Senator HATHAWAY. Thank you.
Senator PackwoodV
Senator PACKWOOD. Do any of you see anything wrong with using

general revenue sharing money to reduce local tax burdens?
Mayor TESTERMAN. No. From a personal standpoint that is what I

assume the Fiscal Assistance Act is supposed to do. In some circles, it
is talked about like it is a sin. But I think it is very important in many
areas that it be adjusted. As indicated, I think by Senator Brock and
possibly by yourself earlier, Senator, was that in many areas the base
of local taxation had gotten to the point of where it was drastically
too high. There needs to be an adjustment downward to help in areas
of the elderly and social areas.

Senator PACKWOOD. It seems to me in Newark, even if the court
decision stands and you get a new base for school financing, you are
still going to have an incredible property tax, even if education is
taken off youtr shoulders. I do not understand-I do not blame you-
I just do not understand how a city can operate with that kind of
property tax.

Mayor GIBSON. Senator, we will still have a high property tax. The
thing that I think is most important is that of the city's operating
budget, very close to half of it that is raised from the property tax
is now going into the funding of public schools. So let us use 40 percent
as an example. If I had 40 percent of my problem relieved from my
shoulders, even though we still have a high property tax-

Senator PACKWOOD. You would still have one of the highest property
taxes in the United States.

Mayor GIBsON. I would take 40-percent relief.
Senator PACKWOOD. Let me pursue this question, the allocation of

funds between State and local governments, or perhaps between big
cities and small cities. In Mayor Washington's statement, when he says
the formula itself should reflect the unique problems of the Nation's
central cities, I sense, Mayor, you were talking about bigger cities as
opposed to smaller cities. Is that a fair statement?

Mayor WASHIINGTON. Bigger cities, yes; not necessarily opposed to
smaller cities; but where the entire burden of services is impacted to
the point where we are characterized as the urban crisis, I think, yes.
But I do not want to leave the impression that I am not concerned
about the smaller cities. It is just that the impact of services now, with
that demand which is outstripping revenues by maybe five times, is
creating the kind of problem that is going to put this Nation into a
very, very difficult period when 80 percent of the population actually
are in the urban core.

Senator PACKWOOD. Well, when you get down to the last bill, and we
have x billions of dollars, that is going to be an argument made at the
last, that we should reorder these spending priorities within the bill;
less to the States, more to the cities and counties, or less to small cities
and more to big cities. But there is only going to be so much pie. I am
reluctant. I look at Lewiston's plight and its unemployment. my God
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I would take a guess that unemployment is higher there than in Wash-
ington, D.C. I do know what it is running exactly here, but yours is
very, very high, Mr. Mayor.

Let me come to the State levels.
Mayor WASmNGToN. As I said, I think you have tolook at the total

problem. What I see is what I see in the bigger cities. You have
pockets, and certainly Lewiston has a peculiar problem. Gary has a
problem. They closed down one plant. I have also said in my remarks
that you have got to look where the need is. It may be more aggravated
in a smaller city for a period of time or at a particular given time, like
now, than it would be at another time. I think that the flexibility of
this program permits you to do that.

Senator PACKWOOD. In a statement submitted by the league, and I
guess Mayor Gibson, it would be yours, they have this statement: the
State and local proportions of the allocation should be reviewed in
light of State an local revenue and expenditure analysis.

What does that mean?
Mayor GIBsoN. The league, as we pointed out, and the conference,

has undertaken studies to take a look, which we hope we would be able
to provide to you very soon. It means simply that we need to take a
look at need and local effort. The local effort as far as the State of New
Jersey is concerned, and the State of New Jersey is not good-we have
said this repeatedly-we think it is going to improve in the very near
future. We think that the allocation of funds, therefore, from the
State to the various local municipal governments have to be looked at.
We have to look at who provides certain of the other services. In New
Jersey, for instance, in our area, the welfare load is carried by the
county, primarily, Federal and State assistance. It is not provided by
the city, and it varies from State to State. I think that has to be looked
at. It is a very significant service at a very significant cost.

Local education is another issue. The cost of education in the city of
Newark where we have 80,000 schoolchildren, is tremendous. That is
paid for by the city of Newark's property taxpayers. I think you have
to take a look at how that is provided in the various school districts
around the Nation.

When you talk to the various mayors around the country as we do
at our conferences, when I talk about the problem of education, some
of the mayors do not even provide that. You know, it is provided by
another taxing power, another unit. Therefore that kind of thing has
to be looked at when we talk about assistance like general revenue
sharing.

Senator PACKWOOD. I am not going to pursue this much further, if
the mayors or counties are not interested.

Is it your position generally, as mayors or not, that the State and
local proportion should stay as it is, or do you think if we only have so
much to divide that the State should get less and the local government
should get more?

Mayor GrBsoN. Senator, I know we have ducked the question. I know
I have ducked it. I did not even answer it when you first raised it.

Senator PACKWOOD. That is why I raised it.
Mayor GIBsoN. Primarily because we, as mayors understand that

we have to gt along with the Governor and the legislature-I have to,
otherwise ]am not going to survive-we have to have special urban
aid packages passed i New Jersey in order for me to even survive. It
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I personally feel that I would like to see more of the money come
to Newark because I have th.3 problem and I think that the State gov-
ernment is a little bit mor(l removed from the problem than I am.
But t the same time I would not want to jeopardize the measure by
saying give us all the monsy and cut the States off. You know, they
have problems and they have to provide services.

Senator PACKWOOD. Let me follow this a bit more. You said you think
the State is a little bit more movedd from theproblems than you are.
You are talking about the everyday problems of providing service ?

Mayor GIBsoN. Yes, sir.
Senator PACKWOOD. All right.
You know the arguments--and here I am not talking so much

about racial discrimination-the argument about rich/poor: that the
States and local governments are simply cowed and controlled by
those who are advantaged, that the poor do not share well in these
programs, and that the rich control the local governments.

Do you want to respond to that ?
Do you think that you can actually meet the needs of your citizens,

or are you so controlled that -it is simply impossible to give a proper
priority to what ought to be proper spending r

Mayor WASHINGTON. Senator, I do not think I have quite the prob-
lems of some of the others. I think I might have answered that last
year differently than I would this year, where we have just, after 104
years, had the right to elect our own local officials. I believe that within
that context-and you see, we serve here in the city as botb State
county and city and we discharge the responsibilities of all tb'ee o
those jurisdictions-I believe that within the context of the hoxr, rule
measure, with 3 months under our belt, we will be able to respond ap-
propriately.Now we do have-

Senator PACKWOOD. You know, Mr. Mayor, I am intrigued. Some of
the very people who argued hardest for home rule and to allow the
District to solve its own problems and to delegate this power to the
District government, are also saying in many cases that the local gov-
ernment is inept to handle its own problems and you cannot trust them.

Mayor WASHINOToN. This, of course grows out of history. It does
not necessarily relate to Washington because we have not had it. I
just discount that as anything other than a parochial argument.

I believe that the problems we have faced with the drainage of
money coming from the local jurisdictions into both-I can say it, into
the Federal and into the State because I do not have a State like Ken
does-has created one form of the problem. The other is that along
with that your population changes, your movement to the suburbs
leaving the center core of the cities, which is what I was really referring
to there, carrying a population profile that expands the need greatly
for these services without the revenue base going along with it.

We have talked, the mayors have, about 15/5. It is closer now to
25/5, and the sheer economics of the situation have really caused the
cities to come into this problem. I think that I would say as one mayor,
now elected, that I challenge that statement. I challenge whether or not
we have the kind of beautiful people who, with all of the know-how
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at some other level that can predict and that can really run a situation
any better than what we are doing.

Senator PACKWOOD. You do not think it is a valid charge--and any
one of you can answer this, this is a generalization-you are spending
too much for police cars and not enough for day care, because that
is a charge you are going to be hit with tomorrow with some of our
witnesses and as we goon through these hearings.

Mayor TESTERMAN. I think it is totally invalid.
Senator PACKWOOD. Mayor Gibson?
Mayor GIBSON. In the city of Newark, I am being asked to spend

more money for police cars for policemen and firemen and other
personnel; at the same time we are being asked to spend more money
for day care and other services. It is a question of how much money
do you have and how you develop your priorities. I am laying off
policemen in the city of Newark. Nobody likes that, including the
people who want day care.

Senator PACKWOOD. The argument that the National Welfare Rights
Organization, and maybe those who want a very, very strong Federal
grant-in-aid program, are going to give us is that you do not under-
stand the priorities, that your people really want day care more than
they want policemen, that you are spending the money wrong.

Mayor GIBsO.N-. I think it gets back to Mayor Orestis' basic question
of citizen participation. In our city, we have a unit that operates and
advises us. If anyone can tell me that they know more about what the
people in Newark want than I do, then I think they are wrong. You
know, because the people talk to me, I know what they want; I know
what is needed. We do not always agree. We are elected by people.
You and I and all of the elected officials are elected by people to make
decisions. All of the people in the city of Newark, all 400,000 of them,
will not agree. We cannot put each question up on a referendum as to
whether or not there will be, you know, 10 more policemen or whether
or not there will be some more money for day care. You cannot do
that. You have to make the decisions; you have to make them every
day. We cannot wait until election time to ask people what we are
to do. I make the decisions in the city of Newark, and I think we as
mayors make them. We are at least popular enough to be reelected
when the time comes. We are going to be accused by the people of
Newark and outside for having the wrong priorities. The same people
who make those accusations are not in a position to make the decisions.
If they were, they would be charged as we are, with making the wrong
decisions at times.

Senator PACKWOOD. I agree with you 100 percent. I cannot think
of any job tougher than being mayor of a town, when you are fair
game for every pothole that appears in the street up and down. I-am
not sure you could get me to be a mayor under any circumstances of
any town because of that.

I agree with you about priorities, and I am convinced that you do
know your priorities better than the Assistant Secretary of HUD or
hEW. You might have some idea of what you need. I will do every-
thing I can to make sure there are no strings put on this, that the
money is increased and that the discretion is yours.

I have no other questions.
Senator HATHAWAY. Senator Brock.
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Senator Bnoci. Bob Packwood just stole my speech. I might point
out what you all know very well, because you have been there, that
any critic in your city has a right to run against you, and they all do,
and they re going to continue to. And, if they have got a better sense
of priorities, and if they sell it to the people of that community, it
is not going to be Mayor Gibson of Newark, it is going to be mayor-
somebody-else, and then they are going to have to live with those
problems .

I was very strong in my compliments of Kyle Testerman because
I have worked with him, and I know the remarkable work he does in
our State. But, gentlemen, I have enormous regard for all of you
because, as Bob has said, I do not know of a tougher job in the whole
world than being mayor of an urban community in this society today.

You are on the firing line every day, and if you do not properly
a(ress your priorities, somebody else will, because that is the way
the system works. And, if we do not believe in the system, then we
ought to be, honest enough to admit it and say what are we going to
do to change it.

As long as we express faith in the federal system, we have got to
make it, work. And, to make it work, we have got to give Newark and
Knoxville and Washington and Lewiston, or any other community,
the resource base with which to meet the needs of the people of those
communities.

We (do not have any choice, as far as I am concerned. I have just one
question. I was fascinated with the comment that Mayor Orestis made
al)out receiving sone LEAA funds for programs which were, in his
view., not entirely essential. You might have put it differently, but that
is the essence of it.

Or. maybe we should say. I think, Mayor, that you would have said
that they would not be at. the top of your list of priorities for com-
munity needs.

I would like to ask all four of you this question. Can any of you
honestly tell me that you have not sought and received Federal funds
that were not particularly at the top of the priority list? Have you not
all. on some occasion, gotten Federal funds which were required to
be spent for a particular program or approach, or a piece of equip-
nient, that was less essential than some other urgent need that you had
in your community?

Mayor 01.STIS. I have already confessed.
Senator Bnocic. You have confessed. Can we have a general

statement?
Senator TESTERM.N. I will sign an affidavit to that effect.
Mayor Graso-. Absolutely.
Senator BROcKx. Gentlemen, does that not tell us something about

categorical grants and what they do to this country, and what they
are doing to the taxpayers of this country ? This skewing out of line
of our national priorities? The abuse? The waste of public funds
which have to come from people in this country ?

Good land. What do we need better to illustrate the desperate need
for something like revenue sharing where there is n6 excuse, no right,
no opportunity for someone outside of Newark, N.J., to tell the
people of Newvark what their needs are and what their priorities
should be?

52-602-75-------5
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I cannot think of any better illustration, than your own statements,
of the essential logic of revenue sharing, as opposed to the-what I
consider to be, in many cases-the continuing fraud of some categori-
cal g rants programs that, at best, with maybe a national purpose in
niiind, it is nationally valid, but that valid purpose nationally might
not hax'e validity for certain communities, and yet the funds are going
to be spent because they are there.

I think you have proven the case, and I thank you.
Senator HATRHAWAY. Thank you, very much.
Now I agree with Senator Brock in that regard. The only problem

that bothers mle is whether or not the local governlments are more sub-
jected to lobbying efforts than we are. I would agree that certain Fed-
eral categorical programs are not appropriate for Lewiston, Maine,
and maybe they are for Newark, N.J., isn't whether they are not
funded because they are not valid or because some strong lobbying
interest in that area prevents them from being funded, is the real
problem.

I know that all of you are good, conscientious public servants and
want to see programs funded that you think are needed, but we have
an example right here. Why is there not an income tax in New Jersey ?
I presume it is because of a strong lobbying effort against any income
tax effort there. And yet all of us agree there ought to be one. There
oulit to be an income tax in New Jersey.

The same thing could happen with respect, say, to a vocational
guidance program in the educational system. That does not have much
of a lobby locally. It does have a good lobby nationally. I think it is
a valid program, and yet if we just gave the money to the local educa-
tional agencies, and said to spend it wherever you want to, many
agencies would not spend it for guidance. Because the textbook people,
or whoever, simply have a stronger lobby.

And, even though you individually might want to see the money
spent for guidance, you would not be able to overcome that lobby v th
your board of aldermen, or whoever you work with, and that'is the
problem-the big problem I see with this general revenue sharing-
that in some areas, because of local lobbying efforts, they are not get-
t ing the share of the funds they ought to get.

So that is why we have to retain the categorical programs.
Mayor TESTERMAN. Well, I could just reply from my standpoint

that that is not at all the case in Knoxville. Now I cannot speak for
these other gentlemen, but I think the processes that we go through,
from the standpoint of citizen participation and community involve-
ment make us more responsive than many times those of you are.

Senator HATHAwAY. But some of the beneficiaries or the intended
beneficiaries, are not very good lobbyists. The poor., for example, are
not very good lobbyists on behalf of themselves. They have become
more s6, because of the poverty program that was enacted in 1962,
bllt prior to that time they were not very active. And I do not know
if they are much more now.

Mayor TEST.R-MAN. When you live in a community and you are
there 365 days a'vear, you have an appreciation for those. It iq not
a question of lobbying." It is a question of needs and priorities, and
you are living there with them and they are part of you and it is a
question of meeting those needs on these priority bases, so I do not
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think they need lobbying efforts. All it takes is a heart and concern
for those that are less privileged than others in the community, which
all of us recognize these needs and meet them, irrespective of the
lobbying efforts.

Mayor WASHINGTO.N. Mr. Chairman, I just wanted to observe in a
little-exaniple, and it is outside of the example 1 gave. It is not
specifically before us, but I used the categorical grant in connection
with training. You could not develop a worse lobby within categories,
because it is an identifiable and everybody lights to keep their con-
stitutents in one category whereas, a yl) filo might need the three

categories to get him fully eluipl)led to get a job. You could not move
him out, because all of the lobby develops around maintaining that
constituency in that category.

Senator hIATHAWAY. 'Well, I understand it can work both ways,
you overspend in one area because of excessive lobbying and under-
spend in others, because of lobbying against it.

Mayor VASIINGTON. You come out with a person one-third trained,
when lie needs two other categories, because all of the constituency
that he builds and all of the lobbying is maintained to keep that
category alive and viable. And that is wrong.

Senator H.LrAHAwAY. I agree with you.
Well, gentlemen, I am sure there e are lots of other questions we

could ask, but we are kind of short of time. We have tile Association
of Counties and then, at 1:)), the National governors s Conference
to testify before us.

I believe that some of the members here, and those that could not
be present, would like to submit questions to you in writing, and if
you would answer them we would appreciate it very much.

Thank you very much.
May or WASIINoIo.N. Thank you.
Mayor GIBSO.. Thank you.
[The prepared statements of Mayols Washington, Orestis, Gibson,

Testerman, and a statement of the National League of Cities follow:]

TESTIMONY OF MAYOR WALTER E. WASHINGTON, DISTRICT OF
COLUMBIA GOVERNMENT

Mr. Chairman, members of the committee, thank you for the opportunity
to appear here today. The continuation of the revenue sharing program is a
matter of great concern to the District of Columbia as well as to the other state
and local governments in the United States.

In the District of Columbia, as in many local jurisdictions, demands for
public services have been growing more rapidly than revenues. The State and
Local Fiscal Assistance Act of 1972 established an important mechanism for
using the Federal government's strong revenue raising powers to give financial
relief to local governments. Revenue sharing funds have assisted the District
in maintaining current service levels as well as in funding new programs.

The District of Columbia Government is responsible for providing a broad
range of services to its residents. Functions performed in other areas by
county, state, and city governments or by special authorities are all the re-
sponsibility of the District Government. As a result, Revenue sharing has been
used to fund a balanced program in the District. I would like to mention some
of the major programs that revenue sharing has supplemented as part of the
District's overall effort to provide necessary and high quality services to its
residents. From this brief list you will see that the continuation of the revenue
sharing program is a necessity for the District as well as for other financially
pressed local governments.

Revenue sharing has made it possible for many children in the District of
Columbia to receive subsidized day care service. It has also provided improved
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service In District public health institutions: D.C. General Hospital; Forest
Haven, the city's residential treatment facility for mentally retarded persons; and
the Alcoholic Rehabilitation Center. At D.C. Village, which provides care for the
elderly, revenue sharing funds have provided additional staff to care for 100
additional patients, thus reducing the long waiting list at that facility.

In the social services area, revenue sharing has not only paid for additional
day care services but has also provided funds to maintain and expand the Dis-
trict's general public assistance and supplemental seurity income for the aged,
blind and disabled. In addition, revenue sharing funds were used to train welfare
recipients who were not enrolled in the Federal WIN program.

In the past two fiscal years the District has spent $14,847,800 of revenue sharing
money for education. That amount represents 24 percent of the total revenue
sharing appropriation for those years. The funds were used to provide additional
teachers for the Junior high schools to reduce student-teacher ratios. Also funded
was the Adult Education Demonstration Center, after the termination of a Fed-
eral grant.

The provision of special education programs Is a costly but highly important
public service. With revenue sharing funds the District has been able to expand
its special education program to serve a greater number of District children who
require special attention.

Revenue sharing has also helped in the continuing development of the District's
public institutions of higher education.

Revenue sharing funds have used to fund public safety programs in the District.
The District spent 31 percent of its total revenue sharing appropriation for Fiscal
Years 1973 and 1974 on programs designed to make the District safe for its resi-
dents and visitors. Revenue sharing funds were used to support existing police
and fire positions. The l)istrict also funded additional positions in the local court
system and in itv correctional institutions with revenue sharing monies.

As you can see from these examples, revenue sharizig has been an important
resource to the city.

- The multi-year appropriation has been especially important to us in our finan-
cial planning. I would urge you to continue this aspect of the program. At the very
least, an appropriation one year in advance should be made so that state and local
governments can adequately take revenue sharing funds into account in their
budget planning. This leadtlme will be even more important when the Federal
Government begins its fiscal year on October 1, while many state and local gov-
ernments begin theirs on July 1. The District begins putting its budget together
nine to ten months before the beginning of the fe.al year; if the revenue sharing
appropriation is not made In advance, it will be impossible to include an accurate
estimate of the amount available in our financial planning.

While I enthusiastically support the continuation of the current program, I
would like to suggest some changes that I think would improve its usefulness.

I would recommend deletion of Section 104 of the State and Iocal Fiscal Assist-
ance Act of 1972, which states: "No State government or unit of local government
may use, directly or indirectly, any part of the funds it receives under this subtitle
as a contribution for the purpose of obtaining Federal Funds which requires such
government to make a contribution in order to receive Federal funds." This re-
striction places an undue burden on the accounting function of state and local
governments, and it restricts the expenditure of funds in high priority areas
such as education, health and social services, where Federal grants are usually
-received. It seems highly unlikely to me that removing this restriction would
result in increased categorical grant expenditures-especialli since Title III of
the Revenue Sharing Act amended the Social Security Act Title IVA by placing
a ceiling on Federal allocation to the states. While the District has used its reve-
nue sharing to finance high priority expenditures, it has not been easy to allocate
funds to these programs without precise and detailed analysis of agency funding.
With hundreds of grants funded on different grant years and involving cash and
"in-kind" matches, it is extremely difficult to assure compliance with the Section
104 of the Act.

The allocation formula should be re-examined to determine if funds are going
to the jurisdictions where the needs are greatest. While the limit on the amount
allotted to a jurisdiction within a state does not affect the District, it does reduce
funds available to other central cities. The formula itself should reflect unique
problems of the nation's central cities. An analysis done by the city of the initial
revenue sharing allocation indicated that the District's percentage share of the
total allocaton equaled the percentage of total Federal income tax revenues paid
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by city residents. I would expect that there would be a redistribution of fuvds top
cities such as the District, rather than just a return of the taxes paid )y its
residents.

The amount of the appropriation should also be increased. Revenue sharing
represents less than three percent of the District's proposed FY 1976 General
Fund budget. At the very least, annual increases in the appropriation should keep
pace with inflationary cost increases.

I would also like to suggest that the administration of the current allocation
formula be examined to determine if the data being used accurately reflect the
factors in the formula. The District has two primary concerns. The first is the
population estimate. We feel that the data used to compute the District's esti-
mated population have probably resulted in an underestimate of the city's popu-
lation. One reason for this underestimation is the undercounting of Black resi-
dents that takes place during every Census. This factor has hurt most large
cities including the District.

We are also concerned over the general tax effort factor, which represents the
net amount collected from the state and local taxes, divided by the aggregate per-
sonal income attributed to the locality for the same period. The first problem with
the factor is that the state and local tax effort does not include special payments,
such as the Federal payment to the District, which compensate jurisdictions for
the presence of tax exempt property, institutions, and individuals. Because it con-
siders only the dollar amount of taxes collected and the income of residents, the
fator overlooks substantial reductions from the tax base.

In closing, I would once again like to express my strong mspport for the continu-
ation of the revenue sharing program. I would be pleased to answer any questions
that you might have. -

REVENUE SHARING PROGRAM-PLANNED USE OF FUNDS

Estimated receipts-$26,672,828.
Appropriation of all funds is requested in the city's FY 1975 Budget.
Education-$4,737,(04.
Public Sehools-4,737,094.
$1,804,359 to expand the special education programs so that suitable educational

opportunities will be provided for all District children.
$260,067 to support the process of decentralizing education, management, and

decision making in the school system.
$283,278 to continue nnd improve the Adult Education Demonstration Center

after the termination of Federal grants.
$157.272 to strengthen the Office of Planning, Research and Evaluation.
$499,763 to transfer Management Services positions from Federal Impact Aid

funding to District appropriated funds.
$223,591 to continue the community aides program in the secondary schools

after the termination of funding under the Emergency Employment Act.
$1,508,764 to provide maintenance services for school facilities.
Social services-$6.428,152.
Department of Human Resources--$6.428,152.
$3.444,204 to help finance expanded day care services in support of the city's

welfare reform program.
$2,983,948 to provide for funding private agency programs now supported

by Federal grants that are expected to expire in Fiscal Year 1975.
Environmental eonservation-$1,309,636.
Department of Environmental Services---1,309,636.
$291.132 to continue the meat inspection program and the War on Rats program

after Federal grants for those purposes expire.
$840,393 to purchase equipment for the solid waste management program.
$178,111 to purchase supplies and materials for the solid waste management

program.
Recreation and culture--176,041.
Recreation Department-S176.041.
$102,262 to provide staff and maintenance services for the camp site at

Scotland, Maryland.
$42.796 to provide staff and maintenance at the new Wheatley Playground.
$30,983 to provide staff and maintenance for the new Bald Eagle Recreation

Center..,
,lbrarier-$41 I,463.

Public Library-$418,763.
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-$119,683 to staff and maintain 6 portable library facilities (kiosks and porta-
branches) designed to make library servies more accessible to the community.

$89,699 to staff the new Shaw Branch Library.
$34,045 to increase the purchasing power of the library book fund.
$41,374 to staff two storefront libraries.
$103,728 to staff and maintain the Special Services Division.
$21.566 to support the Public Schools' special education program.
$8.668 to provide clerical support for the Board of Trustees.
Transportation-$5,334,566.
Department of Highways and Traffic-$2,050,607.
$2,050,607 to support the street lighting program.
School Transit Subsidy-$3,283,959.
$3,283,959 to subsidize the transportation of District schoolchildren to and

from school; the subsidy represents the difference beween the 10 cent fare paid
by the schoolchildren and the regular adult fare.

Public safety-$4,737,094.
Metropolitan Police Department-3,014,687.
$3.014,687 to support crime detection and prevention activities of the Patrol

Division; the amount provided approximates the amount needed to maintain
270 patrol officers.

Fire Department--$1,722,407.
$1,722,407 to support firefighting operations; the amount provided approximates

the amount needed to maintain 5 flrefighting companies.
Financial administration-$352,081.
Department of Finance and Revenue--$352,081.
$352,081 to fund new positions and data processing improvements to expedite the

development of an annual assessment cycle for real property in the District of
Columbia.

General government-3,179,401.
District of Columbia Council-$347,509.
$68,112 to strengthen the legislative staff of the Council.
$17,236 to provide reporting and transcription services for Council hearings.
$3.858 to purchase required equipment.
$25S.303 to finance space renovation to accomniodate the enlarged Council

under Home Rule.
Personnel Office-$133,534.
$90,082 to continue development of a manpower planning system previously

supported by Federal grants.
$43,452 to strengthen the Office's manpower planning and research capabilities.
Employees' Disability Compensation-$2,045,627.
$2,045,627 to finance the program of medical care, compensation, and vocational

rehabilitation for District Government employees injured on the job.
Board of Elections-$652,731.
652,731 to finance total operations of the Board during Fiscal Year 1975. when

primary and general elections for a Mayor and City Council members will be
held if the home role charter is approved.

STATEMENT OF JOHN C. ORESTIS, IAYOR OF LEWISTON, MAINE, ON BEHALF OF THE
NATIONAL LEAGUE OF CITIES AND TIlE U.S. CONFERENCE E OF AYORS ON THE GEN-
ERAL REVENUE ShARING PROGRAM AND ITS IMPACT ON LEWISToN, MAINE

Mr. Chairman, my name Is John Orestis and I am Mayor of Lewiston, Maine,
and a member of the Board of Directols of the National League of Cities. On
behalf of the League and the United States Conference of Mayors, I would like to
present to the committee an assessment of the General Revenue Sharing Program
and its impact on Lewiston, Maine.

Lewibston is a middle-sized industrial city of 40,000 population. Our 1975 budget
total $14.0 million, the largest in Lewiston's history. Over 8% of this budget was
financed with general revenue sharing funds.

Financing Lewiston's budget will be difficult this year because of the present
economic condition within our city. Between February of 1974 and March of 1975.
the welfare case load has increased 68%. During that same period, the number of
families receiving food stamps Increased 44%. Over the past year, unemployment
in the Lewiston-Auburn SMSA has increased from 5.8% to 12.6%. A V'ey indi-
cator of the local economic climate is the collection of the automobile excise tax.
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For 1975, this revenue has a projected decrease of 12.2%. Our real estate and
personal property tax collections are also off by some 2% from the previous year,
and it is expected that the city will record some 225 tax mortgage liens on real
e&4tate In 1975, an increase of 15%.

The above indicators of local recession are coupled with inflationary pressures
on the national economy. Basic operating necessities are getting more and more
expensive. In the past year, large volume purchases of the city increased by the
following amounts: Diesel fuel 156%, #6 fuel 286%, #4 fuel 200%, gasoline 89%,
anti-freeze 280%, and paper products 70%.

These economic indicators point to a city budget badly squeezed by inflation
and recession. By increasing the property tax 3 mills, by utilizing $1.2 million in
general revenue sharing funds, and by aggressively pursuing grant-in-aid pro-
grams, the city of Lewiston was able to maintain its current level of municipal
services in the 1975 budget. Given the reluctance to increase the local property
tax more than 3 mills, it is likely that municipal services woulcthave been cut In
1975 where It not for general revenue sharing.

If general revenue sharing is not reenacted by the 94th Congress, property
taxes in Lewiston will increase a minimum of two mills and at the same time,
essential city services will be cut back. The concentration of GRS programming
in Lewiston has been on maintenance and major operational items rather than
on new or expanded services. Without GRS funds, the financing of the city's
basic maintenance programs will fall increasingly on the shoulders of low and
moderate income people through the regressive local property tax. A preferred
method of financing would be the general revenue sharing program supported by
the progressive income tax.

During the past three years, the city of Lewiston has programmed over $4.5
million in revenue sharing funds. These funds have been used primarily to finance
the maintenance of essential city services. Over 2.2 million dollars have been
utilized to begin the rebuilding of two outdated storm drainage systems that
threaten the health of thousands of Lewiston residents. Lewiston's road main-
tenance program has been funded by $450,000 of GRS money. Other maintenance
oriented GRS projects include: The purchase of maintenance and operational
equipment for the public works, police and fire departments at a cost of $520,000;
the renovation of city hall $105,000; sidewalk, bridge and road reconstruction
projects at a cost of $200,000; and operating subsidy payments to the local mass
transit provider.

A common criticism of the general revenue sharing program is the extent to
which citizens have been involved in the revenue sharing decisionmaking process.
I would like to comment on that process in Lewiston.

In Lewiston, general revenue sharing programming is handled concurrently and
in the same manner as the city budget process. The process is extremely open and
provides numerous opportunities for citizen input.

In September, the boards and commissions which oversee each municipal de-
partment submit their budget recommendations to the city's five-member finance
board. Preliminary budget recommendations at the board and commission level
involve much citizen j)articipation because of the decentralized nature of Lewiston
government. Over 60 Lewiston citizens sit on the various city boards and comi-
missions.

The finance board which receives budget recommendat ions from the boards and
commissions is made up of 4 Lewiston citizens, together with the mayor, who
serves as chairman. The finance board holds weekly public meetings with each
municipal department throughout the fall and early winter to refine the city
lludget reque.ts. At the end of this process, a public hearing is held and a budget
recommendations is forwarded to the board of mayor and-Uldermen.

1)uring Jqnuary and February, the board of aldermen holds twice weekly open
public neetIngs to review the budget. A public hearing Is then held and the board
of mayor and aldermen pass the yearly budget resolve. Additionally. all city proj-
ects over $25,000 must according to the city charter, be reviewed at a public
hearing of the Lewiston planning board. By incorporating general revenue shar-
ing programming into the city's budget process, accountability, openness, and
maximumn opportunity for citizen input is insured.

Another criticism of the general revenue sharing program is that not enough
of the funds have been used to pay for social programs to aid the poor, the elderly
and minorities. In Lewiston, this has not been the case. A lot of expenditures made
in traditional areas are in fact providing a high degree of social service. Examples
include a major storm drain project in a low-income area designed to eliminate
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a potentially serious health problem and the use of shared revenues to provide
mass transit services to the poor and elderly.

Often overlooked is the fact tht the use of general revenue sharing funds on
traditional city services has to a large extent freed other city funds for social
programs. Lewiston bas been fortunate to have been named a model city by the
Department of Housing and Urban Development. The existence of general revenue
sharing has allowed Lewiston to maximize its programming of model cities funds
for social programs. In the last four years, the city has expended some 3.3 million
dollars of model cities funds on social, recreational, and health projects to direct-
ly benefit low-income people and the elderly. Many of these expenditures have
been matched with other Federal and State grant-in-aid programs-a use not
allowed under the revenue sharing program.

The city of Lewiston has found the revenue sharing program to be a necessary
part of a balanced approach to intergovernmental assistance. The flow of funds
has been dependable and the great degree of local discretion in fund use has
allowed Ivewiston to match financial assistance with the highest priority local
needs--a match which has not always been possible with categorical grant-in-aid
programs. The general revenue sharing program along with block grants and
categorical grants is vital to the partnership approach to urban problems. The
three approaches should not be judged independently of one another-but should
be vieweu as a whole.

The need for general revenue sharing has grown since its enactment. Infla-
tion has caused local government expenditures to increase significantly wlifle a
national recession has caused local government -evenue sources to grow at a
slower rate. The dependable, long-term support of general revenue sharing is
necessary for the continuance of effective local government in the United States.

I urge that the 94th Congress not only reenact general revenue sharing, but
also make a long-range commitment to the program. A long-range commitment
will promote a better fiscal planning and programming process and help insure
that the Federal funds are used to their maximum advantage. Without this
commitment, the effectiveness of local government in the United States is seriously
threatened.

Thank you very much.

TESTIMONY OF HON. KENNETH A. GmBsoN, MAYOR OF THE CiTY OF NEWARK, N.J.

Mr. Chairman, -Senators, my name is Kenneth Gibson. I am the mayor of the
city of Newark, New Jersey.

I am honored by this opportunity to appear before your committee today. I
speak as one who has long supported the concept of general revenue sharing. I
flrst--recognized the need for this kind of Federal assistance many years ago.
When the present revenue sharing law was being debated in the Congress, I
traveled to Washington on many occasions to testify for Its passage. For these
reasons, I am particularly pleased to be here today to discuss the success of
general revenue sharing and urge the prompt and early re-enactment of this
program.

General revenue sharing Is unlike any other program administered by the
Federal Government. It offers each municipality the opportunity to utilize the
funds it receives under the program according to its own needs and priorities..

In Newark, we have used our general revenue sharing funds to maintain the
delivery of basic city services.

Public safety, sanitation, and education are the traditional responsibilities of
any municipal government. In recent decades city halls have expanded their
responsibilities in order to provide additional services. We have introduced
extensive health care programs to aid those who could not afford their own. We
have instituted public assistance programs for thope unable to work, and man-
power programs to return the unskilled to meaningful places in our society. We've
started to build and manage housing when the public market could no longer
provide housing the people could afford. We've introduced programs to aid the
consumer, clean our air and rivers, promote economic growth, and create mass
transit systems, to name a few among many.

To some degree cities have absorbed the cost of these added services. How-
ever, more and more of the money for these lmoortant programs ha.q come from
State and Federal Governments as Americans have come to recognize not only
the need for these programs but also the increasingly limited ability of cities to
afford them on their own.
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Yet the delivery of basic services still remains the major responsibility of city
halls across America. And while categorical programs have provided outside
funds to help meet the cost of additional services, the Federal Government has
continued under the assumption that cities could continue to afford the cost of
basic services simply because they were already paying for them.
-_fAthiswere once true, it is no longer so. The cost of maintaining basic services
has risen incredibly. Tne major portion of these costs is personnel. More than
three quarters of Newark's operating budget pays the salaries of our policemen,
firemen, teachers, and sanitationmen. Federal programs have helped us train our
teachers, buy better equipment for our police force, and recycle our garbage-and
these are very important things we vitally need-but the cost of paying these
employees remains essentially our own. And with inflation, increased fringe
benefits, and earlier retirement, the cost of persontiel has multiplied many times
over since the Second World War.

In fact, the cost of maintaining basic services has become so high that it is
slowly strangling urban America. Most cities have only one means of raising the
money the& need to maintain basic services. This is the property tax. With no
other alternative, city after city has faced the unpleasant prospect of cutting vital
services or raising the property tax.

The problem has been complicated, too, by the radical reshaping of American
life over the last three decades and the effect these changes have had on America's
cities.

Mechanization has displaced a large portion of the Nation's rural population
and made her cities into national centers for the unskilled and jobless. At the
same time the automobile has enabled millions of middle class Americans to
move from city to suburb while industry and commerce have followed the Nation's
new super-highways to industrial parks and shopping centers far from city
boundaries.

These changes have meant increased service demands on city government at
the same time that the ratable base on which property taxes could be levied to
pay for them has decreased severely. In Newark ratables have dropped by 20%
during the last decade, and if Inflation were calculated the loss would be even
greater.

Thus, while other municipalities have looked to growing ratables to offset the
increased cost of government, the Nation's urban centers have had to raise their
property taxes higher and higher to meet the increased costs of inflation as well
as provide additional services for urban residents from a shrinking ratable base.

And the problem perpetuates itself. The higbry we are forced to raise taxes to
provide basic services, the inore businesses and homeowners are forced to leave.
This means fewer jobs, greater demands on city services, and fewer ratables to
provide them. If we were to cut down on the delivery of services, the result would
be the same. More businesses and homeowners would be forced to leave. And
either way, fewer new businesses and developers would be interested in coming
in to assist us rebuild our cities.

Mr. Chairman, general revenue sharing Is the only form of Federal assistance
that enables urban areas to break this cycle. It is the only Federal program that
permits us to mainfain basic services without destroying the ratable base upon
which the future social and economic prosperity of our cities depend.

We firmly believe in the future of our cities. We know that the role of urban
centers in American life is changing. In the industrial age of the nineteenth and
early twentieth centuries, America's cities were the centers of her manufacturing
strength. In the post industrial age ahead they can be centers for the vast
transportation and communication industries which are now only beginning to
evolve as the source of this Nation's future greatness. America's cities are under-
going a transition from one role in American life to another. This is the cause
of the urban crisis we face today.

What we are in the future, however, depends on our ability to meet the needs
of the present as we plan for the years ahead. This means that we must be able
to supply basic services, as well as additional services as their need becomes
apparent, without raising our property taxes so high that we destroy our oppor-
tunity for the future.

Before revenue sharing began, Newark's property tax rate was $9.63 per $100
assessed valuation. Because we were able to use our revenue sharing dollars to
meet the costs of basic service delivery, we were able to stabilize our property
taxes and break an ever-rising property tax spiral that had already cost us
hundreds of businesses and left us with thousands of abandoned houses. Because
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of revenue sharing and our own efforts to cut costs and increase efficiency, we
have been able to reduce our property tax burden two years in a row.

Our property tax rate in 1974 dropped to $8.60 per $100. This was still too
high. Unfortunately, because of the current state of the national economy, the
downward trend in our property tax rate came to an abrupt halt this year. In
fact, we recently approved a city budget which requires an increase in our prop-
erty tax rate for 1975 from $8.60 to $9.98 per $100. This is clearly much too high.
A family in Newark owning a $20,000 house must pay over $1900 in property
taxes. Businesses must still channel a large portion of their earnings into taxes-
money that could otherwise have gone for industrial expansion. And prospective
developers still find the tax burden foo high to make location in Newark as
attractive as it could be.'

The Federal Government has many programs that assist us in our efforts to
provide vitally needed new services for city residents.

But we can no longer afford to continue supporting basic services entirely on
our own, and you offer us no program that enables us to offset the destructive
burden of paying for the services we already provide.

So when general revenue sharing offered us the opportunity of using Federal
funds for our own priorities, many urban mayors had little choice but to uie
them in the one area ignored by other assistance programs. In this way we are
planning for our future while meeting the needs of the present.

The property tax in America has its origins in medieval European feudalism.
It may have served its purpose adequately in a simpler, less mobile age when
every one lived where he worked.

But the property tax is not a productive vehicle for meeting the needs of
people in our l)resent age. General revenue sharing offers an alternative to those
of us who have suffered most f rom its inequities. It enables us to provide public
services while reducing an already overburdened property tax. In this way we
can alleviate the pressures which are slowly eating away at the economic founda-
tions on which we exist. In this way we can make our cities more attractive to
businessmen and developers and promote the kind of new growth that we must
have.

General revenue sharing must be re-enacted. Without it the burden on local
tax resources will increase as never before. Everything that we will have
achieved from five years of revenue sharing support will be lost and whatever
opportunities the future might have offered for rebuilding our cities will become
that much harder to reach.

As chairman of the United States Conference of Mayors Advisory Board,
I would like to take this opportunity to submit for the record the conference's
policy position on general revenue sharing. Since 1167, we have supported the
concept of general revenue sharing. At our last .annual meeting in June of 1974,
the U. S. Conference of Mayors adopted the following policy position:

The U. S. Conference of Mayors establishes the re-enactment of the general
revenue sharing program as one of its highest legislative priorities for the 94th
Congress and urges the 94th Congress to re-enact the program at least one year
prior to the termination of the current program to assure continuity and certainty
for local budgetary planning.

Moreover, the conference endorses the concept that the new revenue sharing
program be funded commensurate with the growing needs of the cities and thatthe new program continue to operate outside the appropriations process. The
extension of general revenue sharing must fully take into account the degree
to which inflation has eroded the dollar value of the program.

STATEMENT ON THE EXTENSION OF GENERAL RFVENVUE SHARING BY MAYOR
KYLE C. TESTERMAN, CITY OF KNOXVILLE, TENN.

Mr. Chairman and distinguished members of this committee, I am Kyle C. Test-
erman, Mayor of Knoxville, Tennessee-a City located in the Southeastern por-
tion of the United States with a Greater Metropolitan base of approximately
409,000 people. With pride, I add, that our City is located at the foothills of the
Grent Smoky Mountains-the most visited national park in the U.S.-with
8,000,000 tourists annually.

I appear before you today at the request of our highly respected Senator and
my good friend, Senator Bill Brock. In addition, my thoughts are being expressed
at the request of the National League of Cities/U.S. Conference of Mayors.
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After a few brief introductory thoughts and comments, I would like to explore

with the members of this Committee the positive impact which the 1972 State and
Local Fiscal Assistance Act (Revenue Sharing) has had on the fiscal manage-
ment of our City and the improved delivery of governmental services which this
program has provided to those whom I represent.

The limited pages of my written testimony will be dedicated to sharing some
observations which have nmde me a firm believer in bo)th the lhilosopihical and
practical applications of the General Revenue Sharing Law.

At the outset, Revenue Sharing embodies those constitutional principles of
government by the )eople which we will soon celebrate during the Bicentennial of
our nation's birth. The fundamental premise underlying the American federal
system is a concept that government must remain close to the people it serves.
Within this system, it is the cities which are most directly In contact with the
peoplee and should, therefore, be the units of government most responsive to their

needs. Paradoxically, this crucial role implies that the cities have the resources-
and the capabilities--for meeting these needs.

Yet, as a participant in the President's Conference on Inflation approximately
seven months ago, we heard time and time again that America's cities are being
squeezed in a financial vise as never before since the great depression; one jaw of
the vise is the rapidly increasing need to deliver services; the other jaw is the
inability of many cities to raise the revenues required to maintain even their
present degree of health. Please be assured that when New York City defaults on
a bond issue as in recent months-the shock waves of increasing interest -rates
and the resulting higher cost of governmental services are felt in all of the 39,000
local governments throughout the nation.

With this ominous cloud of inflation hanging over the beads of local govera-
mental officials, it becomes abundantly clear that Revenue Sharing must be
extended during 1975 for practical as well as philosophical reasons. Since October,
1972, the date of Revenue Sharing's birth, inflation has cut deeply into the
"windfall" which many labeled the dollars designated to flow from this program.
For example, the $6 billion in Revenue Sharing funds set aside by Congress in
1972 for use in 1974 were, in reality, only worth approximately $5 billion when
adjusted for inflation. In Tennessee, the gap between those revenues necessary
for the operation of local government and those revenues actually available is
just as staggering. A conservative estimate finds a revenue gap of $425,000,000
existed within Tennessee's 300 municipalities during the first half of this
decade. I might add that this figure is not for Tennessee's four metropolitan
areas alone, but is felt in less populated units of local government such as those
witl a population base between 3,000 to 10,000 residents where an $18,000,000
revenue gap exists. -

This is not a pleasant tale to tell but the fact remains that Revenue Sharing
is not a luxury, but, In fact, a necessity if local governments In Tennessee and
elsewhere are to serve the local taxpayer, who, after all, is a federal taxpayer as
well.

No longer can the local taxpayer be fooled into believing that somehow his
federal tax dollar is raised from sources other than out of his own pocket. The
local and the federal taxpayer is one and the same. As a result, Revenme Sharing
must be re-enacted in order insure a fair return in local services for local
tax dollars invested with the Federal Government. The citizens of Knoxville and
other communities throughout the nation wil no longer tolerate situations as
existed In 1970 when the Federal Government expended $23.9 billion in aid to
state.v. and local governments, while the citizens of cities and states throughout
the nation contributed $90.4 billion in income tax receipts to the Federal Gov-
ernment. The inequity of this situation becomes manifest when one computes
that only an amount equal to 26.4% of income tax receipts was spent for aid
to cities and states in 1970. This percentagee shrinks much further when total
federal receipts, including corporate Income taxes, excise taxes and other com-
ponents of federal fund resources are added. This situation Is no longer tolerable.

Without question, the time has come to extend the General Revenue Sharing
Law as a method to reinforce those governmental institutions which are closest
to the people. Senators, the answer to this fiscal crisis, is not more federal cate-
gorical grants. The day-to-date demands being placed on Mayors by their con-
stifutents can no longer le answered by sending city officials to Washington to
roam the halls of HEW, IIUD. and DOT and other departments in an effort to
coax aid out of these agencies laden with red tape. We no longer have the time
to prepare reams and reams of paper to qualify, Justify and document receipt
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of over 500 possible grant-in-aid programs, and, In particular, the citizens of
Knoxville no longer need a far removed Washington bureaucrat to decide what
are the priorities In their community, especially when the decisions of that
official are not subject to evaluation at the ballot box, nor do we appreciate the
insensitivity of a Washington bureaucrat who queries in what section of Southern
California is Knoxville.

As appreciative as we may be of these federal grant-in-aid dollars, when
finally received, we need money today to hire policement, firemen and trash
collectors and money to operate our various departments of city government as
well as meeting new and costly federal guidelines such as those placed upon
local governments by the EPA.

At this point in time, I will discontinue my written testimony and begin to
explore those questions related to the impact of Revenue Sharing on our local
community.

However, before moving on, I would like to express the appreciation of all
Knoxvillians to Senator Brock for his leadership In reversing the flow of decision-
making power and financial resources from Washington to city governments. We
applaud Senator Brock for his role in the development of the 1974 Housing and
Community Development Act which allows local governmental officials greater
flexibility in revitalizing our cities. His leadership In guiding Congress toward
greater control over the federal budgetary process and, finally, his dedication
to the extension and revision of the General Revenue Sharing Law are all
worthy of the highest commendation.

Members of this Committee, Tennessee will continue to send to the Congress
micn such as Bill Brock who are in possession of a first-class intellect and a

sensitivity to the needs of locally elected officials.
I turn now to a review of the impact which Revenue Sharing has had on one

city located in the Southeastern United States, Knoxville, Tennessee.

How KNOXVILLE PLANs TO SPEND RzVENUE SHARING IN 1975--SPECIFIC PROGRAMS'

The following are representative of specific programs that are included in the
City of Knoxville's 1975 Revenue Sharing budget:

1. A program to employ 50 additional uniformed police officers and to purchase
additional equipment to support them as well as maintain essential police services.

2. A program to relocate and build a new main fire headquarters and repair
several dated fire halls.

3. To fund and equip an extensive program of horticultural maintenance and
beautification for all City parks and recreational areas.

4. To provide for a program of ordinary and necessary equipment acquisition
to maintain the current levels of service in the areas of street cleaning, refuse
collection, building inspections and refuse disposal.

5. To provide for and equip a total City-wide program of safety to comply
with OSHJA guidelines.

6. To provide for the expansion, repair and maintenance of certain segments of
the sanitary sewerage system and to fund certain equipment acquisitions to
insure quality services In the future.

7. To provide additional funding for the planning, design, maintenance and sig-
nalization of the traffic network in priority areas of the City.

8. To provide operational and capital funding for the Municipal Zoo and
camper park.

9. To provide operational funds for twelve creation centers in economically
depressed areas of the City and to provide for special programs and services In
these centers specifically for the elderly and socially disadvantaged.

10. To fund the City's portion of the joint City/County library system.
11. To provide monetary grants to seventeen community agencies providing

services for the poor or aged.
12. To fund the "Meals on Wheels" feeding program and the "Dental Services"

program for the poor and aged.
13. To provide funding for the continued acquisition and operation of the

City's computer system as part of the total program of improving financial
administration in the City.

1 Wh1l, thee nrorms show Knnxvlle's Rpvenm- ,h.qrlna nrinrities for 197.-. thv pro
Alq rereqpnttivp of t'e d(versity and quality of past prngr:tnms funded since the Inception
of General Revenue Sharing.
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14. To provide for necessary equipment acquisition-and building improve-
ments for the city owned Auditorium/Civic Center.

15. To provide additional funding for the City's ongoing Center City Revitaliza-
tion program as a means for stimulating economic growth and broadening the
tax base.

17. To fund certain capital improvement programs for the Knoxville City
School system.

STATEMENT OF THE NATIONAL LEAGUE OF CITIES

The National League of Cities, on behalf of the 15,000 municipalities which
it represents, wishes to commend the Senate Finance Committee for convening
the first revenue-aharing hearings before the 94th Congress. The future of the
general revenue sharing program will be determined by this Congress. Your
deliberations and decisions regarding this innovative approach to federal assist-
ance will greatly influence the course of American Federalism for many years
to come. We believe that this Committee has wisely chosen to initiate its revenue
sharing deliberations early in the First Session of the 94th Congress. Only after
a careful and comprehensive examination of the existing program can this Com-
mittee, and ultimately this Congress, make its decision. As recipients of revenue
sharing funds, and as public officials responsible for their use, we are confident
that a legislative record can be established that will ensure the continuation of
Lhe program.
. On March 2, the Board of Directors of the-National League-of Cities adopted
the following policy statement regarding general revenue sharing:"The reenactment of the general revenue sharing program continues to be the
highest priority of the nation's cities. However, in light of the current economic
recession, immediate consideration should be given not only to extending the
existing program, but to increasing the level of funding to compensate cities for
double-digit inflation that has occurred during the past 12 months. The immedi-
ate infusion of additional revenue sharing funds into state and local budgets
will act as a vital stimulus to the nation's beleaguered economy."

The current economic recession makes early action on the revenue sharing
program imperative. As we have pointed out in testimony earlier this year before
the Joint Economic Committee, local governments are being forced to take
budgetary actions that are working at cross-purposes with the objectives of the
federal government's economic recovery policies. For example:

While the federal government is providing tax relief through income tax
reductions and rebates, local governments are being forced to raise taxes to
meet increasing costs.

While the federal government Is expanding federal programs to help low
income individuals, fiscal circumstances require local governments to reduce
essential public services most needed by such individuals.

While local governments are taking on employees under federally-financed
public service jobs, they are laying off regular civil servants because of extreme
pressure on local budgets.

We do not believe that the state-local portion of the public sector, which now
comprises 43 percent of It, has been adequately considered and appropriately
utilized In developing and implementing the national economic recovery program.
if the recession continues to deepen, and if the anti-recessionary measures thus
far enacted and contemplated by the Congress do not reverse the economic de-
cline and the simultaneous Inflationary pressure, then serious consideration
should he given to providing additional economic stimulus through federal as-
sistance to the state and local sector. We believe that the general revenue shar-
ing program offers an excellent mechanism for more efficiently utilizing state
and local governments In our drive to achieve economic stability.

Let us hope, however, that the economic indicators during the next few months
will point In the direction of a sustained economic recovery-that we have
reached the bottom of the decline and that our national economic policies can
1e refocused. Certainly, in the long run, a healthy and growing economy is the
soundest approach to improving the quality of life in urban America.

IHowever, even If the economy begins to Improve, It will be many, many months
before we again experience the prosperity that was ours 18 months ago. By
all economic forecasts, the recovery will be extremely slow with unemployment
remaining above 7 percent for the n.at two years. Only through careful eco-
nomic planning can we ensure that the economic recovery will not suddenly be
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reversed. Such recovery planning at the national level must take into account
the $30 billion revenue sharing prograni that is scheduled to terminate in 1976.

So often we have heard the argument that the 94th Congress does not need
to consider revenue sharing until its 2nd Session-that the current program
vill provide assistance through the end of 1976 and that deliberations on re-

enactment legislation can therefore be postponed for another 12 months. Not
only do we vigorously challenge such a thesis from the standpoint of local budget-
Ing and planning requirements, but we firmly believe that needless delays in
extend4ug the revenue sharing program will have serious implications for sus-
tained economic recovery. By the scheduling of these hearings, the Senate
Finance Committee has taken the first, and perhaps most important step, in
recognizing the necessity for early action on the revenue sharing reenactment
legislation. We urge this Committee to establish as Its goal the completion of
Senate action on the revenue sharing legislation by the end of 1975.

In order to focus upon the linkage between revenue sharing reenactment and
the nation's economic recovery objectives, it is first necessary to examine the
budgetary cycles and budgetary requirements of local government. Well over
50 percent of all municipal governments begin their fiscal year on July 1. These
governments are currently completing their fiscal budgets for FY 1970. Begin-
ning in September, local officials will begin to formulate their budgets for the
next fiscal year. During the early fall months, they will receive from their
various departments budgetary recommendations for the fiscal year beginning
July 1, 1976 and ending June 30, 1977. By late November, these departmental
requests must be weighed against anticipated revenues. If requests exceed
revenues, the various departments will be instructed to make additional recomn
mendations as to where cuts can occur. This process of reconciling expenditure
demands with insufficient revenues will often last for several months. However,
shortly after the beginning of the calendar year, a final decision must be made
in order to present a balanced budget to the city council for its consideration.

The key factor in this process is a balanced budget. Unlike the federal gov-
ernment, local governments may not incur deficits. By state laws, local expendi-
tures may not exceed revenues, and if in the budgetary planning process a
revenue shortfall is predicted, then a reduction in mumiicipal services or a recomi-
mended increase in municipal taxes must be recommended. There are no other
Options.

This fall, as local officials begin their budgetary planning for FY 1977, there
will al)pear on the revenue side of their ledgers a significant gap in the general
revenue sharing category. Revenue sharing funding will- nly be displayed for
the first 6 months of the next fiscal year and beyond that point the budget
officer will be forced to print in a zero-a zero that will get translated into
a 50 percent reduction in revenue sharing financed programs and services, the
vast majority of which will come from the municipalities' operating budget.
This Is particularly true in the larger cities where 95 percent of revenue sharing
funds are now being used for the operation of basic and essential urban services.

If at this time next year a new revenue sharing program has not been enacted
Into law, we will see local government after local government being forced to
adopt budgets for FY 1977 that will call for either significant reductions in
essential services or substantial increases in the local property tax. We do not
believe that such action on the part of local governments will be in the best
interest of the nation's economic recovery objectives. For many urban residents,
the prospects for an Improved urban economy will be suddenly Jolted as govern-
mental services declinee and their taxes increase.

The 94th Congress has moved vigorously to adopt emergency anti-recesslonary
programs. The record to date is impressive. We are optimistic that planning
for the economic recovery will continue to move forward, and that particular
attention will be paid to longer-range programs which can ensure a healthy
economy for many years to come. State and local governments must be a part
of the longer-range recovery program, and we believe that an early commit-
ment by the 94th Congress to the continuation of general revenue sharing is a
first and crucial step in this planning process.

It would lie tragically ironlh-lf this Congress. which In the procesR of reforming
and modernizing Its own budgetary procedures, should needlessly delay the
consileration of the revenue sharing program which is so vital to the long-
range pla nning and budgetary needs of local government.

In anticipation of Congressional action on revenue sharing, the National
League of Cities at its annual convention in December adopted the following
reenactment policy statement:
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General Revenue Sharing responds to the imbalance in fiscal resources which
favors the Federal government within our intergovernmental system. The pas-
sage of the State and Local Government Fiscal Assistance Act of 1972 made
available for the first time a significant portion of the Federal income tax
collections for relatively unrestricted state and local expenditures. The partner-
ship of Federal, state, and local governments in the Federal system can best
be nurtured by a coordinated approach to allocating responsibilities consistent
with fiscal resources. General Revenue Sharing along with block grants and
categorical grants is vital to the partnership approach to urban problems. These
three approaches constitute an emerging program of federal fiscal assistance,
whose components should not be judged independently of one another, but should
be viewed as a whole.

The justifications for general revenue sharing have been magnified since its
passage. Since local government expenditure needs continue to increase; since
local government revenue sources are not adequately responsive to changing
economic situations; and since local government resources from taxation are
under strict regulation by state constitutions and laws, the dependable, long-
term support of General Revenue Sharing is important to the continuance of
effective local government in the United States.

Therefore, the reenactment of the general revenue sharing program must
receive immediate and favorable action by the 94th Congress.

The following provisions should be considered in the renewed general revenue
sharing program, but not to the delay of reenactment.

1. In order to counter the inflationary pressures on local governments, and
in order to insure adequate growth in resources available to local governments,
the general revenue sharing program should be funded at a constant percentage
of the Federal personal income tax base. (Adjusted Gross Income).

2. In order to guarantee continuity and dependability of funding, the General
Revenue Sharing Program should be authorized and committed on a continuing
basis, unrestricted by the annual appropriations process.

3. In order to respond to the fiscal imbalance in our federal system, all state
and general purpose local governments should be eligible participants in the
General Revenue Sharing Program. The state-local proportions of the alloca-
tion should be reviewed in light of state-local revenue and expenditure analyses.

4. In order to guarantee the equitable distribution of General Revenue Shar-
ing funds, a recipient government's population, tax effort and need, should
remain the components of the distribution formula. In order to respond to
changing urban problems, the actual consequences of the formula components
and constraints should be reviewed.

5. In order to guarantee that the General Revenue Sharing formula accom-
plishes its intended objectives, the data must be periodically updated. However,
stability of revenue sharing allocations is also essential to permit local govern-
ments to effectively plan and budget their General Revenue Sharing funds in
concert with their total fiscal needs. Adjustments in the data components that
affect the allocations should not occur without one year advance notification.

6. In order to more adequately reflect the real tax effort by units of local gov-
ernment, the definition of tax effort should be revised.

7. In order to guarantee maximum local government accountability in the Gen-
eral Revenue Sharing program: There should be no expenditure category restric-
tions placed on General Revenue Sharing funds; there should be required
submission and publication of accountability reports that identify the impact of
general revenue sharing on local revenues and expenditures, in response to
evaluation criteria; there should be permitted alternatives to the existing re-
quirement that General Revenue Sharing reports be published in local news-
papers; there should be a requirement that public hearings be held on General
Revenue Sharing funds in those states and localities where public hearings are
not held on state rnd local budgets. However, this requirement must not impose
any additional public participation requirements on those recipient governments
that already hold public hearings on their budgets.

8. In order to guarantee the nondiscriminatory expenditure of General Revenue
SNharing funds, the enforcement of civil-rights provisions of the act should be
strengthened, the Federal government should consider the feasibility of placing
responsibility for gaining meaningful compliance in a single agency, an(d state and
local governments should maintain effective affirmative action programs.

As our statement indicates, the National.League of Cities remains committed to
a comprehensive approach to federal fiscal assistance to urban America. General



revenue sharing, block grants, and categorical grant-in-aid programs are the
essential parts of an overall intergovernmental fiscal system-they must not be
viewed in conflict with one another. Although each represents a markedly differ-
ent approach to federal assistance, they are integrally tied together at the local
level. Working together, these forms of assistance can maximize the impact of
federal resources at the local level on our urban problems.

In addition, our policy statement recognizes that the general revenue sharing
program can be improved-that the League will be taking a very careful look at
the myriad of research reports on revenue sharing, and will make recommenda-
tions for change where needed. In order to thoroughly evaluate the existing
program and in order to make specific recommendations for the reenactment
legislation, the National League of Cities has created a Revenue Sharing Task
Force Co-Chaired by Mayor John Poelker of St. Louis and Mayor Moon Landrieu
of New Orleans. Already, this Task Force has been active in formulating our
initial policy statement, and as the tempo for reenactment quickens, it will be
playing an increasingly important role for the League.

Almost daily, a new revenue sharing evaluation report rolls off the press.
Members of Congress will have at their fingertips many valuable sources of in-
formation to aid them in their revenue sharing deliberations. It is important,
however, for Congress to consider the reports within the objectives of the revenue
sharing program. Unfortunately, the revenue sharing rhetoric has often out
stripped the limited resources and policy objectives of the program. Let us put
aside the notion that revenue sharing is going to usher in the second American
Revolution and let us return to its fundamental principles. Senator Edmund
Muskie, in a speech before the ACIR Conference on American Federalism, argued
that the main liability of the revenue sharing program is its exaggerated rhetoric
and overstated promises. Senator Muskie outlined three fundamental revenue
sharing objectives against which the program should be judged. They are:

Its ability to relieve the fiscal pressures on state and local governments;
Its ability to reduce the regressive burden of state and local taxes by substi-

tuting revenues from progressive federal income taxes; and
Its ability to give people at the state and local levels the resources and the

flexibility to develop solutions suited to their unique problems.
We believe that the record will clearly show that the revenue sharing objec-

tives articulated by Senator Muskie are being met. In evaluating the program,
the Congress must keep in focus these objectives, and must not attempt to
place upon revenue sharing the burden of correcting all the weaknesses in theAmerican federal system. The unique and distinctive objectives of revenue
sharing, block grants, and categoricals must be recognized and each must be
J udged accordingly.

We are concerned, however, that a key factor is missing in the revenue sharing
research agenda. We are unaware of any major study into the current fiscal
conditions of state and local governments. With the rapid decline in the nation's
economy, the ability of local governments to finance their increased responsibili-
ties has deteriorated. In a recent survey of 67 cities, we uncovered the following
conditions:

1. Budget increases: The cities in the survey were asked to indicate the percent
increases in their current service budgets-that is, the increased costs of main-
taining the same level of city services from one year to the next. The following
results were obtained:

1973-1974--the average increase in current service budgets (56 cities) - 11.3
percent

1974-1975--the average projected increase in current service budgets (51
cities) = 13.68 percent

It should be noted that certain cities did include "new services" in their
figures. However, in most cases the new services were of an extremely limited
nature.

2. Salary Increases: The cities were asked to report the percentage Increase
in their most recent wage settlements. Of the 67 cities reporting, the average
increase equalled 10.19 percent with the lowest settlement at 2.5 percent and the
highest at 25 percent. Forty cities were below the average and 27 above. It is
sl ilficant to note on the chart that many of the cities were reporting wage
settlements, exclusive of any fringe benefits. If the fringe benefits had been
included by all the cities, the average would have been substantially above
10.19 percent.
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3. uel Purchasing Cost Increases 1973-1974: Of the 56 cities providing data,
the average increase in the cost of purchasing fuel was 90 percent. This ranged
from a high of 307 percent to a low of 10 percent.

4. InrcCase8 in Looal Budgetary Expenditures for Fuel in 1973-1974: While
the actual cost of purchasing fuel skyrocketed, budgetary outlays for fuel ex-
penditures showed a somewhat less dramatic increase. Of the 31 cities provid-
ing data, the average increase was 45.7 percent, with a low of 9 percent and a
high of 117 percent.

5. Postponements,in Planned Capital Improvement Expenditures: Of the 67
cities reporting. 36 indicated that the current economic crisis was forcing them
to postpone or cancel planned capital improvements.

6. Layoffs of City Employees: Seven cities indicated that layoffs had already
occurred. Fourteen reported that Job freezes were in effect and 46 stated that
they were not at this time contemplating a reduction in their payrolls.

7. Revenue , $hortfalls: Forty-three of the 66 reporting cities anticipate that
their revenues will fall short of original estimates because of the depressed
economy.

Indications-are that the fiscal conditions of local governments will continue
to deteriorate throughout FY 1976. In orAer for the Congress to obtain a com-
prehensive and accurate picture of these conditions, we urge the Senate Finance
Committee to initiate a study on current fiscal conditions of state and local
governments. The National League of Cities is prepared to assist the Committee
in any way possible,

We trust that these hearings will convince the Committee to move mwiftlv
during 1975 on the reenactment of general revenue sharing. The National
League of Cities, through its Revenue Sharing Task Force, will continue on
work closely with the Congress on this vital issue.

Senator HATHAWAY. Our next panel of witnesses is the National
Association of Counties. Mr. Louis V. Mills, County Executive of
Orange County, N.Y.; and Mr. Jack W. Ramsey, chairman of the
Shelby County Executive Committee, Shelby County, Tenn.

STATEMENT OF HON. LOUIS V. MILLS, COUNTY EXECUTIVE,
ORANGE COUNTY, N.Y., ACCOMPANIED BY MS. ALICE ANN FRITS-
CHLER, LEGISLATIVE REPRESENTATIVE, NATIONAL ASSOCIA-
TION OF COUNTIES

Mr. MiLs. Thank you, Mr. Chairman, We will only take a very few
moments, because I know you want to adjourn for lunch.

Senator HATIAW.Y. And who is accompanying you?
Mr. MILLS. Alice Ann Fritschler of the NACO staff. May I say you

have our testimony. in addition to which I filed a recapitulation of the
use of revenue sharing funds in our county. of more than $6 million.

I might 1)oint out that, approximately 50 percent of it is in the human
service/environmental service areas. In the case of Mr. Ramsey, I think
it is even higher, in his county, which is Shelby County, Tenn.

Senator HATHAWAY. Is this a breakdown as to what you spent the
money on, in addition to the percentages?

Mr. Mu, LS. Precisely.
Senator HATHAWAY. Because percentages could be deceiving. You

could spend 50 percent. of the money on education and it shows you
build an all glass high school, or something, which we might consider
not to be, very useful.

Mr. MILLS. Ours is broken down very carefully and then we also
categorized.

We believe that fiscal assistance-general revenue sharing-is a
vital part of Federal financial aid, which should be composed of cate-
gorical grants, block grants and general revenue sharing. It is in the

52-602-75---6
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national interest to see that counties, cities and States continue to be
able to provide an adequate level of services to our citizens.

Federal aid is decreasing as a percentage of State and local budg-
ets-from 25.2 percent in 1973 to an estimated 22.2 percent in 1976-
while county budgets are increasing and local taxes are rising.

In our case, Mr. Chairman, in the last 10 years my budgethas gone
from $11 million to $71 million, and we are at 98 percent of our tax
limit. So the discussion that has gone on this morning about whether
revenue sharing is being used to reduce taxes in New York State, as
far as counties are concerned, just is not in the ballgame at all. We
are just barely staying alive as it is.

While Congress cuts taxes to stimulate the economy, many counties
are finding increased demands are causing severe strains on our re-
sources. And I was very glad to hear Mayor Gibson of Newark point
out something that Congress should realize. And that is, that coun-
ties provide human service benefits in the central city areas, as well
as elsewhere.

In my own county, 50 percent of our welfare funds are spent in the
City of Newburgh, N.Y. And this is very important. Today I was
supposed to have been at a meeting with the other 15 county executives
in New York State at the Biltmore Hotel to announce jointly with
the others that we are running out of money this summer. And this is
all of the New York State counties. In my case, we will be out of
money by July and we will fall some $3 to $7 million in deficit in our
welfare budget alone.

NACO survey of 31 counties in 22 States varying in size from over
7 million in Los Angeles County, Calif., to 7,900 in Shelby County, Mo.,
found that the majority of counties have raised or kept their local tax
rate stable. The most frequently cited causes for budget increases were
inflation and increased law enforcement and court costs. Shortfalls
from revenue estimates are anticipated by three-quarters of those
counties surveyed.

In my own county, uncollected taxes have become a serious problem.
We have a job freeze. We have no new programs. As a matter of fact,
this past week I notified various groups of three programs we could
not proceed with-the establishment of a police coordinator's officer
a youth bureau, and fire control agency.

The uses of revenue sharing are as varied as the needs and programs
of local governments-health centers, day care, roads, solid waste,
police protection. The funds are used to keep counties and other State
and local governments working.

Counties call for Congress to reenact a permanent revenue sharing
program as a designated portion of the Federal income tax base. We
believe the present formula based on population, tax effort and pov-
erty, distributes funds equitably with more funds going to less affluent
areas. And we believe restrictions on the use of funds should be re-
moved, because the entire county budgets are the most significant
factor, not jut the 3 percent-and in our case it is 2 percent-of reve-
nue sharing funds.

We believe enactment of revenue sharing legislation by Congress
was an act of trust, ain act of faith in our pluralistic federal system.
We- believe Congress and the counties are in a partnership for the
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people and that we can continue to work together to improve our local
-govenments and their delivery of services to the peopIe.

Revenue sharing is an important element in our federal fiscal. sys-
tem. We urge you to continue that partnership. And I would simply
conclude by saying that if we are seriously and adversely cut in the
revenue sharing program, insofar as our county is concerned, we will
virtually be out of business next year.

Thank you very much.
Senator HATHAWAY. Mr. Ramsey?

STATEMENT OF HON. JACK W. RAMSEY, CHAIRMAN, SHELBY
COUNTY EXECUTIVE COMMITTEE, SHELBY COUNTY, TENN.

Mr. RAINISEY. Mr. Chairman, the first thing I want to do is thank
you personally for continuing these hearings. I do have a plane I have
to catch and I know you are hungry, like_ the rest of us. But anyhow,
we appreciate it very much.

Senator IIATHAWAY. You are welcome.
Mr. RAMSEY. I am here today to urge the extension of the State and

Local Fiscal Assistance Act. My testimony is presented as extension of
the remarks to those of my colleague.

The general revenue sharing story in Shelbyville County, Tenn. is
mainly a survival story for thie public hospitals serving our region.
Sixty percent of Shelby County's revenue has been allocated for oper-
ating and maintenance costs to upgradelhe level of health services,
specifically for the poor and aging citizens of our county.

TIwenl percent of these funds have been used for capital expendi-
tures in education. The remaining 20 percent is divided among such
capital expenditure categories as construction of roads and public
utilities.

My good friend, Senator Brock, hit the nail on the head when he said
the counties are up against a tougher problem than the cities, because
we have practically no way of raising funds except with the general
tax on property. That is about the only way we have-of course we do
have a sales tax, but that is allocatedl to tle jurisdictions where it is
collected. And practically all of it is collected in the cities, so we get
practically none of that.

Our normal annual increased yields this year from the local property
tax are expected to be only about half because of the recessioR_ and
people not being able to pay their taxes. Therefore, revenue sharing
funds will be crucial to help us keep the same services we have been
providing.

Senator \IATHAWAY. But your county taxes will be collected later on.
Mr. R,.ISEY. We are collecting them later on, yes, but usually we can

figure on about a 6 percent normal increase per year on account of the
building that has been going on in the county areas.

)uring the last year, building has stopped because of the tight
money situation. So, instead of having about a 6 percent increase, we
will have about 3 percent and that will not begin to take care of it.

Senator tIATHAWAY. Oh. I see. It is just on the increase ?
Mr. R.AIsEY. Yes. So we hope this will enal)le u to "try" and I

emplasize "try," because we are in the process of trying to balance
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our budget now, and we are hoping with this revenue sharing we will
be able to hold the maximum increase to a very, very small portion.

During the last 2 years, thanks to revenue sharing, we have not
increased our taxes at all. We could not cut them, but we have held
them steady at $4. Your subcommittee should remain aware of the
following advantages of this legislation:

Funding is derived from the most progressive and fairest tax svs-
tem. It reduces the. rate of increase in State and local tax systems,
which we believe are a regressive tax system.

It releases time for congressional and administration leadership to
resolve vital foreign and domestic policy questions. We also think that
administration costs much less than that needed for categorical grants.

And I was very much impressed with somhe of the questions I think
you asked, about the categorical grants. We think that revenue shar-
ing is much more to the point because we can put it in the places
where we know it is needed the most. And there have bxeen times when
there have been some categorical grants that we did not think were
absolutely needed.

In conclusion, may I remind the subcommittee of a few principles
which should be retained in legislation continuing the State and Local
Fiscal Assistance Act?

One, the legislation should be continued for at least 5 years, and
made permanent, if possible. It is wonderful if we can plan ahead.
We have a 5-year capital improvement plan in Shelby County. and
if we can count on something, it would help us out tremendously.

General revenue sharing should not have to be used as a substitute
for other Federal programs. Also we believe that the legislation should
increase the level of appropriations to compensate for inflation.

Letters that I have received from President Ford and from mem-
l)ers of the Tennessee congressional delegation indicate their support
for the extension of this legislation.

Therefore, I strongly urge you, gentlemen, to make revenue sharing
a permanent program. By doing this, you may help us keel) our taxes
at a livable level.

While urging the continuation of the State and Local Fiscal Assist-
ance Act, Shelby County wishes to express her deepest appreciation
to the U.S. Congress. Bill Brock has gone out, but I wanted
to especially thank him for having the foresight to urge early enact-
ment of this vital legislation. Without it, I do not know how w:e would
have been able to exist. We would have either had to go up on our
rates an unbelievable amount, or we would have had to have cut vital,
vital services. I think it would have been both.

Gentlemen, I appreciate being before you. It is an honor to be here.
Senator HATHAWAY. )o you think any change should be nmade in

the formula?
Mr. RAMsEY. We are willing to go ahead just like it is. We have

received, so far, $26,177,0(0. We have expended $18,444,000. We have
$7 million that is appropriated, but not expended.

Our hospitals and health service costs are increasing 70 percent this
year; law enforcement, 13 percent. So you can see how much it will
help us.

Senator Brock, I just said that we appreciate how very much all of
you have done here, and especially you. We know that you have been
in the forefront of this fight, and speaking for over 700,000 people
in Shelby County, we want to thank you.
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Senator BROCK. You are, very gracious. I thank you for your re-
marks. I have been a believer and a fighter for this for I guess 10
years now, when I first introduced a bill in 1965.Mr. RAMSEY. I was up here when you made one of the first talks in
frnt of NACO, and I remember the fight. It lhas been just about that
length of time. Almost as long as I ha-ve been in office. And, without
your help, Senator, we would have been in an awful tough spot.

Senator BRoCK. If I may say, in kind. if the chairman would con-
tinte to give the privilege of interceding, we passed the legislation,
Mr. Ramsev. but you have implemented it, with ability and integrity
and you have made it work.

So the thanks go to you, not to the Congress. We really appreci-
ate it.

M . RAMSY. Well, it is not me. As you know, we have an executive
committee of commissioners of three, and we have a county court.
Someone has asked, do we feel the local impact of a request?

Gentlemen, you do not know anything until you see some of these
people come down to the county couithouse, down to our offices, and
not plead hut almost demand, and as a rule they get it. We just ap-
l)rl)priated $1 million of our revenue sharing last week. Most of it is
going for social services.

Mr. MiLS. Mr. Chairman. the NACO staff is studying the (uestion
you asked, and we will get back to you in that regard.

Senator HATHAWAY. On the formula change?

Mr. MILLS. Yes, sir.
Senator HATHAWAY. Thank you, sir. Let me ask you one more ques-

tion. I think about 5 percent, on the average, is what revenue sharing
amounts to-5 percent of the local budget?

Mr. Mims. In our case it is about 2 percent.
Senator IATHAWAY. And half of that is capital expenditures would

you say?
Mr. Min~s. Approximately half of our revenue sharing expendi-

tires. to (late, have been in capital.
Senator HIATIHAWAY. Have these capital expenditures been-con-

cluded? Or are these ongoing capital expenditures? In other words, are
they for a firehouse that is going to take 10 years to pay off?

Mr. M.mLs. Well, no firehouse in our case.
Senator HATHAWAY. Well I mean expenditures that are going to last

for a period of years on the same project.
Mr. MiLS. Normally any capital program where we have used

revenue sharing funds, we have tried to do it in a 1- or 2-year period.
Senator HATHAWAY. So it is really just a very low percentage, then?

About 1 percent?
NIr. Mims. Of all of oir capital programs?
Senator HATHAWAY. No, you say you are getting 2 percent, and 1

percent of that has been spent for capital expenditures.
Mr. MILLS. Precisely.
Senator HATHAWAY. So that leaves you 1 percent left for operating

expenditures, and that is what you are really planning on?
Mr. MILLS. That is right, And, again, I cannot emphasize enough the

crisis for New York State counties, and probably others, but I know
I can speak for New York State in the welfare .situation. which is
going way beyond our revenue sharing. Orange County is $5- to $7-
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million short on welfare, and my total revenue sharing in 1 year, it
might be $2 million.

Senator HATHAWAY. AMy point is that it is only 1 percent of your
budget. Why is it such a dire necessity that we continue the program?
And, two, if we are going to continue the program, why is everybody
pressing that we get it passed this year, so you can do some long-
range planning?

Mr. MILLS. I know that I feel sort of like a sinking man and any-
thing you can hang onto that is going to provide you with funds is
worth saving. I am at 98 percent of my taxing limit, which is too high
in any event. And the Governor of New York is talking about reduc-
tions in aid to localities.

The President of the United States is making some of the same
statements. And, welfare alone-for example, when the Congress took
over, with very good intentions, aid to the blind, aid to the disabled,
and aid to the elderly, it adversely affected us because they had more
stringent requirements on their aid to disabled.

Those people who were left out of the Federal program went into
home relief in New York State. It may be true elsewhere. So we are
,picking up a larger share now than we were before, that is more dollars
of our own going into those areas now than did previously. And, on a
real property tax base, we simply cannot survive.

Senator HATIHAWAY. Senator Brock?
Senator BRocK. I think it might be worthy of note that an awful lot

of counties and cities operate on the same fiscal year basis as the
Federal Government. In other words, July to July, rather than Janu-
ary to January. I do not know about your own case?

Mr. MILLS. We are on a calendar year.
Mr. RAM SEY. 'We are July to July, and we are right now in the

process of preparing our budget, and we are having a hard time but we
are doing it with the anticipation of getting this revenue.

If we do not, there are going to be some hospital rooms closed down
and a lot of law officers are going to have to be let go.

Senator BRocK. Well, the point I am making-is if it is true that an
awful lot operate on a July fiscal year, they start preparing those
budgets a year in advance, so in July of this year they are preparing-
they are beginning to develop, as we do at the Federal le 'el, the budget
for next year. That is the way you have got to do it. You have got to
plan ahead.

If you do not know that you are going to have revenue sharing this
year, you cannot legitimately crank it into your budget for next year.
:All of a sudden, if we do not do it next year, you are caught if you
planned it. If we do do it and you did not plan for it, then you have
got to reappraise your whole budget.

So it is essential, I think, that revenue sharing be extended this year,
just for planning purposes if nothing else.

Mr. RAMSEY. I thoroughly agree with you.
Senator BROCK. I would like to make one other point, and that is

with regard to the capital expenditures. I do not know about the par-
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---tiidr circumstances in Orange County, N.Y., but I do know cer-
tainly in the Tennessee communities and counties that I have talked to
about it, an awful lot of them told me that they invested-made capital
investments because they were unwilling to start a permanent human
program that they were going to have to fund. If revenue sharing was
ever stopped, the burden would fall instantly and totally on the local
taxpayer and they simply could not pick up that burden.

So, in order to protect against that, they made capital investments
--~ where they could spend the money for a new firehall at the end of this

year, and next year we would have the firehall and we were not com-
mitted to build another one.

Mr. MILLS. That is precisely true, sir.
Mr. RAMsEY. That is what we did.
Senator BRocK. So what I ani saying, and what I think you are say-

ing, is if we made revenue sharing permanent, we could have a much
more logical distribution of resources and allocation of resources to
human pul)roses, which I think is the intent of the whole program.

Mr. RAMSEY. You are exactly right.
Senator BROCK. Would you not agree, Mr. Mills?
.Mr. .ILLS. Yes, sir, Senator, very definitely. And even where I have

gone out on a limb as a county executive and asked for a human service
program, my legislative body usually knocks me down for the very
reason you stated.

Senator BROCK. Sure, they cannot count on this unless they know it, is
going to be around for awhile, and you cannot either.

MNr. MImLS. And I cannot assure them of it.
..%r. RAMSEY. We are working on a 5-year capital budget and, unless

we know about it, it is awfully hard to plan properly.
Senator BROCK. Wel, I hope, then, that you would tentatively

endorse the concept I have in my bill to make this-a permanent
program.

Mir. RA 1ISEY. While you were out, I said thaL
Senator BROCK. I read your statement, Mr. Ramsey, and I appreciate

it and I thank you for your testimony very much.
Senator H.TMIAWAY. Thank you, very much, gentlemen. We ap-

preciate your testimony.
Mr. MmILs. Thank you, Mr. Chairman.
[The prepared statements of Messrs. Mills and Ramsey follow:]

STATEMENT OF THE NATIONAL ASSOCIATION OF COUNTIES, PRESENTED BY LOUIS V.
MILLS, COUNTY EXECUTIVE, ORANGE COUNTY, N.Y., AND JACK--W. RAMSEY,
O,1AIRMAN, EXECUTIVE COMMiTTEE, SHELBY-COUNTY, TENN.

Mr. Chairman, we are here today representing the nation's county governments
-to give you the latest information about counties, their fiscal circumstances, and
their use of revenue sharing funds. We are pleased to appear before the members
as representatives of the pluralistic nature of our federal system. We represent
counties which provide a variety of services from health and welfare, to police
protection, garbage collection, and Jails. We represent various Views on the role
of county government. but we are in complete agreement about the efficacy and
value of revenue sharing. There is no Democratic or Republican way to collect
garbage; there is a need which must be net. Revenue sharing is a bi-partisan



84

program for domestic assistance, much like a bi-partisan program for foreign
assistance we have had in this country. We are here to advocate reenactment of the
State and Local Fiscal Assistance Act because we feel it is an essential ingredient
in our federal fiscal system.

Those of us who are local elected officials believe in a strong, pluralistic
balanced government system with opportunities for many people to participate In
decision-making and priority setting. We are the elected officials Who hear daily
aid directly from our constituents. We can't avoid, nor do we want to avoid, daily
contact with those who elect us and expect us to deliver services. I'm sure you
understand that counties, cities and states are responsible for keeping our basic
system of government working. We, at the local level, are the direct deliverers of
services to citizens. We need a share of federal revenues--or fiscal assistance-
to keep the system working

The federal government has-a responsibility to see that counties, cities and
states can keep the system working-to see that the local delivery system is
maintained. There is a national interest in the continued functioning of counties,
cities and states.

There are, of course, various types of federal assistance: specific categorical
grants for narrow purposes such as drug abuse education, defined to be in the
national interest; broader block grants in areas such as manpower, which fund
counties to provide comprehensive programs; and fiscal assistance or revenue
sharing, to keep governments going, and to allow local officials to use funds in
a variety of areas determined to be of the greatest need in a particular area.
We agree that these three types of programs are needed to keep our domestic
affairs in order. Even though federal assistance is rising in amount (although
at a much slower rate in the past two years) it has decreased as a percentage
of state and local budgets because we are raising more revenues locally.

The Joint Economic Committee recently reported that the real constant dollar
value of federal grants in aid decreased 2.4 per cent from the beginning of 1913
to the beginning of 1974. In 1973, federal aid was 25.2 per cent of state and-local
expenditures, in 1974 it had dropped to 23.6 per cent and the 1970 budget esti-
mates a continued drop to 22.2 per cent.

Many counties are at or near their taxing limit as imposed by the state
governments, and would have to go to the state legislature for a change in state
law to raise additional revenues. Perhaps some of the Congress has been follow-
ing In The Washington Post the problems faced by the two adjacent Maryland
counties to Washington In their struggles with state legislature and the governor.
It is obviously against national economic policy to have counties increasing local
property taxes while the federal government is cutting taxes to stimulate the
economy. Our basic county dependence on the property tax will, during the
coming year, increase county problems. Tax defaults in Orange County, New
York, have increased dramatically in the last year. Our unpaid taxes this year
have increased from $2 million to $3 million. The lag In reassessment and citizen
resistance to it do not permit growth in these revenues. In Los Angeles County,
Calif. revenues from gasoline taxes are down; in Forsyth County, North Carolina,
sales tax revenues are down as unemployment continues to climb. In Mississippi,
a state law gave property tax exemption for the elderly (certainly a worthy
cause) but failed to provide counties which depend on property taxes with any
compensating revenues. In California, the state reduced its share for mental
health purposes, but continued to require provision of services by countie.-.
Milwaukee County, Wisconsin and Fairfax County, Virginia, estimates they
would raise property taxes almost 20 per cent without revenue sharing funds.

Without general fiscal assistance provided by general reverie sharing to keep
otir local governments operating, it will be more difficult to adequately respond
to massive new federal programs such as public service Jobs and public works.
We need general support money to keep our governments operating. During the-
past year there has been a significant shift of revenue sharing funds from capital
budgets into the operating budgets of many counties. Reveme sharing is keep-
Ing many of our governments from raising even more our regressive property
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taxes which most of us depend on. These funds also serve as a substitute where
shortfalls in revenue estimates have occurred.

We think this is a particularly appropriate time to talk about reenactment of
revenue sharing which we would urge you to think of as fiscal assistance, be-
cause our counties are facing very difficult ftcal problems now and will continue
to need fiscal assistance for some time. While the Congress has the "luxury"
of reducing the federal income tax and providing rebates to citizens, we are
raising local taxes and increasing property tax assessments. We envy you this
"luxury" of taxcutting.

A survey of 31 counties in 22 states of various sizes by the National Associa-
tion of Counties shows:

Question .- Have you raised or lowered your tax rate within the last year?
By what per cent?

Thirty-one counties responded to this question. There was a range between
tax increase of 15 percent to a decrease of five percent. One-third of the counties
responding, increased their tax rate; 14 counties' rate remained stable and the
remaining counties (6) decreased their taxes. Generally those counties with
populations above 500,000 increased their taxes. The counties with populations
below 100,000 appeared more likely to keep taxes at a stable level. Those counties
which lowered their tax rates were spread over the entire population range. with
five of the six decreasing tax rate by one per cent or less and one county de-
creasing by five per cent due to a one year windfall.

Question 2.-What have been the largest categories of budget increases?
A large number of causes for budget increases were cited by the surveyed

counties. The most often stated cause for these increases was attributed to in-
flation. Counties with populations over one million people often referred to
mandated state and/or federal programs which raised their budget costs. The
increased demand and delivery of services, particularly law enforcement and
social services, were cited by nearly all the counties. Counties with populations
below 500,000 were particularly concerned with the increased costs of energy.
Five counties, of varying population, stressed the budget increases being caused
by employees' merit and cost of living increases.

Question 3.-Have you had to cut your budget? How?
The need to cut budgets have been experienced most frequently by counties

whose population is above 100,000. Eleven counties have utilized Job freezes at
one time or another during the past six months. Eight counties have frozen
capital constructions of facilities or roads. Six counties have required across
the board cuts in services by county departments and four counties have placed
freezes on employee's salaries.

Question 4.-Do you anticipate short-falls from your revenue estimates?
Nearly all of those surveyed anticipated revenue short-falls of some type.

These estimates were attributed to short-falls in nearly all county revenue
sources, Including gasoline sales rebates from the state, property taxes, housing
permits deed recording fees, vehicle registration fees, and interest on interim
fund investments.

Question 5.-What are the major uses of revenue sharing funds?
Funds have been used in all of the priority categories. public safety, environ-

mental protection, public transportation, recreation, libraries, social services
and financial administration, as well as for capital construction. Many of the
counties surveyed have altered their use of general revenue sharing funds during
the last year. These counties (generally with populations of 500,000 or more)
are now using general revenue sharing as a buffer to meet normal operating
expenses. Without general revenue sharing these counties estimate they would
have been forced to reduce services or raise taxes.

COUNTIES SURVEYED APRIL 10, 1975

Population over I million: TQs Angeles, Calif.; Snn Diego, Calif.; Alameda,
Calif. ; Santa Clara, Calif. : Nassau, N.Y.; and Milwaukee, Wise.

Population 500,000-99.9M9: Maricopa, Ariz.; Shelby, Tenn.; Marion. Ind.;
Monroe, N.Y.; Middlesex, N.J.; Fulton, Ga.; and Fairfax, Va.
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Population 100,000-499,999: Davidson-Nashville; Tenn.; Orange, N.Y.; Erie,
Pa.; Forsyth, N.C.; Orange, Fla.; New Castle, Del.; and Boulder, Col.

Population 50,000-99,999: Aroostook, Maine; Miami, Ohio; Mercer, W. Va.;
Jefferson, Wisc.; Laramie, Wyo.; Boone, Mo.; and Henry, Ill.

Population under 50,000: Rutherford, N.C.; Bolivar, Miss.; Shelby, Mo.; and
Binghan, Idaho.

We're not here to apologize for our use of revenue sharing funds, we're proud
to tell you what the money has gone for. In Oramige County we have received $5
million of shared revenues. We have used our funds for a mental health center, a
sanitary landfill and public works headquarters building. We have also spent
funds for retarded children; day care programs, and a hospital.

In a GAO survey of selected governments, counties spent 22.6 percent for
health; 10.3 percent for social services and 41 percent for public safety. This year
the Orange County budget is $71.5 million, which is a 17.8 percent increase over
last year. The annua-|fucrease in our budget between 1970 and 1975 ranged be-
tween 7.5 percent and 17.8 percent. This year's larger increase was clearly due to
inflation. The largest increase in our budget was for social services, including
health, alcoholism, mental health hud drug abuse programs. A significant increase
was also made in manpower.

We believe that these expenditures reflect the needs of our county citizens.
We believe that these are a reflection of the public interest. It is no accident
that our state and local associations of elected officials (county officials, mayors,
governors, legislators) are called public interest groups (known to some as the
PIGs) because we believe, and you must agree, that as elected officials at all
levels, we are able to determine the priorities which are in the public interest.
Revenue sharing gives state and local elected officials the ability to determine
local priorities. And believe me, we get plenty of public advice about what our
priorities should be. We are, of course, open to citizen participation in our de-
cision-making, but after all, we have governments to make decisions in the final
instance. We're willing to defend our revenue sharing uses.

I'd like to point out the particular situation of counties in our intergovern-
mental system. The impact of the current inflation-recession situation affects all
levels of government, but its impact at the county level is particularly acute.
When the nation's economy erodes, revenues for all local governments diminish.
Not all local governments, however, suffer the same demand for services. Counties,
because they have the responsibility of providing human services--welfare,
health and social services--are uniquely affected by a declining economy. This
uniqueness translates into greater demands for county services at a time of sub-
stantial county revenue short-falls. County revenue sources are limited and re-
stricted, and are failing to keep pace with inflation. County expenditures nearly
doubled from 1967 to 1972 and county operating costs in 1974 increased in excess
of 10 percent. A similar increase is projected this year.

We believe revenue sharing has proven itself as an effective means of providing
fiscal assistance to states and localities on the basis of need, and we hope the
Congress will move quIckly to reenact this legislation so that we may make
plans for the best use of the funds. Although the present act doesn't expire until
December, 1976, we need to know whether we can count on funds beyond that
date. We begin preparing our budgets for the next fiscal year in September and
we need to know whether we can plan on continued revenue sharing funds. That
is the way we can make better long-range decisions. We are delighted that this
Subcommittee has moved so quickly to begin review of the program.

We urge the Congress to speedily reenact The State and Local Fiscal Assistance
Act. We believe that general revenue sharing has met the test of time and should
be made a permanent part of the federal fiscal system. We believe that a desig-
nated portion of the federal income tax base should be provided. Revenue sharing
is being eroded by inflation and this designation of a portion of the income tax
would help compensate for inflation. We continue to support distribution of funds
on the basis of population, tax effort, and poverty or per capita income factors.
The present formula distributes more funds to those states with lower per capita
income and less to those with higher per capita income. More affluent areas
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receive far less per capita than iW'er areas. Detroit receives $27.29 per capital,
more than eight times as much as Grosse Pointe Farms at $3.83. The City of
Los Angeles receives $12.56, or twice as much as any other city in California.

We urge you to give careful consideration to removing all program and project
restrictions on the use of funds. We are perfectly capable of reporting the use
of all our county funds. And, after all, revenue sharing presents only 3.4 percent of
our local budgets, so in judging the rise of revenue sharing funds, the entire ex-
penditures of counties should be evaluated. Monroe County, New York receives
about $4.4 million annually in revenue sharing funds. Since 1972 the increase in
social services has averaged more than $7.7 million per year. If critics consider
only revenue sharing expenditures In that county, they see only a small allocation
for social services. But if you look at all of the resources the county devotes to--
this area, you would be impressed by the allocation to social services. This is
typical of many counties.

We also request additional support to the current efforts of many states and
local governments to update their operations and incentives to improve the
quality and effectivensss of their operations.

We will lie happy to provide you with factual Information about our use" of
the funds. We wish each member of Congress would come to our counties and kee
what's been done in his state with the funds. Our Congressman spent a day in
Orange County visiting our facilities and programs. He came away a stronger
supporter than ever. (If I didn't have a supportive representative and if we lose
revenue sharing funds, I would like to invite all those members who voted against
it to come back for the county legislature's vote on increasing local taxes).

We believe enactment of revenue sharing legislation by Congress was an act
of trust, an act of faith In our pluralistic federal system. We believe Congress
and counties are in a partnership for the people and that we can continue to work
together to improve our local governments and their delivery of services to the
people. Revenue sharing Is an important element In our federal fiscal system.
We urge you to continue the partnership.

COUNTY OF ORANGE,
DEPARTMENT OF FINANCE,

Goshen, N.Y., April 8, 1975."

Federal revenue sharing recapitulation

To date we have received entitlements aggregating ------------ $6, 232, 914. 00
We have earned interest thereon ----------------- ----------- 612, 402. 14

Total funds available for allocation -------------------- 6, 845, 316. 14
We have allocated the following funds:

For human services:
Mental health----------------------------------- 501,895. 52
Physically handicapped children --------------------- 44, 990. 42
l)ay care program --------------------------------- 45, 569. 00
Occupations, Inc --------------------------------- 372, 475. 00
Association For Help, retarded children --------------- 435, 381. 00

Total (27.46 percent) ---------------------------- 1, 400, 310. 94

For environmental services:
Solid waste system -------------------------------- 970, 500. 00
Drainage study --- ----------------------------- 125, 000. 00

Total (21.49 percent) ---------------------------- 1, 095, 500. 00
For construction and other (51.05 percent) ---------------- 2, 602, 487. 97

Jailhouse rehabilitation; county garage addition;
road construction; rccreation-Parks; and tax imap.

Total funds allocated (100 percent) -------------------- 5, 089, 298. 91
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ORANGE COUNTY-FEDERAL REVENUE SHARING PROGRAM-STATUS AS AT APR. 8, 1975 (RAYMOND C. SCHWARZ
COMMISSIONER OF FINANCE OF ORANGE COUNTY, N.Y.)

list and 2d 3d 4th 5th
entitlement entitlement entitlement entitlement Totals to

EXHIBIT A-RECEIPTS periods period period period date

Entitlements received:
Dec. 11, 1972 ------------------ $868, 511.00 ........................................................
Jan. 8, 1973- ..------------------ 837, 623.00 ........................................................
Apr. 9, 1973 ----------------------------------- $463, 925.00 ....................................
July 9, 1973 ----------------------------------- 463,925.00 ......... ......... __
Oct. 9, 1973 -------------------------------------------------- $481,978.00"....... ........ .....
Jan. 8, 1974 -------------------------------------------------- 481,978.00 ---------------------------
Apr. 8, 1974...------------------------------------- 481,978.00 .........................
Juy 8, 1974 ---------------------------------- I------------- 481,978.00 ...........................
Oct. 7, 1974 -------------------------------------------------------- $557, 006. 00 ------------
Jan. 6, 1975 ---------------------------------------------------------------- 557,006.00...........
Apr. 7, 1975 ---------------------------------------------------------------- 557,006.00 -------------

Total entitlements received ....... 1,706, 134.00 927,850.00 1,927.912.00 1, 671, 018.00 $6, 232, 914.00

Interest earned:
1973 ---------------------------- 102, 836. 25 44, 699. 98 7,660.84 .............. 155, 197.07
1974 -------------------------- 119,569.51 93, 890.19 147,412.35 -------------- 360,872.05
1975 ---------------------------- 6, 227. 78 17, 721.22 36, 49. 41 35, 934.61 96, 333.02

Total interest ................... 228,633.54 156, 311.39 191, 522.60 30, 934.61 612,402.14

Total FRS available .............. 1,934,767. 54 1,084, 161. 39 2,119, 434.60 1, 706,962. 61 6, 845, 316. 14

EXHIBIT 8-ALLOCATIONS
AlloCations:

Court library I ------------------- 14,877.70 --------------------------------------------------------
County lall-C ltal repairs 100,000.00 ----------------------------------------..............
Mental hM th- Arden Hill Hospital'. 103,488. 52 --------------------------------------------------------
Tax map-Capital project ---------- 50, 000. 00.......................................
Physical handicapped children pro-

gram I ------------------------ 44,990.42 -- -- -- -- -- -- ---.......................................
Day care program-Update P.J. et

al --------------------------- 35,069.00 .................. ...................--.........
Solid waste disposal system -------- 210, 030. 00 760, 50 .00 ------------------------------------------
Mental health-Occupations, Inc., --- 72,475.00 ........................................................
Associated Help, retarded children I.- 112, 381. 00 .......................................................
Road machinery fund-Equipment. 119,720.00 -------------------....................................
Day care program- Newburgh '_ .... 10, 500.00 --------------------------------------------------------
Planning department-Railroad

Study I - - - - - - - - - --_- - - - - - - - - - - 1 0,406.27 ........................................................
Park capital improvements --------- 16,000.00.......................................
Highway garage addition-Capital. - 500, 000.00 ....................................................
Repair Sts. by com m unity college_. - 30, 000. 00 --------------------------------------------
Park capital improvements --------- 24,000.00 ............................................... .
Mental health-NYS Hospital Chgs.' 124, 839.00 ........................................................
Real property tax service-Data

Management -.--------------- 57, 700.00 ........................................................
Associated Help, retarded children I. 60, 000.00 -------------------------------------------------------
Drainage study ---- ............. 125,000.00 -------------------------------------------------------
County road-Partial ------------ 113,320.63 193,93.37
Mental health-Contract agencies --------------- 129,698.02 "706,86998...................
Road constructiof--Capitai ------------------------------------- 1,325,000.00 ............................
Data Processing remodeling ----------------------------------- 47, 50.00 ------------------------

Total allocated to date --------- 1,934,767.54 1,084,161. 39 2,079, 369.98 0 5, 098. 298.91
Balance available fo, authorizations ----- 0 0 40, 064.62 1,706,952.61 1,747.017.23

' Completed-Actual expense.
STATEMENT BY JACK RAMSEY

Mr. Chairman, I am here today to urge the extension of the State and local
fiscal assistance act.

My tesitmony is presented as extension remarks to those of my panel col-
leagues from NACO.

The general revenue sharing story in Shelby County, Tennessee is mainly a
survival story for the public hospitals serving our region.

Sixty (60) percent of Shelby County's revenue sharing has been allocated for
operating and maintenance costs to upgrade the level of health services, specifi-
cally for the poor and aging citizens of our county. Twenty (20) percent of
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these funds have been used for capital expenditures in education. The remaining
twenty (20) percent is divided among such capital expenditure categories as con-
struction of roads and public utilities.

Normal annual increased yields from the local property tax are expected to
be reduced by nearly fifty (50) percent in fiscal 1976. Therefore, revenue sharing
funds will be crucial to maintaining the level of priority public services. Hope-
fully, it will enable us to hold anticipated property tax increases to a minimum
during fiscal '76. Even with an upswing in our depressed economic condition,
Shelby County will be playing catch-up for several years in trying to meet our
long-delayed public service needs.

Your subcommittee should remain aware of the following advantages of this
legislation: funding is derived from the most progressive and fairest tax system;
reduces the rate of increase in State and local regressive tax system; releases
time for congressional and administration leadership to resolve vital foreign and
domestic policy question; administration costs much less than that needed for
categorical grants.

In conclusion, may I remind the subcommittee of a few principles which
should be retained in legislation continuing the State and local fiscal assist-
ance act:

The legislation should be continued for at least five years, and made perma-
nent, if possible.

General revenue sharing should not have to be used as substitutes for other
federal programs.

The legislation should increase the level of appropriations to compensate for
inflation.

Letters I have received from President Ford and from members of Tennessee's
Congressional delegation indicate this support for the extension of this
legislation.

Therefore, I strongly urge you gentlemen to make revenue sharing a perma-
nent program. By doing this, you may provide local Governments with the tool
they need for survival.

While urging the continuation of the State and local Fiscal AssiEtance Act.
Shelby County wishes to express her deepest appreciation to the United States
Congress for having the foresight to enact this vital legislation in 1972.

Again, it has been a high honor and privilege to appear here today.
Thank you.

SUPPORT STATIsTI08
BUDGETARY EMERGENCY EXAMPLES

Unexpected public strikes, gasoline price increases, cutbacks In sales tax
revenue, federal grants, state grants, inflated material costs.

POPULATION

1970-722.011-Shelby County (excluding Memphis) 75,000.

PROPERTY TAX RATE
Fiscal 1974-$4.00.
Fiscal 1975--$4.00.

ACTUAL REVENUE SHARING FUNDS RECEIVED AND EXPENDED

Amount

Received through April 8, 1975 -------------------------- $26, 177, 595. 51
Expended through April 8, 1975 -------------------------- 18, 444, 326. 41
Appropriated by unexpended through April 8, 1975 ------------- 7, 733, 259. 10

FASTEST GROWING BUDGET INCREASES FOR ALL COUNTY EXPENDITURES

Percent of increase

Hospitals ---------------------------------------------------------- 70
Law enforcement --------------------------------------------------- 13
Chairman's office ---------------------------------------------- 13
Commissioners/roads and bridges ------- ---------------------------- 4
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Senator HATIHAWAY. At this point, without objection, I would like
to insert in the record for printing in the appropriate place, a docu-
ment prepared by the committee staff entitled "Operation of the State
and Local Fiscal Assistance Act of 1972."

[The material referred to follows:]

OPERATION OF THE STATE AND LOCAL FISCAL ASSISTANCE ACT OF 1972

PREPARED FOR THE USE OF TILE CO MEITTEE ON FINANCE

CONTENTS
Introduction.
How the Funds May Be Used.
Current Analyses of Revenue Sharing.
11ow the Funds are Allocated.
Appendices.

TABLES

Reported Use of General Revenue Sharing 1973-1974.
Use of Revenue Sharing Funds Reported By States and Local Governments.
Comparison of Planned Uses of Shared Revenues.
Comparison of Plans to Use Shared Revenues for Capital Versus Operating and

Maintenance Expenditures.
Reported Use of General Revenue Sharing Funds-All Units of Government.
Reported Use of General Revenue Sharing Funds-All State Governments and

District of Columbia.
Reported U.se of General Revenue Sharing Funds-All Local Governments

Reporting.
INTRODUCTION

Title I of the State and Local Fiscal Assistance Act of 1972 (Public Law
92-512) established the program of financial assistance to state and local gov-
ernments commonly known as general revenue sharing. The Act created a Rev-
enue Sharing Trust Fund and appropriated to it $30.2 billion in Federal funds
to be paid to state and local governments over a five-year period, ending De-
cember 31, 1976. During the current fiscal year, $6.2 billion Is being disbursed
by the Department of Treasury to about 39,000 state and local governments in
the 50 states and the District of Columbia.*

HOW THE FUNDS MY BE USED

Under the law, funds allocated to state governments may be used for virtually
any legitimate purpose. However, to receive their full allocation, the States must
generally maintain their assistance to their local governments at the levels exist-
ing in fiscal year 1972. Funds allocated to local governments may be used to pay
operating and maintenance costs within the following "priority expenditure
categories":

A. Public Safety (including for example, police, courts, corrections, crime
prevention, fire protection, civil defense, inspection of buildings, plumbing, elec-
trical facilities, gas lines, boilers, and elevators).

B. Environmental Protection (including for example, smoke regulations,-in-
spection of water supply, sanitary engineering, pollution control, sewerage, street
cleaning and waste collection, refuse disposal, or waste recycling).

C. Public Transportation (including for example, highways, bridges, streets,
grade kitossings snow and ice removal, transit systems).

D. Health.
E. Recreation.

/----F. Libraries.
G. Social Services for the Poor and Aged (including for example, food, cloth-

ing, shelter, day care, job training).

Note: See Appendix for additional detail on the level and distribution of funding.
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H. Financial Administration (including for example, expenses for account-
Ing, auditing, budgeting, investing, tax collection, fiscal affairs).

In addition, the law provides that any ordinary and necessary capital ex-
penditure authorized by state and local law represents an appropriate use of
general revenue sharing funds.

Although the law contains few limitations on the specific purposes to which
funds may be applied, It does impose several general constraints on the manner
in which the funds are expended:

(1) budgeting, appropriation and use of this money must meet requirements
of state and local law regarding the use of a recipient's own general revenue;

(2) revenue sharing dollars may not be used directly or indirectly to obtain
federal matching funds;

(3) recipients must observe nondiscrimination and labor standards provisions
found in Sections 122 and 123 of the Act;

_.(4) revenue sharing money must be used, obligated or apl)ropriated within
24 months of the end of the entitlement period for which it was paid out, unless
an extension of time is granted by the Secretary of Treasury;

(5) shared revenues transferred to private agencies or other units of gov-
ernment are still subject to all of the restrictions of the Act;

(6) use of revenue sharing funds by units of local government to repay debts
must conform to regulations.

An analysis of the reported actual uses of general revenue sharing during the
1973-74 period indicates that more money was spent to provide citizens with
public safety services than for any other purpose. These expenditures, mainly
by local units of government, amounted to 230 of every revenue sharing dollar
spent. The second highest use nationally of general revenue sharing funds by
all State and local governments was to provide educational service., and facili-
ties. These costs amounted to 210 of every revenue sharing dollar, and doi-
nated State government spending. The third highest expenditure of revenue
sharing funds was to provide a variety of public transportation services at both
the State and local levels. These services used 150 of the average revenue sharing
dollar spent during Entitlement Period 4.

These three uses of revenue sharing fundq-public safety, education, and
public transportation-accounted for almost 60% of all revenue sharing ex-
penditures during the 1973-74 period.

Other uses of revenue sharing monies by State and local governments in de-
creasing order of magnitude were: multi-purpose and general government-10 ;
health services-7€; environmental protection-7€; recreation and cultural pro-
grams-50; social services for the poor and aged-40; other uses, especially
by States--40; financial administration-20; libraries-1; housing and com-
munity- development-1; and correction, economic development and, social de-
velopment---each less than 10.

Reported use of general revenue sharing 1973-74
Amount

(in ccnts)
Public safety ------------------------------------------------------- 23
Education --------------------------------------------------- 21
Public transportation ------------------------------------------------ 15
Multi-purpose general government ......------------------------------------ 10
Health -------------------------------------------------------- 7
Environmental protection --------------------------------------------- 7
Recreation ---------------------------------------------------------- 5
Social services for poor or aged -----------------------------------
Other uses ---------------------------------------------------------- 4
Financial administration ---------------------------------------------- 2
Libraries ----------------------------------------------------------- 1
Housing/community development --------------------------------------- 1
Corrections -------------------------------------------------------- 1
Economic development ----------------------------------------------- 1
Social development --------------------------------------------------- 1

I Less than.
Source: Department of Treasury.
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USE OF REVENUE SHARING FUNDS REPORTED BY STATES AtD LOCAL GOVERNMENTS, JAN. 1, 1972-JUNE 30, 1974

[Dollar amounts In miftons]

All Local
govern- govern-

Rank Cateory of use meats Percent States Percent ments Percent

1 Public safety -------------------------- $2, 190 23 $45 1 $2, 145 36
2 Education ----------------------------- ,068 22 2,000 57 68 1
3 Transportation ------------------------- 1,405 15 267 8 1, 138 19
4 General government/multipurpose --------- 841 9 208 6 633 11
5 Environmental protection ----------------- 674 7 56 2 618 10
6 Health -------------------------------- 6 5 7 231 7 414 7
7 Recreation and culture! services ........... 425 4 40 1 385 6
8 Other --------------------------------- 355 4 316 9 39 1
9 Social services for the poor or aged ........ 354 4 229 7 125 2

10 Financial administration-...--............ 188 2 24 1 164 3
It Housing and commercial development..-.. 104 1 37 1 67 1
12 Libraries ------------------------------ 101 1 6 .......... 95 - 2
13 Economic development ................... 51 1 33 .......... 38 1
14 Corrections ----------------- 43------------43 1..............
15 Social development ...................... 22 .........-..................... 22 ..........

9,466 100 3,515 1100 5,951 100

I Does not total due to rounding.

COMPARISON OF PLANNED USES OF SHARED REVENUES

ENTITLEMENT PERIOD 4 (JULY 1, 1973-JUNE 30. 1974) AND 5 (JJLY 1, 1974-JUNE 30, 1975) ALL RECIPIENT
GOVERNMENTS

-[n percent

Chang sin
Categories of expenditure PUR, 4 PUR 5 PUR 5

Public safety ----------------------------------------------------- 19 23 +4
Environmental protection ------------------------------------------ 7 7 --------------
Public transportation --------------------------------------------- 14 12 -2
Health -------.-------------------------------------------------- 9 6 -3
Recreation ------------------------------------------------------ 6 5 -1
Libraries -------------------------------------------------------- 1 2 +1
Social services/aged or poor --------------------------------------- 2 2 -----------
Financial admiristration -----------.----------------------------- 2 2 ...........
Mltipurpose/general government ---------------------------------- 10 12 +2
Education ----------.------------------------------------------- 21 20 -1
Social development ---------------------------------------------- 0 0 .............
Housingcommunity development ---------------------------------- I I ........
Economic development ............................................ 0 1 --1
Other ............................................................ 5 5 ..............

A comparison of Planned Used Report data for Entitlement Periods 4 and 5
(equtvalent to Federal fiscal years 1974 and 1975) indicates that the proportion
of general revenue sharing funds needed to operate and intsIntain programs
is increasing. The percentage of shared revenues earmarked for capital
expenditures is decreasing.

COMPARISON OF PLANS TO USE SHARED REVENUES FOR CAPITAL VERSUS OPERATING AND MAINTENANCE
EXPENDITURES, ALL RECIPIENT GOVERNMENTS (AS A PERCENT OF TOTAL FUNDS ALLOCATED)

Entitlement Entitlement
period 4 period 5

(July 1, 1973 (July 1, 1974
to June 30, to June 30

1974) 1975)

Capital expenditures ............................................................. 41 37
Operating and maintenance expenditures .......................................... 59 63
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ANTICIPATO6 EIfMCT-O'lrTAX-RATES PLANNED USE R l tbT-ENIfiTLtMENT PEtO ?S 4 'AN S (JULY 1, 1973 -

JUNE'30, 1974, AND JULY 1, 1974-JUNE 30, 1975) ' -

Period 4 Period 5 ed 5

Reduction of major tax ---..--------------------------------------- 4 4 0
Prevent increase of major tax .................................... . 28 36 +8
Preveot enacting major tax ..---------------------------------------- 12 15 +3
Reduce amount of taxincrease ----------------------------------- 8 11 +3
No effect on tax levels ------------------------------------------- -_ 2 35 +9
Too soon to predict --------------------------------------- 29-----------------29

Note: Some governments indicated thatshared revenues would affect their tax rates In more than oae of the cateelree
listed above.

TABLE I.-REPORTED USE OF GENERAL REVENUE SHARING FUNDS, ALL UNITS OF GOVERNMENT t (N-34, 538)
ENTITLEMENT PERIOD 4 (JULY 1, 1973-JUNE 30, 1974)

[In millions of dollars]

Operating and mainteaawce capital

Percent-- Percent Percent
Total of total of of

amount funds Amount category Amount category
Category expended expended Rank expended expended expended expended

Public safety _--------------------- $1,534.9 23 1 $1,193.4 78 $341.5 22
Environmental protection ............... 486.5 7 5 231.6 48 254.9 52
Public transportation .................. 987.8 15 3 465,4 47 522.4 53
Heath ------------------------------ 477.1 7 6 293.7 62 183.4 38
Recreation -------------------------- 307.5 5 7 85. 7 28 221.8 72
Libraries ---------------------------- 82.3 1 11 46.0 56 36.2 44
Social services for the poor or aged ------ 261.9 4 8 237.7 91 24.2 9
Financial administration -------------- 136.4 2 10 107.9 79 28.4 21
Multipurpose/general government ------- 638.8 10 4 158.4 25 480.4 75
Education ---- _-------------------- 1,381.3 21 2 1,149.4 83 231.9 17
Social development ----------------- 12.8 ) 15- ---------------- 12. 8 100
Housing/community development ------- 75.3 1 12 27.8 37 47.5 63
Economic development ................. 37.3 (3) 14 4.9 13 32.4 37
Other._- ............................ 2532 4 9 235.8 93 17.4 7
Coirections ........................... 243.2 (3) 13 26.0 60 17.3 40

Total .......................... 26,716.4 2100 .......... 4,2U3. 63 32,452.6 37

1 Total reports received by SepL 24, 1974.
2 Does not total due to rounding.
I Less thin I percent.

TABLE 2.-REPORTEa USE OF GENERAL REVENUE SHARING, FUNDS, ALL STATE GOVERNMENTS AND DISTRICT OF
COLUMBIA I (N-51) ENTITLEMENT PERIOD 4 (JULY 1, 1973--JUNE 30, 1974)

Po milflons of dollars]

Opert nt and rneintenence Capital

Percent
Total of total Percent of Percent of

amount Wnds Amount category Amount category
cut_ ory *xpesded epended expeded expended expended extended

Pubic safety ....... o ................ sn1. 43' 9
Evi ron 49.1 2 43 . 57
PUbll tr"spotio ............................ 211.4 8 153:8 73 57.6 27
Hell ........................................ 199.2 8 125.0 63 73.2 37
Reeatlof ................................... 36. 1 1 7.9 22 2. 78
Librad.es.---------- 6.3 () .6 tO 6. 7
Social series -for o1"oagd........... 167. 8 162.1 97 5.7
Financial bdthinistvafion ......................... 24.4 1 24.4 10 ..................
M"tIpvr esgeneal Gonwert ............... 1835 7 15& 4 86 23.1 14
Educati .................................. 1,336.0 52 1, 149. 4 86 186.6- 14
Housinglcomm4nity development ................. 33,0 1 27.8- 84 5.3- 16

cenomic 6evelopment ....... ' ................... & 7 k) 4.9 56 3.8 44
Other ........ ............................ 23 6 iO 235.8 99 it 40
Corrections .................................... ,43.2 2 26.0 60 .3 40

Totb... .. .................. ' 2,56111. 1( 2, 119L 9 82 '441.9 13

1 Total reports received by Sept. 24, 1974.
2 Does not total due rounding
a Less than 1 percent.

52-602-Th-----T
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TABLE S-REPORTED USE OF GPIERAL REVENUE SHARING FUNDS, ALL LOCAL GOVERNMENTS REPORTING k

- (N-34,487) ENTITLEMENT PERIOD 4 (JULY 1, 1973-June 30, 1974)

lIe mUlom of doarsl

Operating and maintenance Capital

Percent Percent Percent
Total of total of- total of- total,

amount funds Amount category Amount category
Category expended expended expended expended expended expanded,

Public , safet.............. ..........$1 .1 36 $1, 170.7 78 S3.4 22
Environmental protection ..................... 437.4 11 210.6 43 226.8 52Public transportaton I ........................... 776.4 !9 311.6 40 464.8 60
Health ............................... 278. 9 7 168.7 60 110.2 40
Recreation ............................ 271.4 7 77.8 29 193.6 71
Ubraries 1 ...................................... 76.0 2 45.5 61 30.5 39
Social services for the poor or aged I .............. 94.1 2 75.6 80 18.5 20
Financial administration 'N ................. 112. 0 3 83.5 75 28. 4 25
Multipurpose/general government .............. 455. 3 11 NA .......... 455.3 tO0
Education ................................. 45.3 1 NA .......... 45.3 100
Social development- ............................ 12.8 .......... NA .......... 12.8 100
Housing/community development I ................ 42. 3 1 NA .......... 42.3 100
Economic development I ........................ 28.6 1 NA .......... 28.6 100
Other' ......................................... 14.6 .......... NA .......... 14.6 100

Total .................................... 4,155.3 100 2, 144.0 52 d 2, 011.3 48

1 Total reports received by Sept. 24, 1974.
I Priority expenditure categories for local governments.
' Descriptive categories for capital expenditures established by ORS for reporting purposes.
4 Columns do not add to totals due to rounding.
Note: NA, Not a category for local government expenditures.

CURRENT ANALYSES OF REVENUE SHAPING

Revenue sharing has been a subject for study by various groups within the
private sector. Following are brief summaries of several major studies evaluating
the program:

General Revenue Sharing: An A(JIR Re-evaluation (Advisory Commission on
Intergovernmental Relations).-Tbis study argues that the underlying reasons
for revenue sharing retain validity: fiscal imbalance within the federal system
and the need to decentralize decision-making. A failure to re-enact revenue
sharing would disrupt state and local finances. Revenue sharing with -state
governments should be continued. The Federal government remains the most
equitable and effective tax raiser because it is not hobbled by the fear of tax
competition. There-is insufficient data to support the contention that revenue
sharing shortchanges the poor. A method must be found to reconcile the goal of
increased control over the Federal budget with the need for certainty in planning
state and local budgets. One approach would be to establish a permanent trust
fund and to fix revenue sharing funds as a percentage of Federal income tax
revenues. The present distribution formula should be retained. The Office of
Special Revenue Sharing is not the appropriate agency to enforce the civil rights
provision of the law; these functions should be left to other agencies.

Views of the General Public and Communit ) ;dera on General Revenue
Sharing (Public Opinion Research Corp. and the National Science Foundation).-
A sampling of public opinion produced the following results: one person in five
in the general public and five leaders in six of "community leaders" qualified as
"informed" on revenue sharing. In all groups studied-informed and uninformed,
general public and community leaders-more persons favored continuing revenue
sharing than favored permitting it to expire. In general, persons interlewed
believed that the program was fulfilling the objectives commonly set forth for
revenue sharing (restoring financial balance to the Federal system, decentralisa-
tion of decision-making, etc.).

Eoonomnio Aspects of Revenue Sharing in Munioipalities (the University of
Michigan) .- The authors of this study surveyed a sampling of municipalities to
determine how revenue sharing funds had been spent and the economic con-
sequenee. A significant number of the community leaders interviewed expressed
the opinion that the increased revenue sharing funding had coincided with a

--BST COPY-~ IVIU
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decline in Federal categorical aid. Most financing officials interviewed expressed
the view that revenue sharing funds had been expended on some innovative proj-
ects. In general, those persons interviewed expressed the opinion that the con-
straints on the expenditures of revenue sharing funds were moderate and not a
problem. An overwhelming majority believed that the program should be
re-en-,acted on an ever larger scale. Most officials also favored allowing revenue
sharing funds to be used as a local contribution in a Federal matching program.

General Revenue Sharing in Amcrioan Cities: First Impressiona (National
Clearinghouse on Revenue Shr ring).-The authors of this study conducted an 18-
month survey of revenue sharing in 00 localities. The authors found that the
expenditure of revenue sharing funds was being conducted with a minimal of
Federal oversight by either the Congress or the Executive Branch and that
reliable data on the program was scant. The authors conclude that the citizen
oversight contemplated by the law is ineffective for monitoring the program. The
authors found that many citizens In the communities surveyed are unaware of
how the program is affecting their locality. The authors also found that the
provisions of the law relating to nondiscrimination are ineffective and inadequate.
The authors conclude that preliminary data shows that the expenditures are not
responsive to the needs of the most disadvantaged citizens. The task of assessing
the extent of this trend is made difficult by the extreme fungibility of Federal
dollars. Jn addition, local leaders frequently expressed the view that the increase
i revenue sharing funds had more than been offset by the decline in Federal

categorical aid.
Monitoring Revenue Sharing (The Brookings Institution). This study is the

first of three projected studies on the operation of general revenue sharing to be
completed during tbh five-year life of the program. The study is based upon data
gathered by Brookings field observers In selected jurisdictions throughout the
country, and focuses on three aspects of the program: the consequences of the
formula by which funds are allocated among states and local governments, the
effects of the program on the fiscal policies of recipient governments and the
political impact of the program on the decision-making processes of state and local
governments. A comprehensive analysis of the program, the study raises a number
(f policy issues for consideration as the program apl)roaches its expiration in
December, 1976:

Distributional Effects :-The study cites as particularly important "the ques-
tion of whether the large cities and poor states should receive relatively more
generous treatment than they do under the current formula" which channels
relatively more funds to inner cities than other areas on it per capita basis. The
study also suggests for reconsideration the question of whether the smallest units
of general-purpose local government should be eliminated from the program. In
addition, the study proposes a number of technical changes in the distribution
formula to simplify administration of the program.

Fiscal Effects :-The study suggests that a primary question of fiscal policy Is
whether steps are needed to assure a higher level of new spending than prelimi-
nary data indicates has occurred over the revenue sharing program.

Political Effects :-The primary issue regarding the political effects of revenue
sharing, the authors of the Brookings' study suggest, is whether revenue sharing
is "churning up the decislon-making processes of recipient state and local govern-
ments and providing access to policy-making process for more groups." Other
questions about the political effects of revenue sharing relate to the effects on the
organizational structure of state and local governments-for example, whether
it encourages the rise (or demise) of smaller political jurisdictions.

Revenue Sharing and Local Government: A Premature Review of LAterature
(State University of New York/Buffalo).-This report undertook to examine
current literature on the effects of the revenue sharing program on the nation's
communities. The study reached a conclusion that "no literature worthy of the
name has yet evolved." The Investigation was conducted under a contract with the
National Science Foundation.

HOW THE FUNDS AR ALLO0ATED

The law contains two different formulas to determine the allocation for sta-te
areas (i.e., allocations both to the state and to localities within its borders). The
actual payment going to each state area is computed on whichever of the two

COPI



formulas yields the higher payment.* The Office of Revenue Sharing distributes
the annual amount authorized by Congress for each Entitlement Period in the
following manner:

. The annual amount Is allocated among the states according to the three-
factor Senate formula (population, tax effort and income) ;

2. The annual amount is also allocated among the states according to the five-
factor House formula (population, urbanized population, per capita income, state

-Income tax collections, and tax effort) ;
,1. The higher of the two amounts Is selected for each state. Since the sum is

greater than the annual amount authorized, each allocation is seatled down pro-
portionately so that the total allocation equals the annual amount.

4. If either Alaska or Hawail uses the three-factor formula, its allocation is
increased by the same percentage adjustment as applied to the base pay allow-
ances of Federal government employees residing In those states (15% in Hawaii
and 25% in Alaska).

''hIe next step is to allocate within each state, according to the following
press:

1. (me.third of the state's allocation is paid to the state government, and the
remaining two-thirds Is apportioned to units of local government within the
Mate.

2. The amount to be allocmted to units of local government is divided by the
population of the state to establish the per capita entitlement for all governments
with in the state.

3. The local government amount is distributed to county areas (these are
getogralphic artmas, not governments) based upon the ratio that each county area
bears to all county areas within the state according to the formula: population X
tax effort X relative income.

4. If thi. calculation allocates to any county area an amount which on a per
capita hasis, exceed 145% of the per capita entitlement calculated in Step 2., its
payment is reduced to the 145% levels and the resulting surplus is shared propor-
tionately by all the remaining unconstrained county areas within the state.

5. Similarly, if any (outy area Is allocated less than 20/. on a per capita
basis, of the amount calculated in Step 2., its allocation is increased to the 20f%
level and the remaining deficit is taken proportionately from all the remaining
uneon't rained county areas within the state.

(. Each county area allocated is then divided into four parts:
a. An aniount for Indian tribal governments or Alaskan native villages is then

dettermined on the ratio of tribal/village population to the total population of the
comity area.

ih. From the remainder, a township allocation is determined on the basis of the
ratio of all township adjusted taxes to the total adjusted taxes in the county.

c. A county government share is determined similarly, on the basis of county
government adjusted taxes.

d. The remaining proportion Is for the other units of local government.
7. Townships and other local governments are then alloated funds on the basis

of the formula: population X tax effort X relative income. If a unit of govern-
ment receives more than 145% on a per capita basis, it Is adjusted to the 145%
level. If a unit receives less than 20%, its allocation is increased to the lower of
either the '20% level, or 50% of its adjusted taxes and transfers. Then, if any unit
receives more than 50% of Its adjusted taxes and transfers, its allocation is
reduced to that level and the excess Is given to the county government.

8. If the county government has been allocated more than 50% of its adjusted
taxes and transfers, its allocation is reduced to that level, and the excess is
returned to the state government.

9. If any allo-ation Is less than $200, or any unit of local government waives its
entitlement, those funds are allocated to the noxt higher level of government.

10. Finally, if the amounts allocated by the above procedure do not total 100%
of the funds available for distribution, the appropriate adjustment Is made to tho
entitlement figure in Step. 3. This process (Step 3 through 8) Is repeated until
thle amounts allocated total 100% of the funds available.

*1lowever, the allocation to each state area on the bnslk of the particnlar formula which
prcoluces the higher amount 1. s ealed np or down proportionately to make the total alloca-
tion for the year equal toD the total amount approi)riated for that year. In 1f72, the first
.ear of the program, this involves scaling down the higher of the two formulas by S,4% to
k tee thp total dlgtribution within the bounds of the $5.3 billion appropriated for that year
(see table 3 and accompanying text).
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APPENDIX

SCMEDuLE OF PAYMENTS: JAN. 1, 1972-4E. 31; 197

Amount
appopriated

Dates (billions)

Entitlement period:
Period 1 ................................. Jan. 1, 1972 to June 30, 1372 ...................... $2.650
Period 2 ................................. July 1, 1972 to Dec. 31, 1972 ...................... 2.650
Period 3 --------------------------- Jan. 1, 1973 to June 30, 1973 ...................... 2.9875
Period 4 ............................----- July 1, 1973 to June 30, 1974 ...................... 6.050
Period 5 -------------------------------- July 1, 1974 to June 30, 1975 ..................... 6.200
Period 6------------------------. July 1, 1975 to June 30, 1976 ..................... 6.350
Period 7 ................................. July 1, 1976 to Dec. 31, 1976 ...................... 3. 325

CUMULATIVE DISBURSEMENTS OF CENERAL SHARING FUNDS AS OF JAN. 6, 1975

Indian
tribes and

Alaskan
native

State name State Counties Municipahties Townships villages Totals

Alabama ...........
Alaska ..............
Arizona .............
Arkansas ............
California ............
Colorado ..............
Connect icut .........
Delaware.............
District of Coljmbla -...
Florida ..............
Georgia ..............
Hawaii ...............
Idaho .............
Illinois .............-
Indiana..............
Iowa ................
Kansas ..............
Kentucky ............
Louisiana ............
Mairne .............
Maryland ...........
Massachusetts .......
Michigan .............
Minnesota ............
Mississippi ...........
Missouri .............
Montana ..............
Nebraska ............
Nevada ..............
New Hampshire........
New Jersey ..........
New Mexico ..........
New York ------------
North Carolina .........
North Dakota ........

Oklahoma ............
Oregon --------------
Pennsylvania .........
Rhode island .........
South Carolina .........
South Dakota ..........
Tennessee ...........
Texas ...............
Utah ----------------
Vermont ..............
Virginia ...............
Washington ..........
West Virginia..........
Wisconsin ...........
Wyoming ............

$98, 031, 250
7,467,593
57,498, 507
64,092,503

616, 886, 301
60, 472, 503
73,021, 478
19, 879. 525
77, 678, 593

166,965, 710
120, 298, 892
25.543,953
23, 433, 761

295, 539, 122
122,796 072
81, 763, 140
55,821,093
110, 701, 413
135, 019, 381
35,159,423
114,605,518
182,245, 167
245, 150,087
114, 208, 820
99, 333, 536

107,986, 009
22, 69), 223
41,781,580
12,687, 188
18, 392,718

181, 169, 014
37, 651,964

643,494,495
148, 069, 952
23, 338, 880

230, 284, 312
64,553,808
57,213,003

302,833, 488
26, 057, 130
31, 197,990
25, 804,561

108, 642, 061
273, 736. 732
34 092, 853
16, 212,006

114, 391, 368
83, 643, 570
74,684,580

145, 107,066
10,780,308

$73, 042, 295
5,705, 900

46,217, 176
65.012, 375

745, 622, 434
42,715,978

18, 895, 404

.40, 131, 335
139, 200, 117
12,633, 627
27,021,042

134,687, 858
84,204, 744
95, 103,370
56,745, 726
80, 380, 428

107,555,940
4,652,262

133,339, 234
20,943, 170

142,649, 271
121, 716, 072
119,470,087

71, 647. 040
30,093,050
41, 45, 262
15,855,488
4,771,379

129, 803, 539
29, 616, 859

275, 600, 457
159, 621,485
23,943,056

146, 533, 214
48, 062,345
43, 309, 765
171, 610, 911

82,272,021
30, 133, 162
94,798, 322
201,322,681
33,951, 088

396,117
84,662, 483
75,014, 111
44, 167, 467

142,717, 552
15, 701,770

$123, 354,002 ........... ............
8,564,156 ............. $461, 450

63, 706,070 ............. 5,054,882
50. 348, 184 ..................... ..

487,565,778 ............. 403,C!O
78,167,008 ... ......... 116,489
78, 012,319 $68, 146,608 ............
13,153,503 .......................

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .

186, 675,953 ............ 61,454
101,066,060 ....... . ............
38,454,275 ........................
19,588,477 258,764

359,381,078 77,366,251 ...........
13,)81,467 28,524,713 ...........
68,345,610 ..... . ..... 35.971
48,668,523 6,183,211 22,99
92,822,948 ....................
155,627,774 ....... . 18,514
28,980,207 36,548,822 139,976
95, 965,309 .. .. . ....... .......

205,025,647 138,712,424 - .
302,884,502 45,150,958 80,032

92,814,805 14,117,713 668,609
66,975,715 ............. 130,507
139,151,315 4,966,463 .......... 

13,636, 518 ------- ... 1,642,832
39,244,788 2,658,130 174,415

9, 314, 646 ---- ---- 196, 538
17, 428, 996 14, 6C7,833 ...........

160,977,091 71,584,615 ... ..
37, 173, 483 4,790,597

874,936, 969 135,942,411 347,922
137, 011, 118 -------- _- 325,806

15, 664,537 6,121,898 926, 404
269,047,129 44,852,464 ..........
79,845,372 ............. 1,152,619
70,881,278 ------- -- - 179,213

339,040,101 95,666, 707 400
37,062,733 15,034,044 ............
73,459,802 - -----...... ......
15,936,206 3,731,771 1,677,674

124,976,603 .......................
344,627,257 ............. 56, 566
33,658,949 ............ 523, 520
11,186,736 20,903,393 .-----...

144, 608, 951 ............. 5,132
91,592,691 3,401 669,042
51,176,848 ------- _ --------- ...

124,292,d33 23,299,882 432,925
5, 943, 145 ............. 258, 757

5,890, 107, 203 4, 422,712, 469 6,160,405,465 854, 183, 712 20, 812,719 17, 348, 221,568

$294, 427, 5 47
22, 199, 090

172, 476, 6.35
179, 453, 062

1, 850, 477, 53,
181, 471, 971
219, 180, 405
51,928, 432
77,678, 593

501,834.452
360, %5.069
76,631,855
70, 302. 047

86,. 974, 309
368, 306,996
245,248,091
167,441,252
283, 904, 789
358.221. 609
105. 477, 690
343,910, 061
546, 926, 408
735, 914, 850
343,526, 019
285,909,845
323, 750,827
68,062,623
125, 314, 175
38,053,860
55,260,926

543,534,259
109,232,903

1, 930, 328, 254
445, 028, 361
69, 994,775
690, 717,119
193,614, 144
171, 583,259
909, 151, 607

78, 153,907
236, 929,813
77,283.374

328,416, 986
819,743,236
102, 226, 410
48, 698, 252

343, 667,934
250,922,815
170,028, 895
435, 850, 256
32,283,980

National total ........
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TYPES OF GOVERNMENTS BY STATE

India tribes
and Alaska.

Native
State name Counties Munkipalitas Townships villages Total

Alibasa ............................ 67
Alaska------- .. 9
A rizo KA . ........................... - 14
Arkansas ............................. 75
-Calfona ............................ 57
Colorado ............................. 62
Connedicut ........................................
Delaware ............................. 3
0lstrict of Columbia .................................
fjorlda ............................... 66

iGeorgia .............................. 158
Hawaii ............................... 3
Idaho ................................ 44
Uinois ............................... 102
Indiana .............................. 91
1o a ................................ 99
Kansas .............................. 105
Kentucky ............................ 119
Louisiana ........................ 62
Maine ...............................
Maryla d .............................
Vnoum tts ------------------------ 1214i ga"I t . ........................ 22A no ............................. 83
Mtsissppi........................... $7"
M 3sisipp . ........................... 114

Mentan-s ............................. 56
Nebraska ............................ 93
Nevada. ..---........................ 16
14ew Hamppshire ....................... 10
Wow efsey ........................... 21
I ew Mexico ....................... . 32

eNw York ............................ 57
-North Carolina ........................ 100
'North Dakota ......................... 53
'Ohio -------------------------------- 88
-Okl home ............................ 77
Orgon ---------------------------- 36
F innsylvania ---------------- a-- 66
Rhode Island .......................................

,South Carolina ........................ 46
*South Dakota ......................... 67
Tennessee ........................... 94
Texas ............................... 254
-Utah ................................. 29
Vermont ............................. 14
Virginia .............................. 95
W.shington .......................... 39
West Virginia ......................... 55

'Wisconsin ............................ 72
•Wyoming ............................. 23

National total (51) ............... 3,046

409
130
67

462
412
260
34
54
1

389
529

1
199

1,270
563
954
627
403
298
22

151
39

533
855
281
908
126
535
17
13

335
92

619
466
359
935
562
238

1,013
8

263
310
323

1,048
216
60

232
266
227
575
89

18,778

........ :8..9... W
18

.o.............
................ o . .. ..... 57
..... ..........

2
........ °... 4i ...............
o.. o ........... o............
...... .o...................i.

.. 1.6..........

....... .....................

....................... o...i.

°..... .o....i ...I, ..............
1,008..........

o.............. 1
1,500 4

..........................

..............474 3

.°... ........................

312 .............
, 247 i

1,800 13

- i4- .............
...... o........

486 3
17

232 ...........
........... 22

930 8
.............. !

1,368 5
1,320 ........... 25

1,550 1
31 ..............

1,031 9
............... .............

237----..... - 2
39 22

1,270 10
2

16, 986 3-46

Senator HATIAWAY. The hearings will stand in recess until 1:30.
[Whereupon, at 1:05 p.m., the subcommittee recessed to reconvene

at 1:30 p.m., the same day.]

AFTERNOON_ SESSION

Senator HAThTAWAY. The subcommittee will come to order. The
hearings on revenue sharing will resume. We have with us today Rep-
resentative Tom Jensen, minority leader of the Tennessee House of
Representatives, who is the chairman of the Intergovernmental Rela-
tions Committee and president-elect of the National Conference of
State Legislatures. The Governor of the State of Washington, the
Honorable Daniel J. Evans, was supposed to testify along with you,
but he has been detained. So why do we not proceed with your testi-
mony, Tom?

477229
10
538
527
325
184
58

458
688

5
249

2,809
1,663
1,055
2, 237

523
362
516
175
364

1, 869
2,756

365
1,367

190
1,118

51
246
589
147

1,615
568

1,786
2, 344

665
279

2,631
40

310
1,418

418
1,305

251
312
330367
283

1,928
115

39,209
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Senator BROCK. Mr. Chairman, before he begins-
Senator HATHAWAY. Yes; Senator Brock I
Senator BRocK. If I may welcome another Tennessean, it is Ten-

nessee day in the Finance Committee, and I appreciate that. Tom
Jensen is a very old and close personal friend that I had the privilege
to work with on a continuing basis in the State. He has been one of the
more outstanding leaders nationally among State legislators, and I
think he, as president-elect of the National Conference of State Legis-
latures, offers us an opportunity to get a very good perce tion of the
-problem now, between the State and the community's share; and I
think that is why I am particularly interested in hearing his testimony,
because we have had questions already this morning about whether or
not the formula should be adjusted, and in what fashion. And I per-
sonally would like to express my appreciation to a very outstanding
Tennessean for his testimony and presence here today.

Senator HATHAWAY. Tom, why do you not proceed? Your entire
statement will be made a part of the record.

STATEMENT OF HON. TOM JENSEN, PRESIDENT-ELECT, NATIONAL
CONFERENCE OF STATE LEGISLATURES

Mr. Jw'sw. Yes. I would like to submit my statement in writing, but
I would like to make some remarks, with regard to it.

Senator HATIIAWAY. Certainly.
Mr. Jr.NsErN. And then make some additional remarks with regard to

Tennessee. Mr. Chairman, I am very pleased to be with you represent-
ing 7,600 State legislators from each of the 50 States. We worked for
some 3 years very actively at getting all of the legislative organizations
in this Nation consolidated together in one national organization
known as the National Conference of State Legislatures, and I am
serving presently as president-elect of that organization, and also the
chairman of its Intergovernmental Relations Committee that deals
with the matter of revenue sharing and other State and Federal
issues.

The fact that I was scheduled here today to testify along-with Gov-
ernor Evans also heralds a new relationship that is rapidly developing
between the legislative organization and the National Governors Con-
ference. That is, we are working together very frequently on issues that
concern both organizations; and obviously we have the same con-
stituency, just as your combined constituencies are the same as our
combined constituencies. And so, I believe that this testimony today
heralds also a new opportunity to demonstrate how legislators ana
Governors are working together to resolve the problems in our several
States.

We are also working together in another organization that both
Governor Evans and I serve on, called the New Coalition, which is a
group of three Governors and three State legislators and three mayors
and three county officials; and through that organization, we have
sought to determine whether or not we have a broad base of agreement
and understanding regarding the point that Senator Brock made a
few moments ago about whether or not we want more of the funds in agiven program like revenue sharing, or whether or not more of the
funds ought to go to the cities. And the New Coalition, representing
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all four of these groups, b af taken the sameposit ion with the Office of
Management and Bud get, when the proposal came over, that the Presi-
(snt 'made regarding the continuation of revenue sharing; we took the
position that we support continuation of revenue sharing with the same
kind of brea-kdown between the levels of government that is in existence
iv the present legislation.

W, . of course, are very anxious to get additional dollars, if we can,
(Lnd we believe that Senator Brock's bill covers more of the points that
State governments are interested in than any of the other proposals
that we. have seen. Wo would he amenable to the continuation of the
stair-step arrangement that the President has recommended for in-
creasing the program annually in increments. But most, of all, the
thin that concerns us in the ;tate legislatures, and the Governors, I
believe as well, is the fact that we in the States have budgets that are
generally adopted in the first 3 calendar months in any given year. A
majority of th States work on that basis. Also, we cannot adopt a
)u( iget that is not. balanced in nmost of our States. Most, of the States

either have a constitutional requirement, or there is at least an implifed
constitutional requirement, that budgets are to be balanced. An addi-
tional factor is that we cannot assume that revenues will be present if
laws do not exist to make those revenues present or available to its.

So, we cannot simply predict., in putting together a budget for an
ensuing fiscal year. that we are going to have revenues based on an
assumption that Congress might act or might not act in the continua-
tion of a program, or in the addition of a new prograin. And one of the
things that we have requested on many x-(casions is to get as much lead
time as we can in the development of IPederal-State programs.

Now. revenue sharing, when it first came into existence, of course.
came into existence retroactively, and we were given moneys at a time
that we did not have thoso moneys budgeted. And in most of our States,
Nye dat to set those nioneyc aside an(d siunply ),(old thein until the-next
btudgctary period came around to budget. t iose dollars. I cannot believe
that that is the most efficient. and economic use of our monevs. The
moneys that are provided to the States are the taxpavc*s moneyy, view-
ing it as a Federal taxpayer. So, wo' started the program in that.
fashion. 'We are very fearful that that same circumstance could happen
to us next year, because the States, will be needing to budget for a fiscal
year beginning next July 1. in most of our States. in February and
March of next. year. And'if the revenue-sharing extension does not pass
the Congress this year, we will then be cutting our budget back to the
extent of re%enue-sharing dollars. or finding substitute revenues by
raising taxes of some other kind within otr States on a temporary
basis. And there is no way that there can be any kind of efficient man-
agement of State government if we hay, to go through thoe kinds of
gyrations just to smooth out the hump that is made by not. knowing at

least a year in advance when programs are going to change. So, we
fee.] very strongly that the decision ought to be made this year regard-
ing revenue sharing.

And one other point I would like to make-it is not in my testi-
mony-with regards to Tennessee. The question likely will be raised.
or could be raised, regarding what States do with revenue-sharing,
dollars: and in Tennessee. we started the revenue-sharing program.
putting most, of the dollars in our State in nonrc(xurring capital ex-
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,entditures. We have gradually moved frorm that position. so that the
iipconlntg fiscal year budg, et. the one we are not considering, puts
aiitist all of the dollars that ve will reeive from revenue sharing for
ti fiscal year beginning ,ulv I in recmurring expen.ws. program ex-
1CTqIsPs, of the State.

I woVuld! a!.o IKnit to tle fact that during the period that we have
lia(1 "e(Leral revenue shiarin,, available to the State gove rinent in
I"ll'essee,. ill anll its in the alea (if -.A37 million to S.40 million per

yen r. tie State )has exptI(ed1 its pr'r,1rna s or its revenues miiade avail-
ibl e to h a ( , ,\ve r1 m l F,5 iII IIn eIs in ai Mix r of a areas, and

Sp.'iti'"a pt \ I, ailS arT(ioiItt to soue 51) p('I'etrt of the' total
r, v<Iiun.-sY a i'ii v <ilIa- swe, receive. h'1at is. that we have undertak,,ii
in tlnies-c, to Onvewr'ite the total cost of welfa re and medicaid
prorral ins thlat previously required a small local. ('itv. and county
,oitribltiin. FlIld tli,' s .S CoSt t1e State S7.7 miltimii to relierv( local
U',,vernrnenrts (,f t 1nt exp ense.

We hav'e also iflStittetvd a per capita street and road program
il "lenles.4.e. in addition to tile State rTad )ro(r-an that we have.
a ilili t 1i1 t + 1.7 nil 1l per year: which. totalling those two items
I,,,retl ier. ani,,tnt-s to nlout $ ( million, or half of revenue-sharing
(lidlav.-s that Ternes'sce has received.

So. voil 11ave to ( c l(Ie. in f(llowing what has happened in Tennes-
see. that in(leed1. local taxpaivei.s in Tennessee have been relieved of
1ii,lISe d b)lrdeits on property taxes that could not vo higher in most
,if ()ii,, cities and coulvtie.. were it not for the fact that the State was
aitle to rImss on more (,,llars to the local ,governments in Tennesse

s at result of hav1n revenCue sharing avaitadle. And I believe that

this is what it is all alout: and I think that we can demonstrate in
Wor1 on State. and iii many other States a z examples. that revenue-
slaling dollar's hiave indeed worked in t he fashion that. many other
tlogra is slioul(1 'ave been working Iong since. Thank vou, \1r.

Sellator I IA]'r .AwAY. 'lhank Ioil ver vmillch.
You stated that you think thke ,rvseult provision of one-third 'two-

thlirds is fine.
Mr. ,We:NsI'-. We f-el that it is sat isfactorv.
Se attor ILI TMAW.Y. W\hKat :are your c urments on the prohibit ion

oil tile use of rev ]liue-s ia ring funls for matcl;ing fuindis for Federal
l)T'rans ?

Mr. ,,,svx. "We see no reason for a prohibition of the use of revenue-
sharing fmnd:, to match any otier (-ate-rorical I rants. We thiink tfhat
I as reasonal1i-e and rat0 jonTal use of revenue-sharing funds as any other.

Senator I AT) '.A. Revenue-slaring funds have been ied for
elucation. I Tas this increased the t,,t. l :il lok;ilt of funls used in the
St:te for education?

Mr. Welxsl.. el! our Stte s very (lramaticallv-lookin' at our
ow\n St te--has v rv dran at'ical lv Increased our expenditures ilk the
field of eduation. Frnnklv. I look upon revenue sharing as an ,other
FOUi',Te of revenue. I dif) not think there is nnvt hing magical about it,
()r anvthiing speeial thtat it sh1ouldt le--nor is it designIed to be. in THy
iu(,llmt-som(e kinld of a special fund flnt is set aside somewhere
for something other than making government serve the citizens that.
it is to serve better. And when we have move dollars available. from
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whatever source, in a way in which we in Tennessee or other legis-
lttors in other States, or other Governors in other States, can deter-
mnine from their own constituencies what the priorities are, what the
iieeds are. in that State; and can u.e those dollars in that way, rather
than having dollars made available that have with them an attached
responsibility of expenditure in a very narrowly defined categorical
grant.. I believe that we have better education in Tennessee, and that.
we fulfill all of the social needs in our State better.

Senator I1ArI. AAY. So the overall expenditures for education have
been increased ?

Mr. ,JEsi:.N. Verv substantially.
(';nator I IATIIAAY. Not substitlted ?

Mr. .rxsr:x. We lhave, for instance, instituted a statewide kinder-
garten proram in Tennessee, but we did not have a statewide kinder-
garten 1utntil we started. We only had pilot projects that were funded
by State goverlilnent iin Tennessee before 1961. So parallel to the period
of tiie that revenue sharing has become available to us. we have
launched and instituted a fully funded statewide kindergarten pro-
gramn in our State that cost us on the order of '30 million.

Senator IIii.\J'. Thank you. Senator Packwood ?
Senator P.xciiWooin. I have no questions, Mr. Chairman.
Senator ]ATHAWAY. Senator Brock?
Senator I31iocK. Roughly, the essence of your response, if I under-

stood it correctly, is that you do not see any need for any prohibitiOl
on revenu, sharing . education or other, do you?

Mr. JENSE.N. That is right. I think revenue sharing should be con-
sidered a source of revenue that is as free from strings as it can possi-
blv be written. and that there is no need for any strings attached to
it other than those with regard to equal employment opportunity and
those kinds of questions.

Senator BitocK. You have no problein, or would not argue with, the
ant idliscrimination section?

MI. J.,sEN. Absolutely none whatever.
Senator BROCK. That is not a categorical approach. That is an

approach to protect people from being abused.
Mr. JiE.sFx. That is right. I feel very strongly that. that is not a

categorical approach at all. That is the law, and it ought to he
included.

Senator BROCK. Well, if I could digress just a little bit further on
a different area; in my own approach, we make revenue sharing per-
manent. Is that supported by the National Conference of State Ix'gis-
latures. or have voi taken a position on that?

Mr. JENSEN. We have not officially taken a position on that question.
We have taken a position on it on a little different basis. Our position
in the beginning, l)efore revenue sharing was ever first adopted. we
took the position that it ought to be long term and permanent, that it
ought t o be a pern ianent program.

Senator BRoci. In essence. you have already established the position.
Mfr. JhNsEN. Now that we have it, we certainly would like to have

it. continued as a permanent program. But we have not, as an official
decision, renewed that. But I can assure you it will be renewed.

Senator BIIOCK. I know you have to testify before Intergovermental
Relations, so I will just finish with one last question; and that relates
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to the funding. You said earlier that. you SUpported the stairstep ap-
proach of an incremental increase each year. I think I heard you cor-
rectly on that.

Mr. JENS:-,. I said we would support either; that we would like to,
have, the most dollars that we can get, and we prefer your bill.

Senator BROCK. OK, I am sorry. That is what I was reaching for.
Ihe administration apparently will propose a .1S50 million increa.e', or
navbe something in that rane., as they have in the past. My bill ties
it to ineoine tax receipts, and goes up as our

Mr. JENSEN. Senator Brock. we find your bill the mno.t in keeping-
and I meant to make that statement earlier, if I did not-the- most
comnplet(ey coinpatilde witi the positions that the National (onfertnce
of State Legislatures hals taken concerning revenue sharing. It is more
in keeping than any other proposal I know of with the point of view
taken by the New iCoalition, of which Ian a member. And I simply
stated that we would be amenable, in order to continue revenue shar-
int. to continue it on some other basis than the approach that you have
chosen. But we prefer your bill over those other proposals that we
have seen.

Senator BROCK. Very good. Thank you so much.
Senator PACKWOOD. You realize, under Senator Brock's bill. that

your percentage goes down, does it not, as the income tax falls, or the
receipts fall ?

Senator Bnoci . I do not recall a year in which income tax receipts
have fallen very much. It usually goes the other way, but that is true.

Mr. ,JENSEN. Yes. I believe we could take our chances on that, Sena-
tor Packwoo(d.

Senator HATHAWAY. Tom, thank you very much. We appreciate
your testinonv.

Ir. J,S, x. . Thank you. We appreciate the opportunity.
[The prepared statement of Mr. Jensen follows :]

STATEMENT OF lIoN. TOM JENSEN, 'MINORITY LEADER, TENNESSEE HOUSE OF RIEI'-
RESENTATIVES, ON B:IIALF OF NATIONAL CONFERENCE OF STATE LEGISLATURES

Mr. Chairman and distinguished members of this sulicomziittee, my nai lie is
Tom Jensen. I am testifying on behalf (if the National (',nft'rence of State
Legislatures, in which I serve is lresident-ele(t and chnirinan (if the inter-
governmental relations committee. The NAtional Conferen'e of State Legtilatures
is thie official organization of all 50 state legislatures. We maintain a close work-
lng relationship with the National governor'ss Conferen(e.

I have come from 'Teiinesee today to express the support of state legislators
for the early renewal of the general revenue sharing program by Cong-res,;.
(;eneral revenue sharing is the top priority of our national organization. State
legislators first endorsed the revenue sharing a decade ago, in 19G5. After three
years of experience with the program, this diverse assemblage of -600 elected
()ft'.ials continues to lend the program whole-hearted support.

The imlportance of the lirogramn cannot lie underestimated. If the State of
Tennessee were deprived of lie $40 million annually. wve would lie fr(ed lo
raise taxes or cut governmental services. I believe you would agree that such
a result would be counter to the recently enacted Federal lpoiicy (if cutting taxes
and expanding services to aid the economy.

Ave urge this sulicounmit t ve nn(l the Congress to give swift attention) to revenue
,hiring renewal. State and local governments will begin tii prepare biuliets for
fiscal year 1977 later this year so that we legislators can appropriate the
necessary fund,; or raise the necessary revenues next spring. We cmlinot budget
on the assumption that revenue sharing may be renewed in late 1976. Ave can-
not budget a deficit! Thus we may be compelled to cut services or raise taxes
next year without action on revenue sharing.
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Allow me to stress that support for revenue sharing among state legislators is
absolutely bipartisan. Speaker John Martin In Maine wished to lie with me here
today. but found the demands of presiding at the legislative session would not
joermit him to come to Washington. Steny ttoyer, lore.sident nf the Maryland
Senate, is chairman of the task force which lhas jurisidiction over revenue
.sharing but could not attend today's hearings due to a death in his family.

Mr. airmanma. several proposals have bec-n made for amending the revenue
springg program. Our organization has not had an opportunity to study all the.,
i intedni(nts carefully. A special snlconinitt(-e chaired by speaker Norlbe-rt
Ifnlw (of Kentiucky i, studyi;,g the various prolioils and will report to the
coaiftreince this suniner.

'he one hill i utroduc(,d in tie Seuin te wilch comeq closest to our posit ion on this
it,,1, i. S(nate Bill N). 11, slsnsorcd by my distinguished senior U.S. Senator
'Williamn Brock.

iJi- )ill \\,,ul1 ntiluaiutlin the revenue sharing ;irigram as it currently (,xizts
l , making three inrt ort ont (.I ages whi chi we c'vn a support :

Fir,.t, S. 11 w %vh create a pern ealnt revenue sharing fund which would not
r(eiiirtd periodic renewal. We are prepared to defend the sueces.es of revenue
.ln:nrin and cloin that the five-year exljrinwnt was a success. A permanent trust
fun(d wl mid rinit great(er long-range lann ng boy State and local goverietlnts
t( thfe l'netit oif our nuttual ('onstituents.

S(,e.on, S. 11 wNould build into the revenue sharing trnut fund an automatic
V,,S(.:n:,itir tied to the growth if our e(-tononny. This would protect the program
f"rin intflatitinary er,, hi. wle, pl.i6g no greater burden on the Federal budget.

Tinir(1. *. 11 would lift rest ricti ns in local gomvernmenttl use of revenue sharing
fimi(. Many States have revenue sharing programs which place no strings on
local governments. The restrictions on the use of the funds which were legislated
loy ,',)ngrtess tend at best to ie zntefl!inglP'5S and a cau e for more paperwork, and
,at the worst to be counterprodiwtive to the goals which they seek to effectuate.

Mr. Chairman, in these brief remarks I cannot begin to discuss with this (om-
nittrer. the many t-sues surrounding the d-tate on rnewing rev(,nue sharing. I
-elieve it Is important to reflect Mr. ('airntin. as this Nation prepa rt-s to ele-

ltrn!(e its iicentenninl. that we are a Nati( toasv! on the principle of shared
miow\rs a nd r.sio nibilities betweeto tine Federal (;,vornjent and tle States. The

gernr:tnl reven me sharing ,r(ograin eirbodi es thIie very e,sene of this principle. O ur
-,rga iizati,,ian lhledg( it snlf to wi,,rk rcl's(.ly with this ,Ibco mlitt (' a ld the Conl-
gre,,, in the renewal of this e.ssential program.

Thank youi.

SQ,1ator" If.TAXW.Y. )ur next witn,-s is IIon. Daniel J. Evans. the
(overnor of tihe State of WVashingtoui.

governorr , welcome to the conlilnittee. Your entire statement will be
na(le a part of the record and you may proceed.

)o you have a written statenuient. Governor ?
Goverlnor EVANS. No. 1 (10 n)ot have a wIitten statement i withi me, .r.

(Thai 'iian. but I would have a few remarks and nost of all be prepared
to onSd)ol to v'our questions.'elister 1L,,,TH.AwAY. 1i11e.

STATEMENT OF HON. DANIEL J. EVANS, GOVERNOR, STATE OF
WASHINGTON, FORMER CHAIRMAN, NATIONAL GOVERNORS'
CONFERENCE

(Governor EvA\Ns. M[r. Chairman, Senator Packwood. 'evenue shar-
ing for State and local governments. I llieve, ]lot only in terms of its
:u11iuuits, Jhas been of real lhelp. but in terms, to a much higher degree,
in concept has represent( the first t'urnaway froin an increasing lUIum-
her of categorical grants, restrictions, struct ures in State and local
governments. which I believe from 10 years of experience as Governor

mf iy State has co.t the taxpayers money, has kept us front providing
Services to ttle degree we otherwise could. And I share the remarks
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made 1y a number of my colleagues over the past ear or .so that if
tle Federal governmentnt wants to find ways to dh idts pd wit s wmw-
what less spen(ling Oil the domWstic Side. t hat I cei't tri V. i.- oi ( Ov-
ernor, would be willing to accA- )t something le.s iii teii of F'e,(,erat
Slipport andl guarantee that witi 90 ]erelt of t ile m)oey we art, now
getting we emllld (10o a better j , j)rovi(le ritore ,el \-ice to tihe peO)le -,
nreed to serve than we are doing toda) if oiily we coul(l have the .-t ri*-
furvs and cout,-trailits andl the rules a(I tile regulati ole arl. frari kly,
the irrsarritv of 1,.,W categorical protrraw- relIT,,ed.

I know very ,veil that we could do both., tle double t tak ()f -av\-ilg,
rnrorey '111d providing letterr service.

W: ive ill a big anl a diverse Nation -" ,'e tile iwe(ls ,f -]ri,,-
ton State are not thre needs of Washingt n. ).(.. and tihe needs of
Florida are not the needs of Maine. We t.c have ou r own a, pr:i,'e--
toward what may even be national goals. and I think it is a perfectly
proper thing for: tie National (ioverrrment to establish some nat jiIAl
goals. perhaps even i) certainn areas estal)li.h sone performance st alid-
ards, but for heavet's sake, do not tell us Pre('jsely how we must take
each steel) toward those national goals we attemIt to reach. Wt all
start from different po-itions. We all have (di Ilitt ways i ic itIi
to most effectively get to those national goals. And I just 11-(t earn-
estly request, that there )e a growing rather tian a rmedcilnrlr e
of trust between various levels of governmInent. We all share swrn,-
thing rather equally arrd that is probably a lack of trust Or re--lpect
from (itieiIs as to government at all levels. Ani l erla)s oie of thlie
best ways to regain that is to have :onrc sense of trust ais betwc,-,1
levels of government so that we can work together to achieve tire
goals I think we are all seeking.

Now to sp eak directlv a bout reverie slrarint itself. I guess I airt
a purist when it cones to revenue sharing. I believe that as Soon a.5
YOU require or request reports oil how tile money was S)ent. that is
not revenue sharing. As soon as you put strictures in it as to a -hare
of the money or all of it being used in some area!. even though tie\-
may )e l)roa(l areas. tlit jS not revue shn 'riIg. Il fact, altlirougt
we call it revenue string, particularly. in terms of how it now a1)1) lie,-
to local governments, it is not in my view revenue sharing it its p ure
form because we do put some restrictions as to the areas in wllich
revenue sharing moneys can be spent.

And I firmly )elieve that revenue sharing, in its continuation, ougtt
to be just that, a sharing of revenue collected at one level of govern-
ment to another with no restrictions, with no reporting, with ti e re-
spoiLi'bility and the accountability of that spending being at whatever
level you are sharing with. And certainly, citizels are deea)v" ,on-
cerned over the spending of money at city and county levels. 'h ,e
are concerned over it at the State levels and they are concerned over'
it at tihe national levels. But, I think that is where thre accountal)ilitv
olght to rc>t is with thle citizens of tile particular jIs rriiti i tat-
engaged inl tle spet1n(ing.

I nmi rht add that I am a little puzzled at tire difficulty of bu11ying
that con(ept within the Congress of the United Stat(s. ()f all of tir-
legislative bodies il tile country the only one at this timne w-hich seems
to have some (lificultv with tie concept of revenue sharing as being
a new idea is the Congress.
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Senator PACKwoon. Dan. let me ask you, from the standpoint of
accounting, it is not meant to be a burden on you but somebody has
to account for it, it is information to us as to how the money is going
out. It would be a very unusual situation where we just ;ass It out
and we do not know hiow it is spent.

Governor EVAN S. Senator, I do not think so. We have tradition-
ally done just that with our local governments. Every State in the
Nation. I am not aware of one State that does not share revenues
collecte(d zit t iw State level with governments at the local level with-
out accollnting. without reports of any kind. We share hundreds of
muillioins of dollars with local governments in our State. W\e collect
at the State level, for instance, a motor vehicle excise tax. It. is, in
essence, a personal p~ro)erty tax on the value of an automobile. We
share virtually all of thiat with the cities and counties of tile State.
But we ask for no reports, we ask for no accounting. we have trust
and faith enough in those governments that they will spend that
money in a rational way.

Senator IWAcTwI). Would yoN eliminate also tle lt'roviso that
it cannot be spent in the manner tlat is racially or religiously
discriminatory ?

Goveriior EV.\S. I think that is unneressary to add to a revenue
sharing llwasure. We already have all sorts of acts, hoth at the Fed-
cral level an( in virtually every State in the Nation thiat prohibit that
anyhow and I frankly thiink that that is an addition which is unnec-
essary iln revenue sharing any more than it ouglt to 1e attachedl to
any other piece of specific legislation when we h ave general legisla-
t.ion that, in essence, prohibits that. So why add it to revenue shar-
ing. I think it is an unnecessary appendage to what ought to be a
very simple concept.

senator IIViAw.Y. Well. I am not sure tlat we (lo have general
legislation that would cover that. We lhave specific provisions in var-
ious categorical aid programs such as the education programs. The
money cannot, be used in any way to discriminate. And if vou are
right, I suppose we do not need it.

lBut I guess we thought we did need it in the Revenue Sharing Act
because we had no general law covering it.

Governor Evs.\s Well, I woul(l sug,,est that if that is true, then
we probably ought to seek a general law rather than having to attach
that kind of a thing, and I believe that probablyy most, if not all,
Members of Comgress--and certainly I woull(d suggest the sane is true
of Governors-would believe that i'n all of our public spending that
ought to be a guideline. But, rather than having to attach it to all of
these specific pieces of legislation that cover our spending programs,
should that not be a general law and then unnecessary to add to all
of these other elements?

Senator IATIIAWAY. Yes. Does not your thesis, though, depend upon
'.'lhat citizen input. you get into local government spending? You

know, perhaps inl the State of Washington the citizen input at every
level of government in such that vou are reasonably assured that you
a4qre going to have good accountabfilty. But I know that there are vari-
oiis States and municipalities throughout this country where they (1o
nt have that kind of input.
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Cons-equently, they have much less accountability than we would
like to see in* tie law.

Governor EVANS. Vell, I believe very strongly in our representative
system, of government and I believe the citizens in put in a representa-
tive system of government is through those wio represent thenl,
Wlwtli e, they are city councilmen, State legislators, or Members of
( lgres:s. I do Jnot knlow )vecisely how nuich public involvement there
-: im tw spending prograins of the Federal Government or through

(ongr(,ss. But I suspect only a fraction of the citizens ever have an
,q))ortUnitv to particiIpate directly in that. They may be represente(
),'\" ilterest grolu)S. b~ut I suspect, they are bc.st represented ultimately

i1y tlie Menbhers of ('oigress itself.
Seliator Il.A'rvi'Iw.Y. \\ell, we have a Genwral Accounting Office,

tI ig .), to make sure tlat the money w, appropriate is spent for the
1)rl1)ocs tiat we appropriate it.

GOveIlrnr EVANS. I thiink that ought to b e an essential eleviient of
.ny legislative bly. Far too seldon at any level vlwetler we are talk-
lit,' :-(r ot t ,-tate levels, ven the national level, certainly the local level,
do lie mebiihers of a legislative body really look backward to see what
Iie ,.luect was of what they have I)assed. They are so busy looking for-
wai'd to see what, is coin m iext that tlere is not titite, really, to (1o
tilat jol) effectively.

I li.'e very strongly, in fact I have been trying to encourage my
(,\vWU leislature. to exlaiid their capa,)city for oversight in spite of the,
fct I kiiow it could very well be emibarrassing at times or at least
uncoiMfort-A)le for our own executive agencies. B ut that is an impor-
t a Iit i unct ionl of a legislate ve body.

But when we speak of revenue sharing. I think in terms, again, of
ti ie ,oncept, once the Congress has decided to share revenues collected
:,t the national level with localities and with the States. then the

,p.l)nolsibiilty for oversight becomes not one of the General Account-
iny Olice but one of the State legislatures or the city councils through
te! eir o\ersillt function. whatever it is. And ultinatelv. in terms of
1lae (it izens thV ill.elveS. in their connection with or their contact with
1110neniels of the city council. State legislature. or even wheln it comes
time for the next election, tle change of those who represent them if
t1lev do not (do the job right.

I just think that revenue sharing, again, as a concept, once you share
that revenue, it really loses identity. And we at our State level for

il)ill accounting purposes, because we are sort, of required to report,
we have said all of our revenue-sharing noney is being assigned to
the State support of common school education, and I suppose that
fin(ls its way into the inany reports, both public and private, which
have been made in the last, year or two on revenue sharing. That is
where the State of Washington is putting its money.

That is really nof true. Revenue sharing has given us an additional
capacity at, the State level for providing service, and while we account
for it hV saying it goes into basic support of common school education,
I tOlink- it could be said with equal truth that any specific thing we are
loiig to a degreee is enhanced by the fact of revenue-sharing money.
And if we wanted to take the trouble and the time to report., we could
just as honestly have said revenue-sharing money was spent for spe-
vial programs for education of the retarded, some innovative or new
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programs which we have embarked upon for aid to the aged. We
conl l have takeii sort of that top level of the most politically sexy
programs and htave re)olted to the Federal Governenwt that that is
indeed where revenue-sharing money went, and that probably would
have been just as honest as where we Said it went.

The money is-you know, a dollar is a dollar. And when that monev
conies to the State and is joined with our sales tax dollars and our other
State-raised revenue, it all becomes pait of a single pot.

Sellator HAlTiAWAY. Well, would you object to a requirement of the
revellue-sharing law that provided for guidelines on local citizen par-
t iCliton. I IJIeal if it exists, then it wiIl not be weded. In those ca.As
where it (1oes not exist. it will be lpl)ful.

Governor EVANS. Well, I really believe pretty strongly that tle
revenue-sharilig laws is the wrong j)lace to do that. Iii fact. I belit-ve the
thongess tell ing a local or even a St ate goverl ituxnt that they Inust do
that sort, of thing is wvrong any il ore than I think Congres woull like it
very in ch if tle Natiolal ( governor., ('o1ferelnce mr snlieoile else canmc
111n11 suYgested t hat an inadequate jobl of citizen participation was
brcinig dole federally 1nd there oght to he solne reluirenielnts lplar'ed
orl congresss to seek out special citizen participation before spending
p~atteres could be establishJed at the national level.

I ~~~._ ill that reSpect 1 1I11 a tralitioialist ill ten'riS of believing
pretty stroiglv ill a re)re.seltative system of government. A denloc-
ac" 01, a town-Ieeting c(0lCe)t works well in a sniall comniIhilitv or ill

a series of small coninitunities-. I think we (1o a pretty good jobiii otr
oWnI StatO and ill our various l(Kal conunl1Initis in seeking out. a1ll(
t rv"ing to el1co1i ia ge (itizen ilplt. But lit iziiately. tle accountalbilitv
for decisionS 10 to COlie through elected rel)reseltation and tlie par-
ficipatioul of citizens can best come ill our representative systeiii in
being darn sure the people they elect have SOilIe responsibility for wise
dc isionniaking.

So in direct answer, yes, I would object. I think that is unnecessary
and certainly goes a long way toward putting a Federal arm into the
nos. fundamental ways in which local an( State governments are

managed.Senator IATIIAWAY. Yes, biit I would not object if we lad the same

guidelines for the Federal Government. As a practicall fact we do not
need then because there is a press gallery there at all times watching
everything we do there at the hearings and everything else. They
know what we propose to spend money on. The l)ul)lic is made aware
of it almost instantaneously and we get, the results of the public
clamor almost, as instantaneously. ]lit I know that there are metro-
politan areas large and small where tile public is not made aware of
what the l)roposed spending plans for its local government are as well
as t hev are at the I,'cderal level, and it seems to nc that it wvould be a
good requirenient to require some kind of publication or whatnot so
at least you would get public coniunient on where the money is to he
spent, ), ore it is spent.

(;O\'enol-r EvANs. Well. first, I tlink it is true in very few areas any
Inore to(lay-it may b)' ill soi, ar.ehls b ut I think very'. very few. ('er-
tainlv it is not true-yolo know, we have tile local and the State equiva-
lent )f the press gallery that you have ler'e following anaI(l watch(in,..,
all of the activities which are carried ol at State and local levels in



109

our States down to and including the weekly newspaper reporter or
the local radio station guy who is watching what happens in a town
or a very small rural county. In fact, sometimes I suspect that people
know a heck of a lot more about what is going on in those small and
rural towns and counties than they do in larger cities or even than
they do about what goes on at the Federal level.

Senator HATHAWAY. I think the very small ones and the very large
ones are watched very carefully. It is the ones in between I am con-
cerned about, especially in these areas where they have a city manager
type government where the alderman more or less rubberstamps what
the city manager wants.

Their hearings or whatnot that they have on the budget may not be
very attractive to the press and not covered adequately. And a lot of
money is spent and the people do not have any knowledge of it until
after the money has been spent.

Governor EVANS. But I say in that case shame on the press and
shame on the local citizens, rather than a requirement from the Fed-
eral Government that something be done. If you have to push and
haul people into doing it through a specific requirement, I do not
think you are going to get very much good out of it anyhow. It has
got to be something that people are willing to do and what to do and
jeel it is necessary to do to really get any value out of it. And I think
i is really a fairly drastic requirement, not in itself, and certainly it
is not going to have much effect, if any, in what we do, but it is in
terms of one level of government now saying to another level "Here
is how. you shall carry out your affairs." And I do not think that is
very wise.

Senator HATHAWAY. Well, it has been done in the past, though,
with, I think, some beneficial results. The Elementary and Secondary
Education Act, for example, came out of the failure of local govern-
ment to provide funds in certain areas-remedial reading, for ex-
ample, and other areas of education. And the Federal Government
had to step in and provide the money for those specific purposes.

The poverty program initiated in 1962, as you know, was spawned
out of the need for the Federal Go ernment to step in and fill a gap
which local governments, by and large, had not filled because the poor
do not have much of a lobby with local government.

And to some extent, although it is less now than it was then, that is
still true in certain areas.

Governor EVANS. Well, I really think it is a pretty small" problem
comparatively. I am not sosure as compared with the massive organi-
zations who have strong lobbying efforts at the national level that
the poor are all that much better represented at national as opposed
to State and local levels. We each have our different responsibilities
and we each have the pressures which come upon us.

But I think, you know, we all see some changes in responsibility
and changes in direction, changes in priority of spending, depending
on the times in which we live-and the needs as we see them. Sure, there
are some, I am confident, some what, you might call horror stories in
the purported use of revenue-sharing funds by sonie local govern-
ments. I am confident that I could more than equal the number of

52-602-757-8
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horror stories in-terms of the bad end results and the absolutely in-
credible waste of some of our Federal categorical programs when you
see what actually happens right down on the firing line.

Even taking Elementary and Secondary Education Act. I have
seen in our schools, when, by the time you get down to a local grade
school, then it is quite different than what started out as a good pro-
gram with some really good concepts can get distorted pretty badly.

I think this oversight function is an important one for the responsi-
bilities we have at each level. In terms of revenue sharing, I think
that oversight ought to come at whatever level has responsibility for
ultimately spending the money.

Senator PACKWOOD. Dan, when was the last time that the State of
Washington had the income tax on the ballot?

Governor EVANS. 1973.
Senator PACKWOOD. When before that?
Governor EVANS. 1970.
Senator PACKWOOD. And before that?
Governor EVANS. Oh, it was a long time before that.
Senator PACKWOOD. The argument was raised earlier when New

Jersey Mayor Gibson was here, and they do not have any income tax,
that the income tax normally gets defeated because of special inter-
ests and perhaps it might be fair to skew the revenue sharing in some
way slightly adversely to those local governments or States that do
not have income taxes.

In your experience in Washington with the income tax, is it not that
the people do not want it? It is not a problem with the special lobby
-group. It is just that you put in on the ballot and down it goes.

Governor EVANS. If it is a special lobby group, it is a pretty good
one because the last time it was on the ballot it was defeated 80 per-
cent to '20 percent. So that is a pretty healthy lobby group. And it was
defeated almost uniformly as between the east side and the west
side of the State between city and rural areas. There did not seem
to be any pattern of sup port anywhere for the particular act.

Senator PACKWOOD. So it would be basically unfair to penalize a
State in terms of its revenue-sharing quota if it did not have an income
tax.

Governor EVANS. Sure, I think so. I have been an advocate of an
hicome tax for my own State. I have tried for 10 years now with a
monumental lack of success to get it because I think that it would rep-
resent part of a balanced tax structure. I think that we probably, you
know, as neighbors have tax structures as far distant from each other
as any two States in the Nation. And I have suggested many times to
Tom McCall that he ought to institute a sales tax when we instituted
an income tax and we would all bp better off. But he has had about
the same success over his years as Governor with the sales tax as I1
have had with an income tax.

So people are--I think when it comes to new tax systems there are
no liberals; there are just various forms of conservatives, because peo-
ple do not ike to open up a new tax source if they think that it might
ultimately lead to more taxes. And I think that is a general fear.

Senator PACKWOOD. All right. Let me ask you a last question as far
as I have.
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There has been some argument raised that we should change the
proportion of the allocation, give less to States and more to local gov-
ernments-not any more strings, just a change in the proportion.

What is your view I
Governor EVANS. I think-that would be unwise. In the first place

it would shatter the coalition which has been a strong one~and a united
one from the very beginning between States, cities, and counties who
hav worked together, who have found a way, not only through rev-
enue sharing, to come together. But that helped to give birth to the
new coalition and the growing interrelationships between these levels
of government now through our national organization, which I think
is beginning to have some effect and I would hate to see that damaged
or destroyed, and I think that could have the effect.

Now a year or two ago there was the cry that, well, State govern-
ments were rolling in money. But if that was ever true, it certainly is
no longer true. That was not taking into account, really, the drastic
effects of the massive inflation which has occurred since and which
has turned virtually every State from a surplus into a deficit position.

We will end the biennium on June 30 of this year with close to $100
million surplus. But the budget we are now seeking for the next
biennium will require a tax increase, in my view. Inflation has eaten
up whatever surplus there was. And there is a growing recognition
on the part of States particularly that they must step in and adequaely
fund the public pension programs, not only at the State levels but for
local governmental units, and that has an enormous contingent li-
ability, which I think is going to be a very tough requirement for
State governments for many years to come. Certainly it will be in our
own State.

And one other factor. I believe there is an important reason for
States to at least retain the position they now hold, the smaller share,
really, but an important share of revenue sharing, and that is that
even though I do not agree with it, there are some restrictions at the
present time on local governmental spending. You cannot spend rev-
enue-sharing money for common school education. There is a, grow-
ing push in all States for a higher share of common school education
to be borne at the State level as opposed to the local level. And that
is gqing to put additional pressures for spending and for financial
responsibility on the State level as opposed to the local level. And
I think it makes it essential that the States have some additional ca-
pacity to respond in terms of common school education with the help
of revenue-sharing funds. And that is where we have found it most
helpful in what we have been trying to do for the aid to local edu-
cation.

Senator PACKWOOD. A quick aside unrelated to revenue sharing:
What is the status in the legislature of the bill to make the Presi-
dential primary date the same day as Oregon's?

Governor EvANs. Well, it is in process, let us put it that way.
Senator PACKWOOD. Am I right? Have Idaho and Nevada adopted

that common date?
Governor EVANS. Idaho has. Yes; Idaho has for sure. Nevada has, I

believe.
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The bill that is in front of Washington would. There is no question
about the date. There is some question about what kind of a Presi-
dential primary we ought to have.

Senator PACKWOOD. I understand Washington has a particular
interest.

Governor EVANS. We have a particular interest and there is some
small disagreement between the Governor and the junior Senator as to
precisely how that should be carried out.

Senator PACKWOOD. I have no other questions, Mr. Chairman.
Senator HATRAWAY. Let me just pursue this business of providing

an incentive in the revenue-sharing formula, a greater incentive now
for the States to adopt the-more progressive system of taxation. And I
gather that your argument is, well, on a referendum in the State of
Washington they have rejected the inomne tax a couple of times. But
if we took that tack, there would be a lot of Federal legislation that
would never have passed, because I am sure if we took a referendum
in the various States with respect to civil rights, occupational health
and safety, and worlnan's compensation, which is coming up in the
near future, that we would also get the same answer and none of those
acts would be on the books if we all had to agree they were worthwhile
pieces of Federal legislation. And it seems to me that the income tax,
or a more progressive tax-it does not necessarily have to be an income
tax-falls within that same category of Federal legislation.

We have taken leadership in the past in order to bring about greater
equity throughout the entire country. And the taxation is a problem
we should focus on, as well as occupational health and safety and the
rest.

Governor EVANS. Well, first I would have to if not totally agree
with all of the other examples that you bave named that those have
Proved to be progressive and necessary Federal pieces of legislation, at
least in the-ways in which they are implemented. I am not a strong ad-
voca jof the Occupational Safety and Health Act because we believe,
in -die State of Washington, we had a better act to begin with, and we
ravo been plagued with an awful lot of extra requirements which I
think are unnecessary and a different concept and a different approach.

Where ours is one of encouragement and attempting to work, the
thrust now from the Federal level is one of penalty and condemnation
for not having a safe place and frankly I think the reward system is
always better than the penalty system, and to that respect I am not so
sure that in all States that has been as beneficial an act as some might
suggest.

Senator HATHAWAY. There are about 33 States, I think, that had
practically no laws at all at the time or had very weak ones or were
not enlforcing the ones that were on the books. E'ven though Washing-
ton, Wisconsin, and I think Maine, laws were pretty goo'd in that
regard, many States were not.

Governor IEv,kNs. Which brings me precisely to a point I would like
to make in that as well as a number of other Federal acts. Too often
we get the Federal acts imposed uniformly where several or many
States ahead y have adequately performed iA the area. There are ver-,
very few Federal acts that a)ply directly to State and local govern-
ments that are totally new or unique. Almost always the initiation for
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those efforts has taken place in one or several States or local commu-
nities, and then it becomes a question, should this be spread nationally.

We are talking now of pretty fundamental governmental concepts.
I think that those that are doing a good job ought to be left with a

minimum of additional Federal reporting restrictions and involve-
ment to continue to do their job, and too often we end up with an
imposed mediocrity, rather than giving full opportunity for indi-
vidual States to make as much progress as they might in terms of
excellence, and I hope in whatever major national programs we en-
gage in that that is constantly kept in mind by Members of Congress
that it is important to set some national standards and some national
goals, but for heaven's sake, leave the flexibility to those who do a good
Job, or those who want to (1oa better job to (o that easily. Sometimes
it is difficult for us with the added restrictions and th'e uniformity
which is imposed on us.

To briefly speak to the question of taxation; again I am not so sure
if we were to duplicate the Federal tax system, heavily dependent
on the income tax at State levels and at local levels. I think we would
have an unbalanced tax system for the Nation. I believe there
is some importance, you know, to traditions, sometimes that we have
had over the years and the present position we are now in has not
,ome about, by acciclent. It has been through a long history of evolve-
ment in each of our communities in each of our States.

I do not think we ought to readily disrupt or mandate change. The
Federal Government deals quite heavily in the income tax side of
things, and I think people for the most part feel that they are taxed
l)retty heavily on income, maybe not totally equitably. ',t ybe some
changes and reform ought to come in the income tax itself, but there
is an awful lot of money that is taken from the individual taxpayer
from the income tax, and I think there is some benefit to balance that
tax load with taxes on what people spend through sales and excise
taxes and taxes on what they own through property taxes.

Senator HATHAWAY. Are those not regressive?
Governor EVANS. Pardon?
Senator IATIHAWAY. Are those not regressive? Certainly the sales

tax is a regressive tax.
Governor Ev,%xs. If you take it by itself, it is regressive, more or

less regressive, depending on how widely it is spread. In some States
sales tax is very broad. It covers virtually everything. In other States,
food is excluded, for instance, which makes it a considerably more
balanced tax than if food is included.

I have made a proposal to this session of our legislature, having
failed to get an income tax twice; I made a proposal that we raise the
sales tax by 1 percent, but at the same time remove it entirely from
the sale of food. Now, that would not change the total amount of money
we receive from our sales tax very much at all) It would almost totally
balance, but it would have changed quite radically who it came from,
so within any major tax you can tilt it one, way or another. -

The same is true of a property tax. I think virtually every State.
now has senior citizen exemptions or low-income exemptions on prop-
erty taxation. We have, and I know many other States have solt of
greenbelt exceptions or protections in property taxation. All of these
things tend to tilt the property tax, in essence, to make it for the
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most part less regressive, but wlen you get downV to the-I tlink some
of us at all levels, we tend to forget the taxpayer wvho is putting out
all of thle money.

Now, vou (leal in the Federal tax s',:stem. We (eal in the State tax

System. Our colleagues at the local level deal in their tax system, but

the taxl)ayer-boy ) it is a dollar to him out of his income, whether it

goes to the Federal Government for income tax, local government for

property tax, or to us for sales tax. so I think what you have to (to

is look tit the taxpayer and is the total taxload lie is paying resI)onsille.
I think you could unduly tilt or (listort a tax structure if all we c&VeP
took from the taxpayer was graduated net income tax. just as I think
it would be terribly unfair to take nothing but a property tax or a
sales tax.

But I think you have got to look at the taxpayer himself. add up1)
all of the taxes that fall on his shoulders. and tlhen say, is the total tax-
load basically pretty responsible ? If it is unusually' nolresl)Ollsive. I
think there is generally a reaction from pIeople. ald that reaction is
felt maybe at the local level, maybe at the State level, sometillies even
at the national level. "When those reactions are felt, usually there is
change, and that change Ieps tilt the tax structure one way or athllother
to make it more responsive to people'ss feelings.

Senator I.AIJwVAY. Yes. but is not the income tax. the Fe(eral
income, tax and tle one that I think 28 States have a(lopted. The pro-
gressive income tax, the most equitalble? Because they are going to pay
all these taxes out of tleir income. once tiley lave to se tl heir 1' o ey

to pay them. So I would think they would be more agreeable to payi.,
their tobacco and sales and alcohol and l'op)perty am 1 a imyrial ()f
other head taxes, in effect. out of a progressive tax. base( upo what
their income was. rather than tie way it is Iiow', wh iclh ((,s oumt of
their income but is not )ase(d oH it.

Governor EvANs. I think most people would object to doing that. I
for instance (1o not smoke, and I think it is just (elightful to have a

heavy tax on cigarettes.
Senator IATHAWAY. Listen. (1o not be imposing the burden of Gov-

ernment on us smokers. [General laughter.]
Governor EvA's. Well. it really comes down to the fact that the

only equitable tax is a tax on someone else, and I (1o think that there
is some value in certain portions of our tax system being levied on users
as opposed to the general taxpayer.

Certainly, we have built a tradition-lI am not sure it is totally wise,
but it is a tradition-of most of our highway trans)ortatioI I'twork
being constructed through sort of a self-generating tax on the user. on
gasoline, rather than on the general taxpayer. I think in many eslets
these kinds of taxes make some sense in the total tax picture. an(1 I

guess really what I am saying is ultimately you have to try for balance,
and in each State and in each locality there is some ability to reach that,
balance for the people who live in that particular area.

We start out. with a fairly uniform Fe(leral income tax. We add to
that the amounts that we levy at the State level. and the peol)le at that
State level, I think, ought to be the ones to make those decisions as to
that a(lditional amount and how it effects them on top of what they pa y
federally, and even at. the local level, people there ought to l)e able
to make the decision as to how they tax themselves t,9 support local
services.
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Maybe they do not want to do it through an income tax. Maybe they
do not want to do it through a l)ropertv tax.

Senator HATHAWAY. If it is an allluent community. they probably do
not. They would probably rather have it in a sales t'ax. 1)o we not have
some obligation to protect the )oor people in that regard ?

Governor EVANS. Sure, 'an1d I think that hapi)i)(s through--it cer-
tainly happens through the Federal income tax. It certainly happens
in terms of a greater sharing of revenue. It comes back to rev'eiie shar-
ing. If the revenue-sharing money that goes back to those communities
is raised through the Federal income tax, then to that extent that helps
to balance that whole t axload.

But I think at least tlere is an equal awareness on the part of those at
State levels and at local levels of the 1)oblens and the needs of the poor
to the same degree I believe there is at the national level, and we all
have to deal with those problems from a different vantage point and
with different. abilities to respond to them. kut our legislature, for
instance over the years, has responded a number of times in terms of
our own tax structure. For better or for worse. we are stuck with it
until tle people themselves are, willing to change it constitutionally.

But within the constitutional limits, we have changed it a number
of times, each time attenl)ting to respond to the perceive(d needs of
the poor or those least able to p ay the part iciila i'A ludleli we are talking
about.

Senator I [.II.\WA%. Let me ask you (fne lahst qlue;.ion. I have k cpt
you here quite a long time.

As a staunch Sul)l)orer of local government. "re n 0 not afr:lid in
revenue sharing of an over(hepen(ency on the Fed(,ral (o'erniiient ?

Governor Ev'ANS. Sure, if revenue sharing is a sometime thing. I
believe it, ought to be as regular and as traditional. if von will, or as
much a part of the relationship) between the F~ederal a(1 the State
and local government as our local communities have come to view the
sharing of revenues from the State to the local communities and you
know weln we do our budget for a biennium, the State budget. we
start out with two things that no one even dreams of clhangintg or even
looking at. 'When we open that pot of money, the first thiing we take

-off is our responsibility to pay debt service on bond issues an(d the
necessary principal to )li\e up'to our contracts.

And the second thing right along with it and in fact in the same
category in terms of our budget are transfer l)ayments to local govern-
inents from revenue sources at. the State level, which are theni shared
with those local governments, and they are not evel )art of the whole
ap)rol)riations process in terns of how we spend out money or whether
we do or whether we do not spend t liat money.

That money is there. It is 1)it out as part, of a separate concel)t. We
do not even look at it as a l)otential for State spending, and in that
respect I do not think our local governments feel that thy are really
going to get shortchanged or that they cannot (el)end on that money
for their responsibilities the next year, the year after, or even in their
long-term spending patterns.

Frankly, I think we would be far better off in terms of the actual
use of revenue-sharing moneys if there were certainty as to its con-
tinuance by State and local governments. I know. many governments
have been reluctant to initiate long-term spending programs or to
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support on a continuing basis any programs through revenue sharing
because they were not certain it was to continue, and that has led for
instance in some communities to what might be considered an exces-
sive use of that money for capital outlay or one-time spending
programs.

I personally viewed it just the opposite. I have counseled my col-
leagues, and in our own case have deliberately spent it and used it
for ongoing, continuing programs, figuring that was the best way to
insure that there would be some assurance that it would continue,
but I think that is a problem.

The difficulty of not knowing whether it is going to be a continuing,
dependable, ongoing program has affected some of the spending deci-
sions of local governments.

Senator 1-ATITAWAY. What I really meant by my question was that
you are portraying that the State ought to be autonomous and should
be able to spend the money in whatever way it wants. There should
be no oversight over it whatsoever, and yet you are going to be
dependent upon the Federal revenues. You want to be quite independ-
ent with respect to the spending and whatnot, and yet you are going
to be quite dependent with respect to getting the money to spend
the way you want to. Is that not destroying your autonomy to a certain
extent?

And the second question is, well, if you want to spend it the way you
want, then raise it the way you want.

Governor EVANS. Well, I would only suggest that we are experts at
that. 1Unlike Congress. we are required to have balanced budgets, and
I think the relative longevity of those who serve as Governors com-
pared to those who serve in the Senate or the House is pretty clear
indication that balancing budgets year after year is a quick shortcut
to political oblivion. At a little over 10 years now, I am the senior
Governor in the country along with Cal Rampton of Utah. It did not
take long to get to that seniority status, and it has come about because
States and local communities have been forced to balance budgets
every year and to raise enough money to equal their spending patterns.

IVWe have not had the privileges of deficit spending.
Senator HATHAWAY. 'VeCl, you know that the Federal deficit spend-

ing is much different than the State and local revenue. You do not
]have the Federal Reserve, and they are in effect printing money, and
if we had not incurred the debts that we have incurred over the years,
our economy would not have progressd as well as it has.

ro be sure we have probably increased our deficit more than we
should have in the recent past.

Governor EVANS. I am not suggesting it is bad at all. I am just
suggesting that you know, should you always be the one to raise the
money, if you want to have the privilege of spending it. Basically, I
think that is exactly what local and State governments have had to
do and have done over the years, but revenue sharing is a concept
which has only been a recent one and only been difficult to sort of
assimilate and get accustomed to as between the Federal Government
and State and local government.

It has been a traditional and long, long-standing concept as between
the States and local communities. Now, I would prefer frankly if the
States had uniform tax structures and if we all had the ability, for
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instance, through rather similar income taxes to have some kind of a
tax offset. I think it would be better never to send it to the Federal
Government in the first place, but to have the ability to, in essence,
write off a part of your income tax and instead ship it to the State
level.

That sort of concept has been advocated by a number of people in
Congress in past years, but I think where it fails is just in the fact
that we have 50 different tax structures, and I do not think any of us
have been able to figure out how to equitably accomplish that task,
given the different tax structures, we have had, but I would prefer
that.. I would prefer that, and I am sure local governments would
prefer it, that they had the total capacity and ability to raise all the
money at the local level.

However, there is something to be said for the efficiency of raising
money at a higher level. I am confident we can and we do raise money
through the gasoline tax at the State level and do it much more effi-
ciently tlian. if each community had to levy and raise its own gasoline
tax for its own purposes, but we share nore than half of the State
gasoline tax that we raise with our cities and counties, with again,
no requirement for accountability, no requirement for reporting, only
the constitutional requirement in our State that that money be spent
for highway l)urposes, but we can just raise it a lot more efficiently,
and there is no question on the part of cities and counties that they
are goaij to get a traditional share which they have been getting, of
that particular tax.

Senator HATHAWAY. Well, Governor, I have kept you a long time.
I really appreciate your testimony. Thank you very much.

Governor EvAN-s. I appreciate, Mr. Chairman, the opportunity.
Senator HATHAWAY. The subcommittee will recess until tomorrow

morning at 9 a.m.
[Whereupon, at 2:35 p.m., the subcommittee was adjourned, to re-

convene Thursday, April 17, 1975, at 9 a.m.]

0





GENERAL REVENUE SHARING

THURSDAY, APRIL 17, 1975

- U.S. SENATE,
SuBco~[Mirr, oNT REVENUE SHARING

OF THE COMMITEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9 a.m., in room 2221,
IDirksen Senate Office Building, Senator William Hathaway,
presiding.

Present: Senators Long, Hathaway, Fannin, Packwood, and Brock.
Senator HATHAWAY. The subcommittee will come to order.
I expect a few other members to show up, but I know the Comptroller

General has another appointment, and we had better proceed with his
testimony. I am sure the other members will show up in time for
questioning.

It is a privilege to have you with us M1r. Staats, and you may proceed
with your statement.

Without objection, your entire statement will be made a part of
the record.

STATEMENT OF ELMER B. STAATS, COMPTROLLER GENERAL OF THE
UNITED STATES, ACCOMPANIED BY ALBERT M. HAIR, ARTHUR
R. GOLDBECK, AND BILL W. THURMAN

Mr. STAATS. Mr. Chairman, with your permission I will ask Mr.
Hair, on my left here, to read my statement for me. I have a bad cold,
and I will save my voice for the questions.

Senator HATALIWAY. All right.
Mr. HAIR. Mr. Chairman, we are pleased to appear before the sub-

committee this morning to discuss our reviews and studies of the
general revenue-sharing program.

The General Accounting Office is responsible for reviewing the
activities of the Department of the Treasury and of State and local
governments that receive revenue sharing funds. Our goal has been to
identify and examine the more important issues surrounding the pro-
gram. 'We have tried to schedule our work so that all results of our
efforts will be available to the Congress this year, as it considers
renewal of revenue sharing.

I will attempt to highlight the results of our completed reviews, and
describe the efforts we have under way. Staff members responsible for
the day-to-day direction of our revenue sharing efforts are with me, so
we should be able to respond to any questions the subcommittee might
have.
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We have issued two reports to the Congress on the operation of
revenue sharing at the State and local government level. Our first
report, issued in August 1973, covered 50 State governments and the
District of Columbia. The second, issued in April 1974* covered
250 selected local governments.

During our visits to the States and localities, we reviewed programs
and activities which were designated as being financed with revenue-
sharing funds, and we inquired into such questions as the effect of
revenue sharing on State-local taxes, levels of services, citizen partici-
pation in the budgetary process, and intergovernmental cooperation.

We found that State governments were earmarking over one-half
of their revenue-sharing funds for education purposes. Among the
local governments we visited, public safety-primarily police and fire
protection-was the area in which the fund's were most frequently ear-
marked for use. Among both the States and the localities we found a
tendency to designate the funds for capital projects because. of concern
about the permanency of the program.

Many State and local officials were reluctant to increase their current
operating programs with revenue-sharing funds because of the danger
of having to curtail these programs if funds were discontinued.

We concluded that revenue-sharing funds had a widespread initial
effect on the taxes of State and. local governments. For example, in
about three-fourths of the 250 local governments, officials credited
revenue sharing with reducing taxes, halting a planned or pending
tax increase, or slowing the rate of tax increases. We also found indi-
cations that revenue sharing had brought about increased citizen par-
ticipation in local budgetary processes and that, in a ver. few instances,
the funds were a factor in increasing intergovernmental )rojects.

The basic problem that we, as well as others, have encountered in
attempting to assess the results of revenue sharing is the question of
]low to identify what has actually happened as a result of the progra.ll.
A recipient government can designate how it plans to spend its revenue-
sharing funds, and through its accounting records, can document that
a, specified amount of revenue sharing received was expended as desig-
nated. However, such budget and accounting designations may not in
any way reflect the actual impact of the funds on the government.

A State government can use the funds for any purpose, and local
governments can use the funds for essentially all of their activities.
This creates a situation where funds are easily displaced or substituted.

For example, in its accounting records a city might designate its
revenue-sharing funds as having been used to pay the salaries of san-
itation workers. However, the net effect from this designation could
well be that the city was able to use its own funds, which otherwise
would have been used to pay the salaries, for some other purpose such
as the acquisition of road "maintenance equipment, or anything else
you might. care to apply. Thus, there are a variety of fiscal conse-
quences which can result from the application of revenue-sharing funds
which are not necessarily reflected by the designated uses of the funds.

The funds might actually permit a recipient government, to do such
things as increase its spending levels in programs other than those in
which revenue-sharing funds were designated for use, reduce taxes,.
avoid raising taxes, avoid increasing debt, or increase its surplus.

*These reports were made a part of the official flies of the Committee.
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Budget decisions typically are based on the total amount of re-
sources available to a government. This makes it exceedingly difficult,
if not impossible, to isolate objectively what programs or activities are
being funded as a result of revenue sharing.

We attempted to obtain indications of what was actually happening
by interviewing State and local officials and asking fortheir assess-
ments. While most officials have been willing to express a judgment as
to what they have been able to accomplish with revenue sharing, we
found genial agreement among them-particularly those from gov-
ernments with large and complex budgets-that it is simply not pos-
sible to identify precisely the net effects of the program. To make such
an identification would require knowledge of what budget priorities
and spending )atterns would have been in the absence of revenue
shariiig.

This feature. which in our judgment is inherent in any program
of general fiscal assistance, raises questions about the present legisla-
tion wllich we believe the Congress should consider during its delibera-
tions about renewal of the program.

Tile act. phaes several restrictions on the uses of the funds. For ex-
anilple, local governments must spend their funds within one or more
of nine priority expenditure categories; a recipient must not dis-
criminate because of race, color, sex, or national origin in employment
or provision of services financed in whole or in part with revenue
sharing; lal)orers and mechanics employed by contractors and subcon-
t ractors to work on a construction project were 25 percent or more of
the project costs are paid with revenue, sharing must not be paid less
than prevailing wage rates as determined by the Secretary of Labor
under the I)avis-] acon Act; and, if the wages of employees of a re-
cipient government are paid with revenue sharing, t may not be
lower than the l)revailinfr rates of pay for other employees in a similar
occupational category if 25 percent or more of the wages of all em-
ployees in that occupational category are paid with revenue sharing.

In our April 1974 rel)ort to the congress , we observed that when
revenue-sharing funds are spent for activities that would have been
financed from the recipient's own resources, considerable latitude exists
for the use of the recipient's funds that arv so freed. Export for a re-
striction, in certain situations on the use of revenue sharing to meet
the matching requirements wnder other Ie(eral programs, the act does
not, restrict the use of recipient funds freed by revenue sharing.

Therefore, compliance with many of the restrictions in the act can
be largely a budget and accounting exercise with little real effect. For
example, one county government we visited used some of its revenue
sharing funds to pay for expenses of the sheriff's department and the
county jail, which are within the priority expenditure category of
"Pubiic safety." County officials informed us that the net effect of this
designation w'as to free the county's own funds which were then used
t4) pay salaries in the clerk's and recorder's office. This was done be-
cause county officials did not think that expenses of the clerk's and
recorder's oilice were within one of the priority expenditure categories
specified by the act, and they were probably correct.

The Da',is-Bacon and prevailing wage requirements can be avoided
by similar methods or by making sure-hat the 25-percent threshold
is not reached where these conditions apply.
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In summary, a variety of restrictions can be imposed and enforced
on the designated uses of revenue sharing. However, unless the same
requirements are imposed on a recipient's other resources, the actual
effectiveness of the restrictions is doubtful. Assuming that revenue
sharing is continued, the Congress should consider the need for reten-
tion of some of the restrictions.

In our opinion, the priority expenditure requirements applicable to
local governments are illusory and might just as well be eliminated
from the act. On the other hand, we believe that one of the more imupor-
tant conditions which should be attached to a general fiscal assistance
program is a strong and broad-based requirement to assure protection
of civil rights.

Recognizing the ease with which requirements on the direct uses of
revenue sharing funds can be avoided, it would seem appropriate for
the Congress to require that a government receiving revenue sharing
could not discriminate in any of its programs or activities, regardless
of the source of funding, and that revenue-sharing funds could be
withheld pending acceptable actions to correct discriminatory
practices.

Another question of utmost. importance is how to bring a sufficient
degree of accountability into the program. The act now requires State
and local governments to publish in a newspaper of general circula-
tion its plan for, and actual uses of, revenue sharing. This requirement
was intended to assist the citizens of recipient governments to hold
officials of their governments accountable for the use of the funds.

11e recently completed an evaluation of this reporting system. The
review was conducted in 21 State and local governments located
throughout the country. We concluded, as have others, that because of
the difficulties in isolating what is actually being accomplished with
revenue sharing, the use reports do not provide meaningful informa-
tion and, in fact, can be misleading to the citizenry.

We are currently considering various alternatives for changing the'
reporting system. Our report to the Congress on this subject is sched-
uled forcompletion within the next 2 or 3 months.

Because revenue sharing reaches all State and general purpose local
governments, various individuals have suggested that it be used as a
lever to encourage improved intergovernmental cooperation and, per-
haps, local government modernization. Although the present legisla-
tion contains no conditions specifically designed to accomplish such
objectives, several bills which led to the act sought to modernize and
revitalize Government structures and procedures.

In an effort to obtain a sampling of current, informed thinking
about the prospects for using revenue sharing to achieve a measure of
local government modernization and about the status of governance
in metropolitan America, we commissioned five papers on the subject
by authorities in the field.

The papers were then circulated to a group of interested Federal,
State, and local officials and others, and a 3-day conference was held
during November 1974, at which time the papers and related matters
were considered. A document which includes the five papers which we
commissioned, and a report on the conference proceedings is available
as of this morning to the subcommittee. I hope it will be of assistance
to you on this particular question.*

*These were made a part of the oMclal files of the Committee.
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As could be expected in considering such an issue, a wide variety of
viewpoints were expressed in the papers and by conference partici-
pants. There was disagreement on a definition of local government
modernization, but there was agreement that Federal efforts to compel
structural modernization are unlikely to succeed.

Although difficulties and dangers accompany any Federal effort to
induce modernization, participants felt that the persistent and grow-
ing problems of metro politan government argued for such an attempt.
Participants objected, however, to using revenue sharing as the sole-
or even primary-vehicle to encourage such modernization.

They also stressed that any Federal undertaking should be marked
by flexibility; modesty of objectives; full awareness that efforts to
achieve structural change are questionable; and recognition that
revenue sharing would remain but one component of a system of Fed-
eral grants, inducements, and strategies.

Another review we have underway is somewhat related to the mod-
ernization issue. Several observers have expressed concern in the last
several years about the distribution of revenue-sharing funds to so-
called marginal units of general purpose government--particularly
townships in the Midwestern States and New England counties.

These governments are often characterized as having very limited
functions and as tending to be obsolete, duplicative, and nearly de-
funct. Concern has been expressed that by distributing revenue shar-
ing to such units, the Federal Government may be unjustifiably prop-
ping them up, if you will.

Ve are studying present, as well as past, roles and responsibilities
of Midwestern townships and New England counties, and are attempt-
ing to gather data which might indicate the long-range effects that
revenue sharing may have on such units. The evidence suggests that
the minimum grant provisions of the current act do disproportionally
reward many townships and municipalities. Our report on this study
will be ready by August 1975.

We are conducting two reviews in response to requests from con-
gressional committees.

The first is from the chairman of the Senate Subcommittee on Inter-
governmental Relations, Committee on Government Operations, re-
questing us to conduct indepth case studies of revenue sharing in 26
local governments. In each of the jurisdictions selected, we are gather-
ing data on the specific programs and activities which the jurisdiction
itself designated as being funded with revenue sharing; the relation-
ship of revenue sharing to the total budget of the jurisdiction; the im-
pact of revenue sharing on local tax rates; the jurisdiction's record in
complying with the civil rights requirements and other provisions of
the act; public participation in the jurisdiction's budgetary process,
and the impact of revenue sharing on that process; and the extent of
cutbacks in other Federal aid an5 whether revenue sharing is being
used to maintain programs previously funded by other Federal
assistance.

Our report on the results of the case studies is expected about
July 1975.

Second, in December 1974, the chairman, House Committee on the
Judiciary, requested us to review the manner in which the Office of
Revenue Sharing has discharged the civil rights enforcement responsi-
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bilities assigned to it under the Revenue Sharing Act. We will report
the results of our review to the Committee's Subcommittee on Civil
Rights and Constitutional Rights.

In addition to these efforts, we are also reviewing several other
aspects of the program on our own initiative. These reviews include:

Xn examination of the statistical data-particularly the tax data--
used to determine the amount of funds allocated to Government units.
There is concern that the tax data presently used may not adequately
reflect fiscal effort.

An assessment of the audit coverage the Office of Revenue Sharing
is obtaining from State and local audit agencies, as well as independ-
ent public accountants, under its compliance audit program. This
evaluation is being conducted in four States--California, Georgia,
Minnesota, and New York.

A review of the uses and impact of revenue sharing on selected
Indian tribes and Alaskan Native villages.

Mr. Chairman, that concludes Mr. Staats' statement on GAO's
revenue sharing efforts.

Senator HATHAWAY. Thank you very much.
On some of your reports you have indicated when they will be

available to us, but what about this last study that you are making-
or review?

Can you tell us when that will be ready for us to look at?
Mr. HA,.R. The last four that we talked about?
Senator HATHAWAY. The last page you are saying, "Also reviewing

several other aspects."
Mr. HAIR. We do have some target dates; they will all be ready, we

think, during the time of consideration. Mr. Goldbeck has the specific
dates.

Mr. GOLDBECK. The first one, statistical data, we expect to issue by
August of this year. The second one on the audit coverage of the Office
of Revenue Sharing, is about the same time-in August. And the third
one, in July of this year-the one on the Indians.

Senator HATHAWAY. Fine.
Mr. Staats, what indications do you find that revenue sharing has

brought about increased citizen participation in local budgetary proc-
esses, and intergovernmental coo operation with respect to projects?

Mr. STAATS. In general, Mr. Chairman, we believe that this may
turn out to be one of the more useful results that will flow from
revenue sharing. We think it has a ways to go yet, but this will be oneof the things, in particular, that we are going to be looking at in the
26 case studies that Senator Mluskie has asked us to make.

Would you like to comment in more detail on examples?
Mr. HArm We do have some examples, and they will be reported.

But typical of the kinds of things that happened is'the rather remark-
able upsurge of interest in local government stemming out of the fact
that here is so-called free money from the Federal Government avail-
able. Apparently in some considerable number of instances, this unique
feature of the budgetary process at local government level simply
brought out more people to find out where tie money was going.

There were a number instances of this. There Were also a large num-
ber of instances in which jurisdictions reported "no change at aill-no
-increase in public attention or interest in the budg tary process.
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So I am saying we have seen some evidence of it. I do not want to
indicate that this is, by any means, a universal occurrence.

Senator HATHAWAY. I am glad you made that point.
The Goven6r of Washington, yesterday, made the point that he

wanted absolutely no strings attached, no supervision on the money,
no accountability to the Federal Government whatsoever. He thought
the local governments should take care of that, and I wondered whether
or not there was that much local participation or review. And you
indicate--well, could you give us a guess on percentage of citizen par-
ticipation in the communities throughout the country?

Mr. HAIR. I think the best thing I could say, based on our work, is
that there has been some increase. But to try to quantify it for 38,000
jurisdictions

Senator HATHAWAY. Yes; I realize that would be difficult.
Mr. HAIR. There has been some increase.
Senator HATHAWAY. Would you say there still is a substantial num-

ber where there is no increased awareness by the citizens of how their
money is being spent?

Mr. HAIR. Yes, sir.
I think there would be a substantial number in which we feel there

would be no change, but also a substantial number the other way.
Senator HATHAWAY. Thank you.
Mr. STAATS. Mr. Chairman, when and if the legislation is extended,

this might be a very fruitful area to consider even more explicit
requirements.

For example, one of the problems that we have run into that the
publicity given to the plans for revenue sharing is not very well dis-
tributed in some situations. In large metropolitian areas you have
foreign language problems, for example. Chicago and New York are
two examples, an 4 the act only specifies it has to be in one newspaper
and if it does not happen to be in the newspaper that, say, a minority
group has available to it, it really is not achieving the objective that
we think the act had in mind.

But the other point I think we would make is that-and this is the
main thrust of our findings to date-is that it is just impossible to
determine what the net effect is of the portion of revenues of the
locality represented by revenue sharing because money is fungible;
it goes into the budget just like any other revenue. And if there is to be
any accountability at all for revenue sharing on how that money is
used, it seems to us that the Federal Government ought to have at least
a minimum assurance as to how that money is budgeted and how it is
accounted for at the local level. All of it, not just the revenue sharing
piece of it, because you really cannot pull that piece out and identify it.

Senator HATHAWAY. So you would recommend that additional re-
striction or provision in the law for accountability, that it include all
of the Federal funding.

Mr. STAATS. We do not see how you are going to avoid it unless we are
going to give up and say, there is no accountability at all. In which
case you might just as well make it a percentage of a tax base, or a
percentage of total Federal funds, and forget about it. I do not
recommend that.

Senator HATHAWAY. So you are saying, in effect, that the category
is no good.

f52-62 - -02
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Mr. STAATS. That is right.
Senator HATHAWAY. That it was useless to put them in because they

can cover the money; it does not make that much difference.
Mr. STAATs. That is right.
Senator HATHAWAY. That is a good point.
Senator PackwoodI
Senator PACKWOOD. I do not understand how, or what kind of ac-

counting procedure you are talking about to hold them accountable. I
can understand your problem about fungibility, but if we are going to
give them money, take off the standards as to where they have to spend
it, what kind of accounting procedure could you get that would show
you anything.

Mr. STAATS. We think there could be requirements developed with
respect to what kind of a public reporting system that they have,
maintenance of adequate accounting systems, and adequate auditing
systems. And, as I say, you cannot just identify and say you are going
to apply that only to revenue sharing, but you can provide standards.

For example, we have developed, in the General Accounting Office,
suggested standards for auditing of all governmental programs, in-
cluding Stati and local governments.

Senator PACKWOOD. If you had complete auditing, how would it show
you the situation that you use as an example in your testimony whereby
they take part of the money that they would otherwise use for one
purpose, shift it to another purpose, and use revenue sharing for the
first purpose?

You can account for it, you can put it down in books, you can audit
it. you can see what they have done, but how will it reveal the process-
the thinking behind it that came to that conclusion to do it that way?

Mr. STAATh. Well, I think our point is exactly that you cannot have
accountability just for the revenue-sharing portion of the money, but
you can provide--if they are going to accept revenue sharing funds--
you can provide minimum requirements with respect to the overall
budget process for the locality, the accounting systems, public report-
ing and auditing.

Senator PACKWOOD. I still do not understand what that shows. I do
not get an answer to my question. You have a complete budget account-
ing, you have a complete audit. All that does is tell you what they have
done with the money, does it not?

Mr. STAATS. All of their money.
Senator PACKWOOD. All of their money, I understand that. But that

does not tell you what went into their thinking as to why they shifted
money from one category to another. All it does is reveal that they
did it. It probably would not even reveal the shift, as a matter of
fact. I mean, the conscious decision to make the shift. It would just
show that in 1 year they spent more money for clerks and county
officials than they spent the year before, before they had revenue
sharing.

Mr. GOLDBECK. I think what we are trying to say here is that in the
budgeting process at the State and local levels, it does not really
matter where they are getting the moneys from as far as the citizen is
concerned. What he is really interested in, and what he should really
know is, what is the total program of that city and how have they
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identified the priorities in the budget process. How much money are
they giving the various possible areas of expenditure?

So I think what we are saying here is a citizen really ought to look
at the entire budget of the Government, regardless of where those
revenues are coming from. And that is what is important to him,
rather than looking at the revenue sharing.

Mr. STAATS. That means he has to have the information that we
provide in the Federal budget. How much money did you spend, by
function, for last year? How much are you spending this year, and
how much do you plan to spend next year?

Senator PACKWOOD. Do most- local governments not do this at the
moment?

Mr. STAATS. It is very, very spotty.
Mr. HAIR. The larger jurisdictions have obviously very sophisticated

systems.
Senator PACKWOOD. Excuse me. I cannot hear you.
Mr. HAIR. They have very sophisticated systems.
Senator PACKWOOD. Who does?
Mr. HAIR. The larger jurisdictions. Many of the smaller govern-

ments, of course, obviously do not. But even in very large communities
we find that sometimes there is no requirement, for instance, for a
public hearing on a budget.

This is not an unusual situation. Or, if a public hearing is required,
it is announced in such a way, or advertised in such a way, as to not
really encourage-

Senator PACKWOOD. Let me forget the public hearing for a moment.
I think that is valid.

Do most local governments today not have a budgeting procedure?
They do not know what they spent last year? They do not know what
they are going to spend next year, or have some reasonable idea?

Mr. HAIR. No sir. I think they do have.
Senator PACKWOOD. It is really the public hearing, the public in-

formation that you are getting at, not so much the accounting
procedures.

Mr. HAIR. Mr. Staats has made the statement, on numerous occa-
sions, that accountability for this program is largely with the public
at the local level.

What we are suggesting in these comments and in this line of dis-
cussion is that it would be worth the consideration of Congress to
consider opening up where it needs to be-and in many cities it is
already completely open-but opening up the total budget process.

Senator PACKWOOD. I just want to get the difference between the two.
You are not, therefore, saying that the accounting procedures are

necessarily bad. W hat you are saying is, whether they are open is
subject to question, but by and large they do account for where their
money comes from and where and when and what programs.

Mr. HAIR. Except to the. extent that we are questioning the adver-
tising to the public that money is to be spent in a specific category.

Senator PACKWOOD. We are talking about two different things.
I want to know, if somebody goes and looks at it, can they find it?
Do they actually account for it, or are the books a mess, or is it

impossible to tell how money was spent?



Mr. HAm. Generally speaking, we have had no difficulty in finding
through the accounting records where the money was designated and
where it was earmarked for expenditure, and records to indicate that
it was spent in the fashion that they advertised.

Senator PACKWOOD. OK.
Mr. STAATS. I guess the point we would underscore is that as far as

accountability is concerned, the citizen has to look at the total budget
for the State or local government involved.

Now I think the present law has done a good deal to require dis-
closure, but this is still very spotty throughout the country.

In the city of Pittsburgh, for example, up until a few years ago,
they did not even print their budget. There was no document available
to anybody except to the council, and that was in typewritten form.

So we believe it is kind of a snare and delusion to put in priority
categories and give the citizen the impression that his revenue-sharing
money is going to add to those high priority programs, when, in fact,
there is no evidence to support that it does.

Senator HATHAWAY. In other words, they might have spent revenue
sharing money-$1,000---for education, but subtracted $1,000 from
what they usually spent for education, and the citizens would think
there was $1,000 increase unless he saw the rest of the budget and
realized there was a decrease or they broke even.

Senator PACKWOOD. And the upshot of it is if they-presume they
spent $3 million, and they get $1 million from revenue sharing, then
we want the citizens of that community to be able to say, all right, we
have $4 million, where should that be spent, and make their decisions.
At least, have access to the decisionmaking process as to how should
$4 million total be spent.

All right I have no other questions.
Senator iATHAWAY. Mr. Staats, in your job as Comptroller you have

examined many Federal programs.
How would you say that revenue sharing stacked up against the

other Federal programs like the numerous categorical aid programs?
Mr. STAAMT. In the terms of adequacy of administration?
Senator HATAWAY. Adequacy of administration and fulfilling the

purpose for which it was designed.
Mr. STAAws. Well, I guess I would answer that this way.
The people who argue for revenue sharing argue almost for a prin-

ciple of noncontrol-non-Federal control of money, and the principle
is, let the local people decide the priorities for the use of that additional
money.

The other side, which I tend to share, argue that if these are national
funds raised by the Federal Government, they ought to go for a na-
tional purpose or a Federal objective. To be sure it may be an objective
which is shared by the Federal Government, State government and
local government, but that means that some kind of a categorical
grant--or, if you prefer to use the term that the executive branch uses
of "Special Revenue Sharing."

Special revenue sharing is really nothing more than a broad cate-
gorical grant, and I thin we would argue that the chances of that
money serving its purpose are better through a broad categorical
grant approach, and then you can identify the money, you can make
some judgment as to whether or not it is accomplishing that objective.



And we think many of the arguments for general revenue sharing
can be met by adjusting the procedures by which the broad categorical
grants are provided.

For example, there is nothing that says how much sharing there has
to be on broad categorical grants. It can be 90 percent Federal and 10
percent local, or it can be 50-50, it can be any other combination. And
we do have examples of this type all through the budget.

Another thingthat can be done is to advance the date by which funds
are made available, so that the locality can make their plans for 2 or 3
years in advance, knowing how much money is to be made available
from the Federal Government. And this is a real problem for State and
local governments, but that can be accomplished within the framework
of existing grant systems so that you do not have to have a long-term
commitment for general revenue sharing to solve that problem.

In fact, the proportion of the total Federal assistance represented by
revenue sharing, as you know, is very small to the total. And the same
arguments that apply here could be made for most of the $55 billion of
Federal assistance in the budget. So that there are many other things
that can be (lone, as we see it, to move toward this objective; but we
should not delude ourselves into the feeling that the Federal Govern-
ment, at least, can hold accountable State and local governments for
that portion of Federal assistance which is represented by revenue
sharing. You just cannot do it.

Senator HATHAWAY. Would you advocate dropping revenue sharing
altogether and in lieu thereof broaden the categorical programs or
remove some of these restrictions from those programs?

Mr. STAATS. I think we come out at about that place; yes, sir.
Senator HATHAWAY. Thank you. Assuming we do continue with

revenue sharing, some mayors testified yesterday that they would
remove the restriction on using revenue-sharing money for matching
grants for other Federal progams. Would you advocate that?

Mr. STAATS. I think we feel about that just like we would feel about
any other restriction. We have no way today of knowing that that
money is not. being used for that purpose.

Senator HATHAWAY. Well, assuming we knew it was being used for
that purpose, would you support that concept?

Mr. STAATS. I think we would-Mr. Hair might have a different
view on this than I do. He has been much closer to it, but I think we
would want to continue the restriction, if revenue sharing is continued.

Mr. HAIR. The act as it is written now holding the matching pro-
vision to fiscal year 1972 net revenues, becomes less and less meaning-
ful with each passing year, of course, because the "safe-harbor"
provision becomes much easier to meet. If the Congress wants the
antimatch rule in there, it is going to have to be updated in some way.
To continue to let it ride with 1972, it loses all meaning I think within
a very few years.

Senator HATHAWAY. I realize that, but I am not sure whether it
might not be a good idea to drop it altogether because we are telling
a city or State, who wanted to concentrate its efforts on a specific
Federal program, where they had to match 50 percent, and in effect
they could be getting 100 percent Federal funding for that program
That might fulfill a dire need in that community, which otherwise



130

would be difficult to meet and for that reason I would not see any
reason why we should not drop it.

Mr. HAiR. I think we would observe that due to the fungibility of
funds and due to the safe harbor provisions in the act, the chances
are the community can do what it wants anyway, and we would just
as soon not see them put through loops to accomplish it.

Mr. STAATS. I think the principle is a sound one. It had some
meaning the first year and possibly some meaning the second year,
but as Mr. Hair indicates, as the time goes along we do not know
whether it has had any effect or not.

Senator PACKWOOD. Let me ask one more question, Mr. Staats. You
said that this is Federal money and that you want to insure the
achievement of Federal goals. You would either perhaps abandon this
or go to a large block grant concept so you would be sure the goals
would be carried out.

Mr. STAATS. Yes, that is what I said.
Senator,.PACKWOOD. Now, if the Federal purpose is a conscious

decision to delegate to local governments the decision on determining
priorities with Federal money, then relatively unrestricted revenue
sharing is the way to go.

Mr. STAATS. Take off all the restrictions, and make it a formula.
Senator PACKWOOD. I have no further questions.
Senator HATHAWAY. I wanted to ask you some questions with re-

gard to policy matters that you testified about. You mentioned that
the broadening of the civil rights requirements was desirable, and
yet you seem to play down the Davis-Bacon requirements. Why is
that?

Mr. HAm. I do not know that we intentionally played it down.
The General Accounting Office has for some years had some consid-
erable difficulties with the Davis-Bacon provisions due to a number of
factors. One of them is the area, location in which the factor is estab-
lished. Where, for instance, it could be established in New Orleans,
and it applies to all of the State of Louisiana, and there are portions
of Louisiana where the operations of that act seem to us to be not
altogether in the way that Congress might have intended.

PRt. in any event, for that and other reasons, we have not been
strong supporters of the Davis-Bacon provision for, I guess, that
sort of

Senator HATHAWAY. Well, assume that we correct the errors--and
I know there are some in Davis-Bacon. Most of them are administra-
tive and not just the fault of the Secretary because I think he is
understaffed. It is very difficult to make the determinations at the
local level that are supposed to be made to make the program work
tbp, wnv we intended it. As soon as we clear those up. Would you
mean that this Federal money should come under that act just the
same as any other Federal money?

Mr. STAATS. Well, you can do a lot, as you suggested, by way of
imnroving the operation of the Davis-Bacon Act, but there is, getting
bAk to Senator Packwood's question of a moment ago, a basic incon-
sistency with the idea of givini State and local government complete
freedom to use money and then to start tacking on restrictions, and
that is the principle here that has to be looked at.
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We would argue, I suppose, that if we had categorical grants that
these restrictions in principle should be applied, but we have kind of
a mixture in revenue sharing legislation today. The law argues for
complete freedom, and yet it sets down these various restrictions.

Senator HATHAWAY. In other words, would you use the same argu-
ment you are using with respect to the civil rights money, that it
should apply to all of the local money, to Davis-Bacon as well, or
would you say since it is only a small fraction of the total budget,
they could drop Davis-Bacon requirements?

Senator HATHAWAY. So it would apply in the same way you would
like to apply the civil rights requirements, all the way across the
board.

What about other policy considerations like tax reform? Do you
think there are legitimate uses, of the revenue-sharing money to say
to the States and to the communities, as we do in part, that they get
their share only if they have a more progressive tax system I We had
the mayor of Newark here yesterday telling us that there was no
income tax in New Jersey, and therefore property tax is about 10
percent of the value of the property. We could use this of course as
a vehicle' to bring about tax reform in many of the States and com-
munities throughout the country.

Mr. STAATS. Ido not know how you could make such a provision
really effective, and it seems to me it represents such a small pro-
portion of ti.e total revenues, it would be awfully hard to argue that
you had to completely restructure the lax system for a city like New
York, for example, or even smaller communities, just because they

are getting revenue-sharing money.
Senator HATHAWAY. Well, 41 of the States already have a State

income tax. Twenty-eight of them, I believe, are patterned after the
Federal income tax, and others are somewhat similar to that, so it is
only about nine States that we would be zeroing in on by saying they
could not receive, say, a portion of their funds unless they had an
income tax.

Mr. STAATS. Our statement here suggests continuation of the civil
rights provisions, but I think we would argue that if you are going
to have civil rights provisions, it ought to be applied to all of the
funds spent by the State governments o - by the local government.
Otherwise, it really cannot be made effective.

Senator HATHAWAY. That is right because they can juggle it, but
you would not say the same thing about Davis-Bacon, or would you?

Mr. STAATS. Well, we look at Davis-Bacon in a somewhat differ-
ent way, I suppose. We have felt that Davis-Bacon, at least as it has
been operated, was inflationary, and it has tended

Senator HATHAWAY. Well, assuming it was administered properly.
Mr. STAATST It is just a matter of judgment, I suppose.
Senator HATHAWAY. It is like the tail wagging the dog. If 5 per-

cent of the money is to be used, they have to pay the prevailing wage
rate. Ninety-five percent of the money that might be going for the same
purpose-they can pay any wage rate they want. It would be diffi-cult I suppose to determine which is which.

Mr. STAATS. Well, if it could be improved enough, Mr. Chairman,
I suppose we would accept that.
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Mr. STAATS. I am just expressing, I guess, a personal opinion here,
but it seems to me the same argument for a requirement for tax re-
form could be made with respect to categorical grants.

Senator HATHAWAY. True, that is true, except that here you have
a lot of so-called free money, so the chance of them reforming are
better. If they think they are going to get this money with no strings
attached, than if you say, you are just going to be deprived of your
sewer money or your school money.

Mr. HAIR. In the document that we circulated to you this morning
that was released on the conference, that particular point was brought
up, and one suggestion that was made that you may see in that docu-
ment was that perhaps the income tax incentive could be added to
the Senate formula, assuming that the act continues to have two for-
mulas. We now have a five-factor and a three-factor formula, the
Senate being the three. Maybe the Senate formula could be increased
to four, so that there was an income tax incentive on either side of
the calendar there.

The problem that we could observe is that some of the State income
taxes which are in effect at the present time are not actually very
progressive taxes, and some definition of what you intended to ac-
complish by that provision would probably be necessary, or you would
have some results perhaps different than you might think.

Senator HATHAWAY. Mr. Staats, I know you have to leave at a
quarter of, so I will not ask you any more questions. Senator
Packwood?

Senator PACKWOOD. I have no further questions.
Senator HATHAWAY. There are some members who are not here who

undoubtedly would like to submit questions in writing and maybe
Senator Packwood and I would like to do the same. I would appre-
ciate it if you would reply to these.

Thank you very much, sir, for coming this morning.
Mr. STAATS. Thank you very much. Mr. Chairman. Thank you

for letting us come over early for this hearing. We appreciate it very
much.

Senator HATHAWAY. You are welcome.
Our next panel of witnesses is the Advisory Commission on Inter-

governmental Relations, Mr. Robert Merriam, Chairman. He is ac-
companied by Mr. Wayne Anderson, the Executive Director, and Mr.
John Shannon, the Assistant Director.

Gentlemen, welcome to the committee. Your complete statement
will be made a part of the record, and you may proceed to summa-
rize it if you will.

STATEMENT OF ROBERT E. MERRIAM, CHAIRMAN, ADVISORY COM-
MISSION ON INTERGOVERNMENTAL RELATIONS, ACCOMPANIED
BY WAYNE F. ANDERSON, EXECUTIVE DIRECTOR; WILL S.
MYERS, DIRECTOR OF REVENUE-SHARING MONITORING; AND
F. JOHN SHANNON, ASSISTANT DIRECTOR

Mr. MERRIAM. Thank you very much, Mr. Chairman.
Mr. Shannon is not-with us yet, but Mr. Will Myers of the ACIR

staff is here. He has been in charge of our revenue-sharing monitoring
activity.
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Mr. Chairman and gentlemen of the committee, I would like to very
briefly summarize the remarks that we have submitted to you. First
of all, I want to indicate that I am summarizing the views and findings
of the Advisory Commission on Intergovernmental Relations, a 26-
member congressionally established commission that represents all
3 levels of Government and includes among its members 3 of your
colleagues, currently Senators Muskie, Hollings, and Roth.

We are a permanent, bipartisan forum for the continued considera-
tion of intergovernmental relations, and therefore the subject of reve-
nue sharing has been one of great interest to us for a number of years.

Over the years we have been engaged in the continuing reevaluation
of the whole question of the allocation of the governmental functions,
including such major subjects as the assignment of the welfare func-
tion, which we recommended should be funded at the Federal level and
the assignment of the school financing function, which we believe
should be primarily a State responsibility. In this regard we have, as a
commission, for some time felt that the Federal aid system should
include not only the traditional categorical aids and functional block
grants, but an additional program which our Commission, in 1967,
initially referred to as general support payments, now known as reve-
nue sharing.

In 1972 when President Nixon signed the State and Local Fiscal As-
sistance Act, he specifically directed our Commission to conduct a con-
tinuing study of the impact of, and to make recommendations concern-
ing, general revenue sharing. In response to that Presidential request,
the Commission has since 1972 been involved in four major activities of
monitoring and analysis.

First, we held a series of hearings across the country at which not
only elected and appointed officials but also public interest and citizen
groups participated and expressed their views.

Second, we conducted two public opinion polls designed to give
us at least an overview of public opinion concerning revenue sharing.
We found between 1973 and 1974 there was an increase from 56 to 65
percent in support by the general public for the program.

Third, we assisted the House Subcommittee on Intergovernmental
Relations in conducting a poll of congressional views on the subject
of revenue sharing. You will find the results of this poll summarized
in my formal remarks.

Finally, the Commission and its staff conducted a rather extensive
analysis of the whole program, which served as the basis for Commis-
sion recommendations in September of last year. These are summarized
in our report, "General Revenue Sharing: An ACIR Evaluation,"
copies of which I believe you have or which can be made available,
Mr. Chairman.*

One of the major findings of the Advisory Commission was that the
current revenue-sharing formula does help in equalizing the fiscal
capacities of rich and poor States. This was no accident, of course,
for the distributional formulas reflect congressional recognition that
governmental units vary in terms of need and fiscal capacity and that
low fiscal capacity governments shall be allocated relatively more than
those with high fiscal capacity.

*The document was made a part of the official files of the Committee.
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For example, under the present distribution formula, Connecticut
which in 1973 had the highest per capita income in the country, re-
ceived a per capita revenue-sharing location of $4.15 per $1,O0 of
personal income for the fourth entitlement period while Mississippi,
which has the lowest per capita income, received $12.70, or almost
exactly three times as much.

We made four specific recommendations in our report, Mr. Chair-
man. These recommendations represent the views of a majority of our
members-any dissents are footnoted in the report. First of all, that
the Congress give early and we hope, favorable consideration to the
extension of the general revenue-sharing program with State and local
governments along the general lines of the present program.

Second, we recommend that the program be changed to provide per-
manent trust fund financing and funding at a constant percentage of
the Federal personal income tax base.

Third, we recommend that the present distribution formula be re-
tained in light of the fact that it does provide a very significant degree
of intergovernmental fiscal equalization, even though as I will men-
tion in a moment, there are some obvious inequities which do arise.

Finally, the Commission recommends that the Office of Revenue
Sharing conclude arrangements with appropriate existing Federal,
State, and local government agencies to carry out the civil rights
responsibilities under the Revenue Sharing Act.

I would like to turn for one moment to the first recommendation,
that Congress give early and favorable consideration to the extension
of the program and'comment, if I may, with reference to questions
which have arisen in terms of the current period of economic concern
and the unprecedented Federal deficits that are beinganticipated.

Three points I think should be recognized in that consideration.
First, that the economic situation quite obviously is severe at the State
and local governmental levels, where in many cases problems result-
ing from inflation and rising unemployment have reached crisis pro-
portions; second, that the Federal Government has a superior revenue-
raising instrument in the progressive income tax, which certainly is
the most responsive and I believe the most equitable tax in use, as
well as other fiscal and monetary tools that it alone possesses; and
third, that if revenue sharing is to remain true to its original concept
and is to serve its purpose of underpinning State and local budgets,
it must be stable and a continuing program, not a cyclical one.

Some have argued, we know, that the program should be counter-
cyclical, and that State and local revenue entitlements should increase
in times such as these. However, that is not the view of the Advisory
Commission.

Finally, Mr. Chairman, I would like to turn to some of the specific
issues on which you have indicated you would like comment, particu-
larly the effect of revenue-sharing funds on local governments, sec-
ondly, the utilization of the funds, and third, the question of the Office
of Revenue Sharing administration and monitoring activities.

First, on the effect on local governments, there are in reality two
opposite effects. One is that the current formula tends to prop up
certain duplicative, obsolete, and in some cases almost defunct units
of government. This occurs, in large part, because of the requirement
that every unit of local, general government, regardless of fiscal
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activity or population size, is eligible to receive revenue-sharing funds
unless it is entitled to less than $200 on an annual basis.

The term general purpose government as defined by the Bureau of
the Census and therefore as used in these allocations is so broad that
many limited governments, such as many Midwest townships and
some, principally New England, counties receive revenue sharing
allocations.

The second provision in the law raises the allocation to every town-
ship and municipality, no matter how inactive to 20 percent of the
statewide average local per capita entitlement, but not to exceed 50
percent of the recipient government's total taxes plus intergovern-
mental transfers.

These provisions, very frankly, tend to benefit local governments
that exert little tax effort, either because they have few services to per-
form or because they in some cases possess abundant fiscal capacity, in
terms of the high per capita income of the residents. There is a chart
attached to my formal statement, which I think summarizes this point
adequately.

The other effect on local governments is at the opposite end of the
scale. Our staff studies indicate that central cities are hurt by the re-
striction that no more than 145 percent of the average local per capita
entitlement shall go to one county area or municipal or township
government.

Detroit, by way of example, would have received about $4.8 million,
or 10 percent more than it did, if it had not bumped up against the 145
percent payment ceiling. Removal of that ceiling would have substan-
tially increased revenues to such cities as Baltimore-somewhere in the
neighborhood of 25 percent, our studies indicated. Boston would have
received something in the neighborhood of 41 percent more than it
got, and St. Louis would have received a 68 percent increase over its
current allocation. So in terms of effect, you have propped up certain
of the small units of government and restricted amounts going to cer-
tain big central cities.

The second area in which your subcommittee expressed specific inter-
est was the utilization of funds by the recipient governments. Very
frankly, Mr. Chairman, I think we have to say to you that tracking the
uses to which revenue-sharing money was put with any kind of ac-
curacy is something of an exercise in futility. The fact that the planned
and actual use reports record only how revenue-sharing dollars are
spent and do not trace so-called released dollars that otherwise would
have been spent for the same purpose is clearly part of this problem.
By exercising a minimum of care, the recipient governments can ar-
range the use of revenue-sharing funds to conform certainly to the
letter, if not the spirit of the existing requirements.

For example, a recipient government can allocate revenue-sharing
funds for expenditure in the public safety area with the effect of free-
ing an equal amount of local funds for use in the nonpriority areas or
to provide tax relief.

The staff and the Commission wrestled with this problem of at-
tempting to report and analyze the use of revenue-sharing dollars and
frankly our own research failed to disclose an approach that would
capture all of the desired information or at least-the information de-
sired by some and still be reasonably practical and inexpensive.
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Second, with reference to utilization of funds: One of the questions
we heard in our various public hearings across the country and you
have heard and will hear, I am sure, is the charge that the poor are
being shortchanged in the utilization of revenue-sharing funds. The
Commission was again unable to provide a concrete answer to this
charge because of the so-called fungibility of revenue-sharing dollars,
lut in our report we do point out that providing money specifically for
the poor was not the intent of the program. In fact, precisely for this
reason, in our Commission's view, Congress elected a general program
as opposed to one attempting to target specific funds into a special aid
program for poor households.

In short, it was an(l is our opinion that revenue sharing was not
designedd to l)e anything but general aid to State and local governments,
on the assumption that these jurisdictions would then be responsive
to their diverse and nuost urgent needs.

Third, even though it is impossible to trace these dollar uses, we can
report to you that most large urban governments definitely did receive
more money than smaller suburban units, in spite of the 145 percent
limitation on large cities that I mentioned earlier. We found that more
financial aid is going to the Nation's major central cities than to rich
suburban communities, an(d there is a chart attached to my remarks
which illustrates that point.

In fact,oiir figures show that when the per capita revenue sharing
amounts to cities in the same county are compared, the central city gets
on the average three to seven times as much as its affluent suburban
neighbor.

However, there are two considerations that should be kept in mind
in that regard. The first is that the range of responsibiliies borne by
the central cities is clearly much greater than that carried by many,
particularly the affluent suburbs, and, therefore, the dollarr differences
suggest an equalization impact that perhaps is more apparent than
real.

Second, some central cities may have suffered a heavier financial set-
back than their suburbs because of cutl)acks in certain of the Federal
categorical aid prograins that occurred around the time general reve-
nue sharing began.

The final question which you asked us to comment on was the ad-
ministration and monitoring of revenue sharing by the Office of Reve-
nue Sharing. I mentioned earlier our Conmission recommendation
regarding civil rights enforcement, suggesting that the Office of Reve-
nime Sharing work with and through other existing law enforcement
agencies to assure the maximnun compliance effort. Such cooperation
would, in our opinion, alienate the need for building an additional
bureaucracy in the Office of Revenue Sharing.

The Commission firmly supported aggressive enforcement in this
area, but we were Ol)pose( an( would recommend against a I)rolifera-
tion or the creation of another major enforcement staff.

Although we took positioll that the )resent planned and actual use
requirements are essentially cosmetic in character-and I have al-
ready commented on this-the Commission made no specific recoin-
men(lations for either strengthening or eliminating reporting require-
mnents. We were very frankly torn hbetv:een the knowledge that greater

reporting requ iremnents woild in(heed create an undue burden in our
opinion on the State an:1 locr.] !rovcrn,:cnts, andl on the other hand, the
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political reality that any less reporting probably would not be accept-
able to the Congress. Some of our State and local members quite can-
didly would prefer to ive no reporting requirement.

In hearing testimony at this Iinie and certainly later in the process,
I am certain yo1 will hear tLe views of those disa))ointed in the
revenue-sharing rl)nrja who want to change it or abolish it. These
groups may contend that the funds are not going to those who need it,
or that it reinforces the status quo, or that it (loes too little to aid the
need-, central cities. Yet we su,.nzest that individual aspects of the
prog,'am should not be faulted for not conforming to all of the nuances
of a very coill.)lex State and local fiscal system.

For exampi e. the present program does not go as far as some would
like in epializiiig fiscal capacity between rich and poor States, nor
does it. completely coni)elnsate, as I lhave already vindicated, for the
great fiscal disparities between our major central cities and their
affluent suburban neighlbors. bt taking the (listribut ion of revenue-
sharing funds as a whole and bearing in mind the diverse interests that
had to be reconciled in creating t lOs program, our Commission con-
cluded that its fiscal e, nali:':,t'on rcstilts were indeed impressive.

Clearly, the renewal of t]e revellie-slharing., program would reflect
the pragmatic character of federalism where accommodation to various
interests must he imade to insure that the continuing quest to improve
the prograni does not 1,n(lerinine the sul)port for an already essentially
good one, and with tlat, Ir. ('Cairman, I conclude my formal re-
marks, and I will be glad to answer any question.

Senator H.ATIIAWAY. Thank you very much for your statement.
It seemed that you said something in your statement that you advo-

cate continuation of the same foiinula lut you had some reservations
about it. I did not hear what tle reservations were. Are you advocating
that the 145-)ercent restrictions be taken off?

Mr. IERRIMA . Let me separate myself, Mr. Chairman, if I may. The
Commission, as a formal ,oimnission, took the position, and 1, as its
chairman, am reporting this to you.

Senator HATHAWAY. Is this a full-time commission, by the way? Are
you a full-time commission, or is this a per diem commission ?

Mr. MERRIAM. There are 26 members of the Commission-three Sen-
ators, 3 Members of the House of Representatives, 3 Federal depart-
ment heads, 4 Governors, 4 mayors, 3 county executives, 3 State
legislators, and 3 of us who are euphemistically called private citizens.
That means we work for a living, to answer your question.

I am not suggesting that the others do not either, but our moneys do
not come from the taxpayers.

Senator IHATIIAWA Y. Do you get paid ?
Mr. MNERRIAM. I get $50 a day for the (lays I work for the Commis-

sion. We have a full-time staff of 36 persons. Mr. Anderson is the
Executive Director. I would like to say this, however. The Commis-
sion, since its inception in 1959. has very strongly insisted upon being a
commission-run commission. By that I mean. when a staff report is
made. recom inendations are made outlining the various alternatives
and. in fact, staff argues with itself to the point where I kid them that
we might have to have a resident psychiatrist on hand. The Commis-
sion then chooses among these alternatives in its own debates. We meet,
four times a year, usually for 2 days running, and this is a long prelude
to getting to your question.
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On this particular issue, the staff report which is summarized in
this document, points out some of the weaknesses in this present
formula-in particular the 20-percent floor and 145-percent ceiling.
The Commission, after studying the report, concluded that it, as a com-
mission, would recommend continuing the present formula because it
had served as an equalizer, even though not a total one.

My personal view-I am now putting my other hat on here-is that
if the Congress is going to take another look at the formula, it certain-
ly ought to consider the question of the floor and ceiling, since the
floor tends to prop up some units of government which are less than
general purpose, and the ceiling tends to limit somewhat, at least, the
amounts going to the major central cities. These are my opinions so
I am separating my personal views from those that the Commission
adopted.

Senator HATHAWAY. But, there is not an awful lot of money in-
volved in propping up the smaller communities, is there?

Mr. MERRIAM. In terms of total dollars, it is probably, Mr. Chair-
man, a very small amount. Our Commission, I might say in this regard,
recommended to the Congress when revenue-sharing legislation was
first, under consideration that there be a population cutoff. As I recall,
it was 50,000.

Senator BROCK. You just lost two votes and, maybe, all three.
Mr. MERRIA-M. You can see why our Commission recommended the

formula remain unchanged. Mr. Anderson wanted to just supplement
that.

Mr. ANDERSON. Mr. Chairman, while Mr. Merriam has said that the
floor and ceiling certainly merit reappraisal, we ought to be very
forthright about the difficulties. The 20-percent floor, if reduced or
eliminated, affects about 9,500 units of government, a quarter of the
total, so that the alliance in support of revenue sharing-whenever
we are talking about that-is much affected by that type of change,
even though, as you indicate, there is not very much money involved.

At the other extreme, where maybe there is even more sentimentfor
moving the ceiling up in order to benefit the very hard-pressed cen-
tral cities and some other kinds of governments, such as some very poor
counties, you have this kind of effect. To benefit Philadelphia, you
vacuum money out of the. whole S'ate of Pennsylvania, including
Pittsburgh; and to benefit St. Louis, y3u vacuum it out of all of
Missouri, including Kansas City.

Our Commission strives for the ideal, bit we are also concerned
with practical application of our recommendations. The Commission
members made a pragmatic political judgment in saying that the
)resent formula works reasonably well and, therefore, can be

supported.
Senator HATHAWAY. How about this recommendation of yours that

the amount of money should be a fixed percentage of the Federal tax
base? In times of recession when the smaller towns and communities
need more money, they are going to be getting less, are they not then
for taking in less money to the Federal Government?

Mr. MERRIAM. Well, perhaps there would be some very slight change
there, but. if you look at the overall pattern, the Federal tax base has
been increasing overall at a faster rate than the gross national prod-
uct and, therefore, while you might find a slight downslide, overall,
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it seemed to us to be a reasonable basis on which to formulate the
program.

Senator HATHAWAY. It seems to me it would be better to put it on
the basis of percentage of our expenditures, rather than our receipts.

Senator BROCK. That would be almost unholy.
Mr. ANDERSON. The base, Mr. Chairman, was selected specifically

because it is the most stable thing to tie it to. The base varies less
than income tax revenue and also varies less than Federal expendi-
tures, unless you had an aberational situation.

Mr. MERRIAM. And, obviously, it does deal with the problem of
inflation, which, perhaps, may still be one we wrestle with.

Senator HATHAWAY. I will come back and question later.
Senator Packwood.
Senator PACKWOOD. This is an excellent statement. It is the best we

have had in the 2 days of hearings so far, and I want to congratulate
you.

Mr. MER, AM. Thank you.
Senator PACKWOOD. You mention some polls in here, and I am curi-

ous. Can you get them for me? One is the poll of the Congressmen.
Mr. -MRRIA-M. Yes; there is a committee document, Senator Pack-

wood, which we will file with you. This is a House document, issued
in April 1974. It contains replies by Members of Congress to a ques-
tionnaire on general revenue sharing. Another one we have is entitled:
"Changing Public Attitudes on Governments and 'Taxes." *

Senator PACKWoo). That is the one you mnade reference to first in
your statement?

Mr. MERRIAM. Yes.
Senator PACKWOOD. Yesterday, somebody-I do not know if it is in

this poll or not, but, if not, do you have access to it-made reference
to a public opinion poll on how people thought revenue sharing ought
to be spent, for what type- of functions. Is that in that, or is that a
different poll?

Mr. MERRIAM. I know we did not get into it. I do not know which
poll that is.

Senator PACKWOOD. Do any of you have knowledge of it?
Mr. ME1nRIA1,. This is Mr. Shannon, by the way, who is Assistant

Director of the Commission.
Mr. SHANNoN. That is a completely different poll, that was com-

)letely separate from ours. Was that not one that was financed under
the National Science Foundation?

I assume if you were to lower the floor to 10 percent, it -would not
conceivably produce enough money to take care of going to 175 percent
of the maximum. Is that correct? l)oes anyone know?

Mr. ANDERSON. Mr. Myers says it would not.
MTr-M'iri. It would not.
Senator BROCK. Could I just ask
Senator PACKWOOD. Go ahead.
Senator BROCK. Is it not true that particularly with the minimum

and maximum flow, as it would affect different States, the maximum
flows affect probably about eight or nine States basically. You men-
tioned Pennsylvania, Missouri, and those are the two most affected

•This document was made a part of the official files of the Committee.
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States, I gather. Maryland would be enormously affected. It is where
you have got a central city so dominant that it does, as you say,
vacuum up.

The problem with the 20-percent minimum, I think, for Senator
Packwood's benefit is that it affects mostl y the mid-Western group
that you mentioned. You mentioned four States, Wisconsin, Illinois,
and some others, so may be the offset would not be in the right State,
and I think that is a probe lemn that I see with it.

Mr. MERRIAM. You are absolutely right, Senator Brock. Anytime
you start tinkering with it you are going to create some new inequities,
and that is why the commission did finally conclude that, perhaps, it
was a reasonable, politically viable formula.

Mr. ANDERSON. Mr. Chairman, we do have a table in our report-it
is table 2-that gives you precise numbers of counties, municipalities,
townships that would be affected, or that are now affected by the floor
and the ceiling.

Senator BROCK. What page is that?
Mr. ANDERSON. It, is on pages 6 and 7. It shows you which would

have their entitlements altered if you changed the floor or ceiling. It
does not give you the dollar amounts.

[The table referred to follows:]
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reble 2

Numer of Local Governnnts Subject to the Limiut on Locl
Revenue Shaing Allocations, by State and Type of Local Government

County Areas" Municipalities Tosa Ip Tot

County Suct to Subject to Subject to Subject to Subject to Subject to Tribes ORS

State Govenments Totl 20percent 146percen Total 20 percent 148 percent Total 20 percent 148 percent I Reci4ents
rule rule rule rue rule rule

3
8
2
7

13
22

9
22

1
12

5
2-
6

44
13
11

4
3

18
20
12
8

22
28
4

4
4
1

17

13

2
7
2

7
25
7

77
2

32
6
4
9
6

406 33
119 63

- 65 9
460 99
409 56
258 43
34 4
54 7
1 -

384 38
526 141

1 -
198 28

1.270 253
562 164
953 166
627 27
397 58
295 54

22 -

151 41
39" -

531 51
854 186
277 35
906 223
126 10
534 155

17 -

13 -

335 14
91 14

619 167
456 36
359 63
935 89
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Mr. MIERIAM. I might say in this regard, Mr. Chairman, that the
staff at ACIR is available to you and your staff at anytime we can be
of help. That is our purpose in life.

Senator HATHAWAY. Thank you.
Senator PACKWOOD. I want to make sure I understand this table on

pages 6 and 7. It means that Tennessee and Oregon have seven cities
subject to the 145-percent rule, is that right?

Mr. MAnRs. Right.
Senator PACKWOOD. So, this is not just a big city problem in terms

of millions of people?
Mr. MYERS. No, there are resort and industrial enclave-type cities

that are alsi_ affected by this.
Senator PACKWOOD. I have no other questions.
Senator HATHAWAY. Senator Brock.
Senator BROCK. To pursue the point that Senator Packwood is mak-

ing, this table has just succeeded in confusing me. It is a little bit com-
plicated, and it did not answer my question. It looks to me as though
the offset is not as serious as I thought, and I would like a little more
specific response as to where-if you can provide it for us, and I do
not know if you have it now-where exactly and in what dollars the
funds would be offset within a State so dramatically as to-you men-
tioned Missouri and Pennsylvania, what other States would be dis-
advantaged by raising the 145 percent?

Mr. ANDERSON. Mr. Chairman, to clarify the question, any State that
now has any units of government that benefit by the 20-percent floor,
or that, are cut back by the 145-percent ceiling, would have some inter-
state redistribution if you changed those. So, the question would have
to be in terms of changing the floor in a certain way, or the ceiling in
a certain way, and then computer calculations could be run, by the
Office of Revenue Sharing, where they have the basic data to determine
who is going to lose.

Senator BROCK. Well, as you know, the bills that I have introduced
and Senator Packwood has cosponsored is, in essence, a complete re-
sponse to your testimony. We have incorporated virtually every rec-
ommendation you made.

The testimony at, the beginning indicates that possibly we ought to
consider a couple of modifications. One would be in this formula area,
either raising the 145 percent. The administration apparently is going
to suggest 175 percent. Whether that is too much or how many com-
munities would be hurt, as opposed to the few that would benefit, I do
not have those figures, but I would like to have them and, maybe, some
gradation, 145, 155, 165, 175 percent. You know, moving up, so that we
could get some sort of a relative measure of change.

Second, on the bottom side, I am not as concerned with the 20-per-
cent minimum as I am with the $200 minimum which triggers the 20
percent, and I think in that instance you may have some communities
that really-you know, I do not just see how you can say $200 is going
to make a heck of a lot of difference to any town. If they are that small,
they do not, have any local government costs, by and large. You know
they are all public service people, serving without any salary at all,
and most of the communities in this froup are not seriously disadvan-
taged that I know anything about. I wonder if we should not consider
raising that to, say, a $1,000 minimum.
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What effect would that have? Instead of changing the 20 percent,
do you see what I am reaching for?

Mr. MERRIAM. Yes. Well, we could provide you on both counts with,
perhaps, some factual answers. I might say if you will take a look at
page 29, Senator Brock, table 8 there does highlight the five areas
where there would be the major changes due to t he 145-percent ceiling.

I am sure the Office of Revenue Sharing would be glad to give you
some figures on what various shifts in either formula take. They can
examine a lot of combinations.

Senator BROCK. Well, obviously, the most critical and the essential
statistics I would like is what would happen to Tennessee.

Mr. MERRIAM. I understand that.
Senator BROCK. On that rests the future. Lit me ask you just one

other question. The Senator from Maine was talking about this fixed
percentage of income, and, again, that is incorporated in my bill in
terms of Federal receipts. I see two alternatives to that that I would
like you to think about. One that he mentioned, and that is tying it to
a fixed percentage of expenditures. That bothers me a little bit, because
it has a built-in inflationary bias, not just an offset, but a bias that I
think is dangerous, given the nature of the Congress or the present in-
dications thereof.

Alternatively, I wonder if we could not consider tying in, as the
bill does, or my bill does, the percentage to Federal receipts, and then
putting in the bill a floor under it and saying that if the receipts fell off
because of recession that you could not retrench because that would
give the community an assurance that the level of funding, while it
might not go up, would not fall off. If we had, let us say, either a
statement that you could not go below the receipts of the previous fiscal
year or maybe a moving average of the last 2 or 3 years so that the dis-
location would be minimal.

I think what Senator Hathaway is reaching for is valid.
Senator HATHAWAY. Or a countercyclical type of formula based on

the unemployment rate.
Senator BROCK. I am interested in countercyclical formulas, but I

am reluctant to attach it to this bill. I think we ought to consider that
in terms of the economic inflation, recessions, per se, and not in terms
of revenue sharing, but I do think we owe the commnuities in this
country some assurance that for whatever reason should receipts fall
even if it is not a recession, but, let us say,-a major tax cut, that the
Congress enacted, does not disadvantage them to the point that they
are severely handicapped in their program opportunities. I think it
would make some sense to put in a guarantee that it shall not go either
below the last year. or maybe a moving average of the last 3 years.

Mr. MERRIAM. Mr. Shannon tells me, Senator Brock, that. in the
Canadian revenue sharing program, they did precisely that. It is tied
to receipts but does have a floor under it. OZ course, the other side of it,
the problem with trying it to expenditures is I assume you would have
to have the reverse of that if you did.

Senator HATHAWAY. A ceiling?
Mr. MERRIAM. I do not think that you would want revenue sharing

fluctuating with defense expenditures, for example.
Mr. ANDERSON. Mr. Chairman, I think. maybe, if one goes to the

original criteria of what would be the best here, it would be something
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like this. A relatively stable, reliable sort of payment with minor
drops being all right, but not major; something tied to growth, to
keep up with prices and wages, and then, preferably, something that
is totally unrelated to congressional action on expenditures or on taxes,
so that everytime you raised expenditures in some way, let us say with
a health insurance program for $60 billion, you do not have to have
the collateral argument about what you are doing to revenue sharing,
or if you cut the Federal income tax, you do not have to have this in
the equation. Therefore, by going directly to the base, you get exactly
this: Stable; a chance of small cuts, but not large cuts; built-in growth;
and an arrangement that is unrelated to your other expenditure and
tax decisions.

So, proceeding through revenues or expenditures seems to be an in-
direct, more complicated way to reach the same objectives.

Senator HATHAWAY. Did you, in your study, have available to you
the countercyclical proposals? I know they have just been made
recently.

Mr. MERwA . Yes; we did.
John, did you want to comment on that?
Mr. SHANNON. Our staff is examining the countercyclical proposal.

It was submitted by Senators Muskie and Humphrey last week, and
we are developing a statement of the pros and cons on that issue.

Senator HATHAWAY. When will that be available to us?
Mr. SHANNON. Well, probably in a couple of weeks' time.
Senator HATHAWAY. Do you have any opinions on it now?
Mr. SHANNON. We see considerable merit in the theory, and we also

see some considerable practical problems posed by it. It is not a clear
picture.

Senator HATHAWAY. 'What sort of practical problems do you see?
Mr. SHANNON. One of the practical problemss is to give first priority

to strengthening the private sector, and, of course, Congress is moving
on that front by extending unemployment compensation benefits and
by cutting taxes. One of the arguments for at least delaying counter-
cyclical aid to State and local governments, would be that Congress
should first try and beef lip the private sector and if that does not
work then move on to aid the State and local sector. But first empha-
sis should be placed on getting the private economy back on the tracks.
That would be one of the major arguments against countercyclical aid
at this time.

And, of course, the other is the size of the deficit. It would call for
the additional expenditure of about $5 billion over and above what
we have right now. On the other hand, there are some very l)ersuasive
arguments in favor of this proposal, so the staff is looking at both
sides of the equation. It is not an all black or white situation.

Senator HATHAWAY. In other words, you think there ought to be a
timelag built in, to see whether or not Federal unemployment pro-
grams are enough to beef it, up so that you would not be giving money
prematurely.

Mr. SHANN N0. Senator, the critical issue may be precisely the timing
issue. -

Senator HATHAWAY. Were you here when Mr. Staats was testifying?
Mr. MFERRIAM. I heard the last part of it, Senator.
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Senator HATILAWAY. He indicated that the restrictions we have put
on here, on the revenue sharing money, would not have a particular
effect because of the fact that the local governments could juggle; and
if they indicate that they spent, you know, $10,000 for health i under
the revenue sharing money, they might have subtracted $12,000 from
what they normally spend for health. So what difference does it make?

Are you in agreement with that? Do you think we ought to drop all
of the restrictions, or do you think we should make the restrictions
tighter and apply across the board to all of the local money .

Mlr. MIERRIAM. Well, again I must give you first the Commission's
formal view, which was in essence, leave it as it is.

In the Commission's discussion which preceded that conclusion, how-
ever, I think it was clear that certainly from the standpoint of most of
the State and local officials, and I must say from mine as a private citi-
zen, the restrictions are in effect meaningless. In the matter of the in-
tent of the regulation was the sharing of general revenue with no re-
striction on use, therefore implied in the act was confidence that the
State and local governments would spend the money effectively and
properly. I would certainly share that % iew. If there were any changes
at. all in that., I am sure that our Commission would hope, and I per-
sonally would hope, that they would be toward loosening up, rather
than attempting to use the funds for a whole series of other purposes.
'Ihere are several very basic national purposes which are spelled out in
the act-among them enforcement of antidiscri mination. This, of
course, is accepted.

Senator HATHAWAY. Yes, if we do that, and it may be a very good
idea, what about accountability? They also testified there are still a
substantial number of communities throughout the country where there
is no real citizen input or knowledge of what was being spent.

Mr. MERRIA.M. Well, Senator, I puzzled for many years as to how one
legislates accountability and citizen participation. As you gentlemen
know better than anyone else, this is a very tough thing. I do think
there has been, as a result of some of the requirements, some added citi-
zen input; but, how can you have citizen input, on 5 percent of the
budget? It has to be on the whole thing if it is to be effective.

Senator HATIhAWAY. Why could we not make that a requirement,
that the entire budget be published, and in the various foreign lan-
guages. As was indicated by Mr. Staats, many of the people who do not
read English were not able to get any input because they did not
understand it when it was published.

Mr. MERRIAM. Most State and local governments do have require-
nients with reference to budgets.

As a former member of the Chicago City Council, I can say we held
open hearings on the budget every year, as does every other commun-
ity in the State of Illinois. In my 8 years on the council, our problem
was to get anyone to come and testify at the public hearing, not the
question of whether or not to hold a public hearing.

Senator HATHAWAY. I realize we cannot mandate people to go. We
do not want to get into another busing situation. But at least if most
of them are doing it anyway, it would not hurt to require them to
publish the entire local budget along with revenue sharing expendi-
tures.
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Mr. MERRIAM. The only thing I would say, Senator, is I personally
hate to see Congress getting into too much of the procedures of State
and local governments, particularly when so many of them have for-
mal requirements now with reference to publication and hearing on
their budgets.

Senator HATHAWAY. We have been doing that for years, now.
Mr. MERRIAM. I know that; but that does not mean one has to

encourage it.
Mr. ANDERSON. Mr. Chairman, our Commission after laboring with

this same subject, passed as a separate action, unrelated to revenue
sharing, a recommendation to the State legislatures that the if they
have not already done so, require a public hearing by each local sub-
division. We suggested three requirements: first, the hearing with
adequate public notice; second, that there be a narrative statement of
the highlights of the budget; and third, details of the budget be avail-
able for public inspection at convenient locations.

The Commission's position therefore would be, I believe, let us see if
the remaining few States do not fall in line, because revenue sharing
has certainly highlighted the need for citizen participation in the
total budget.

If, however, there came a time when the Congress felt that it had
to act in this field, I believe we would still argue that it should not be
tied to revenue sharing. Revenue sharing is $6 billion out of over $50
billion in Federal assistance; maybe such legislation would belong
more in an intergovernmental cooperation act or some other act that
made it a qualification for Federal assistance in general.

Senator BROOK. Would you yield?
Senator HATHAWAY. Certainly.
Senator BROCK. TDoes it bother you at all in making a recommenda-

tion to States like that, that people who come to public hearings are
people with vested interests?

Mr. ANDERSON. Mr. Chairman, as a city manager for the last 12 years,
it always bothered me a great deal. I think the most perplexing prob-
lem of all is how to get representation for the silent majority, as it is
called, or those who have a general community interest as against the
95 percent who testify in support of particular programs.

Senator BROCK_ I think 95 percent is an understatement. But let us
accept the 95 percent, and say'that 95 percent of the people who come
to these things are people who have something to directly benefit or
lose in the process; and that does not include the 99 percent of the
American people who are paying the taxes and receiving, or not re-
ceiving as the case may he, the services thereof. They have very little,
if any, voice in these proceedings. What bothers me about a legislated
man ate for hearing is that it, almost places greater emphasis on the
representation of special interests as opposed to the general or the pub-
lic interest. I wonder why we so often forget that we still have a process
called elections in this country in which people have to face all of the
nonspecial interests in order to reacquire a charter to act in the public
interest; and if they do not act in the public interest, they are subject
to the will of the people at that time. That is the only full forum for
all of us to exercise some voice and for us to start mandating more
selective kind of forums is. I think, rather dangerous.

Mr. MFRRI,\,,%. I think you are absolutely correct, Senator Brock.
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Senator HATHAWAY. I would suggest that you would have the same
problem with respect to elections. Special interests oftentimes are the
only ones to go to the polls. So you still have the problem. At least, if
we can make it available, I suppose we just have to, in various ways,
educate the public to realize it is their responsibility to go to the hear-
ings if they have an interest in them.

Senator BROCK. At. least in an election you are not limited in-your
participation either by the size of the room or the gavel of the chair-
man, which you are in any hearing.

Senator HATHAWAY. In your polling, did you ask various people of
their opinion on categorical grants as well as revenue sharing?

Mr. MERRmm. No, we did not specifically get into that, Senator.
Senator HATHAWAY. Mr. Staats, as you know, just testified that he

would rather see a broadening of the categorical grant programs with
a lot of the restrictions removed, rather than a continuation of revenue
sharing.

Would you agree with that ?
Mr. MERRIAM. No, we would not.
Mr. Anderson reminds me that in our congressional poll-
Senator HATIJAWAY. Did you consider that ?
Mr. MERRIAM. In our congressional poll, we (lid go into the question

of categorical grants. But basically our view is that there should be a
miix of, Iederal aids. There is a purpose for categorical grant pro-
grams, quite clearly, in targeting specific national needs to sp, cific
activities. The problem was, very frankly, however, that these grants
proliferated at such enormous rate in the mid-1960's that our Com-
mission by 1967 thought we were at a near breakdown point in terms
of the amount of State and local time that was being absorbed in
grantsmanship, in reporting, and so forth.

There was a very interesting article in that regard in today's Wall
Street. Journal which I read on my way here by Alan Otten on this
whole question of the effectiveness of the categorical grant program.
I commend it to you. He is commenting on a study by Battelle Memo-
rial Institute which examined some 30 programs, both public and
private, that were stimulative. As you might guess, it has somewhat
inconclusive results. But certainly there is a need for categorical
programs.

However, there is an equal and continuing need, in our opinion, for
the revenue sharing concept. This was one of the reasons why we
made the recommendation that the program, if indeed it. is extended,
be made permanent and tied to some formula which could, in effect.,
)redict, with some reasonable degree of accuracy its probable effect
from year to year; because we did find, Mr. Chairman-and I did not
mention this in my prepared remarks-that certainly the smaller com-
munities at least, were tending to spend the money for capital improve-
mients rather than operating funds. In large part this was true because
they were concerned that if they built the money into an operating
program and Congress did not extend the thing, they suddenly were
going to be faced with a very severe dropoff in some operational
entity.

Senator H-TiIAWAY. I)o you think if we make it permanent they
will put more of the money into operating?

Mr. MERRIAM. This would certainly be our opinion, yes, sir.
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Senator HATHAWAY. I have no further questions.
Senator Packwood?
Senator PACKWOOD. I am just curious-what do you do in real life

for an occupation?
Mr. MERRIAM. I am the executive vice president of a company called

Urban Investment & Development Co.
Senator, I appreciate the chance to give the commercial. We invest,

and develop.
Senator PACKWOOD. In local service clubs you get fined for that.
Thank you very much for an excellent presentation, all of you.
Senator HATHAWAY. Senator Brock?
Senator BROCK. I have no questions.
Senator HATHAWAY. Thank you all very much.
Mrl'. MERRIAM. Thank you.
[The prepared statement of Mr. Merriam follows:]

STATEMENT OF ROBERT E. 'MERRIAM, CHAIRMAN, ADVISORY COMMISSION ON
I NTERGOVERNMENTAL RELATIONS

It is indeed a pleasure to appear before you today presenting the views and
findings of the Advisory Commission on Intergovernmental Relations on gen-
eral revenue sharing. As a Congressionally-established commission that repre-
sents the three levels of government and serves as a permanent bipartisan forum
for continued consideration of intergovernmental relationships, we have con-
sidered revenue sharing to be of primary importance and have undertaken a
number of activities concerning it.

The Commission, in fact, was one of the earliest supporters of the concept of
revenue sharing and in 1967 adopted a report recommending a three-part federal
aid system that would use categorical aids, functional block grants, and an
additional program we then called general purpose grants (now more commonly
known as general revenue sharing). One of the first bills introduced in the
Senate on general revenue sharing, the Intergovernmental Revenue Act of 1969,
incorporated a number of the Commission's early recommendations and by 1970
we had published the case for revenue sharing in a small report entitled Revenue
Sharing-An Idea Whose Time Ha8 Come.- Our more recent work on revenue
sharing has been in response to a mandate by President Nixon who, when he
signed the State and Local Fiscal Assistance Act in October of 1972, directed
the Commission to study the impact of, and make recommendations on, general
revenue sharing.

In carrying out this directive, the Commission has dealt in four major areas
of monitoring and analysis.

First, we held four hearings across the country on general revenue sharing
and its impact on the federal system. In addition to state and local elected
and appointed officials, Commission members heard testimony from citizen
groups and public interest representatives to get their views on the effects of
revenue sharing. Two hearings were held in Washington, one in Chicago, and
one in San Francisco.

The Commission also prepared and published two public opinion surveys on
revenue sharing. We found that support for general revenue sharing increased
from 56 percent of the total U.S. pulli(, in 1973 to 6,5 percent in 1974. In the
1973 survey. 18 percent opposed revenue sharing as a form of federal aid; in
1974 only 13 percent opposed it. These results, in our opinion, indicate a signifi-
cant Improvement in the acceptance of the program from one year to the next.

And third, In April 1974 the Commission staff helped conduct a survey of
Congressional attitudes of specific revenue sharing concerns. At the request of
the House Subcommittee on Intergovernmental Relations, the staff developed
a questionnaire and analyzed the results of attitudes of members of the House
of Representatives on selected aspects of general revenue sharing. Among the
findings were:

That the majority of respondents approved the use of revenue sharing to
reduce state and local taxes:

That a plurality of thove polled favored loosening restrictions on local
governments:



149

That a plurality of those polled opposed tightening the limitations on state
use of the money;

That a majority of the Congressmen polled considered the federal government
presently relying too heavily on categorical grants;

That a majority considered it relying too little on broader purpose block
grants.

And fourth, on the basis of information derived from its monitoring activities
and staff research efforts, the Conmission devoted its September 1974 meeting to
discussion of a number of important general revenue sharing Issues. It adopted
four recommendations dealing with the future of revenue sharing and published
those and an accompanying staff study the following month. A copy of that report
is included with this testimony.

One of the most significant findings of the Commission was that the current
revenue sharing formulas (to help in equalizing the fiscal capacities of rich and
poor states. This is no accident, of course, for the distributional formulas reflect
Congressional recognition that governmental units vary in terms of need and
fiscal capacity and that low fiscal capacity governments (those with low per
capita personal Income) should be allocated relatively more than those with high
fiscal capacity (high per capita personal income).

ACIR found that, on the average, for each $1,000 Increase in per capita personal
income, the per capita state area allocation would decrease by $3.40. For example.
under the present distribution formula, Connecticut, with the highest per capita
income in the country In 1973 ($5,889) received a per capita revenue sharing
allocation of $4.15 per $1,000 of personal income for the fourth entitlement
period, while Mississippi, with the lowest per capita income in the country
($3,448) received $12.70 per $1,000 of personal income.

And now to the specific recommendations:
First, the Commission recommends that the Congress gire early and favorable

consideration to the extension of the revenue sharing program with state and
local governnwnts along the general lines of the present program.

Even in this current period of economic concern and unprecedented federal
deficits, three specific points concerning the purpose of and need for revenue
sharing should be recognized;

That the economic situation is also severe at the state and local governmental
level where in many cases the problems resulting from inflation and rising un-
employment have reached crisis proportions;

That the federal government has the superior revenue raising instrument
in the income tax-the most responsive and equitable tax in use-as well as other
fiscal and monetary tools that it alone possesses (related to this, of course, is the
fact that the federal government does have the primary responsibility for man-
agement of the economy) ;

That if revenue sharing is to remain true to its original concept and is to serve
its purpose of underpinning state and local budgets, it must be a stable and
continuing program, not cyclical. Some have argued that the program should
be counter-cyclical and that state and local entitlements should increase in
times such as these. This, however, is not ACIR's view.

The second Commission recomne nation sutggests the program be ehanqed to
provide permanent trust fund fliancing and funding at a con,4tant percentage of
the federal personal incomw tar base (adjusted gross income).

The permanent trust funding financing would provide the necessary certainty
of funds and amounts needed for adequate state and local planning and the use
of the adjusted gross income provides a clear link between the income tax and
revenue sharing without subjecting the trust fund appropriation to fluctuations.
Indeed, use of such a percentage of the federal personal income tax base is much
closer to the true concept of revenue sharing than the five year stair-step, fixed
entitlements now In the law.

In addition the Commission recommends that the percent distribution formula
be retained in light of the fact that it does provide a very significant degree of
intergovernmental fiscal equalization.

I will deal with this point In more detail in a moment. For although Commis-
sion findings revealed some fiscal aberrations resulting from the 20 percent floor
and the 145 percent ceiling on local revenue sharing allocations, it took the view
that these factors were not of sufficient magnitude to warrant departing from the
existing allocation process.

And finally, the Commission recommends that the Olee of Rerenue ,Sharing
conclude arrangements with appropriate existing federal, state and local gov-
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eminent agencies, to carry out the civil rights responsibilities under the revenue
sharing act.

I would like to turn now to the specific l-sues in which you have- indicated
concern: the effect of the funds on local government, the utilization of funds
and the Office of Revenue Sharing's admini tration and monitoring activities.

EFFECT ON LOCAL GOVERNMENTS

The Commission's study revealed two primary effects of the funds on local
government. One was that it tends to prop up certain duplicative, obsolete and/or
defunct units of government. This occurs, of course, in part due to the fact that
every unit of local general government regardless of fiscal activity or popula-
tion size, is an ellgiblejecipient unless it is entitled to less than $200 on an annual -
basis. The term "general purpose government," as defined by the Bureau of the
Census, Is so broad that limited governments such as many Midwest townships
and some, principally New England, counties, receive revenue sharing allocations.
A second provision in the law raises the-allocation to every township and mu-
nicipality, no matter how inactive, to an amount equal to the lesser of either
20 percent of the statewide average local per capita entitlement or 50 percent of
the recipient government's total taxes plus intergovernmental transfers.

These provisions tend to benefit local governments that exert little tax effort,
either because they have few services to perform or because they possess abun-
dant fiscal capacity indicated by relatively high per capita income of their
residents.

The attached chart clearly identifies some of the problems. In the Midwest, for
instance, township governments, except in North Dakota, obtain a significantly
larger share of revenue sharing funds than they would if their allocations de-
pended solely on their relative share of adjusted taxes. Due to the 20 percent
rule, Illinois, Indiana, Missouri, and Wisconsin townships on the average get
twice the revenue sharing entitlement share that their portion of adjusted taxes
would indicate. Because the formulas distribute a fixed state allotment, too often
the municipal government suffers from the generosity to the townships.

It can be argued however that the 20 percent rule is the product of sound, politi-
cal judgment. It has the distinct merit of spreading a modest portion of revenue
sharing funds around thereby generatug wider political support for the pro-
gram. Moreover, it can be argued, revenue sharing should not be expected to be
the vehicle for restructuring local government-it has one central objective, to
redress fiscal imbalance within our Federal system. In addition, there Is no
assurance that cutting off Federal aid funds will do the Job of restructuring local
government, a responsibility that lies ultimately With state government.

Thqre is an additional problem on the opposite side of the formula-the re-
striction that no more than 145 percent of the average local per capita entitle-
ment shall go to one county area or municipal or township government hurts
many large cities. Detroit, for instance, would have received about $4.8 million
or 10 percent more than it did if it had not bumped against the 145 percent pay-
ment ceiling. Removal of the 145 percent limitation would substantially increase
revenue sharing to cities such as Baltimore which would receive a 25 percent
increase, Boston which would get 41 percent more and St. Louis which would
receive a 68 percent increase over its current allocation.

However, removing or substantially raising the 145 percent ceiling would re-
sult in major shifts in allocations. The gains of certain big cities would cause
reductions in revenue sharing payments to most other local governments in the
state. For example, removing the 145 percent limitation would shift so much of
the entitlement in Pennsylvania and Missouri that even major cities such as
Pittsburgh and Kansas City would have their entitlement drawn down by Phila-
delphia and St. Louis. In order to give Baltimore a 25 percent larger revenue
sharing payment. all other local governments in Maryland, except those pro-
tected by the 20 percent floor, would have to take a cut of 16 percent.

Because of these drastic shifts that would be caused by any substantial change
in the ceiling and floor, and because the Commission concluded that the present
formula devised by Congress does result in substantial equalization, the Com-
mission decided to recommend retention of the present formula.

UTILIZATION OF FUNDS

The second area in which your subcommittee expressed specific interest was
the utilization of fands by the recipient governments.

I COPY AVAILA L
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Du sure you have heard many times about the difficulties, indeed futility,
involved in determining how and to what extent particular expenditures anu
taxes are affected by revenue sharing payments. The problems in tracking uses
accurately are in large measure due to "'fungibility" and the fact that the planned
and actual use reports only report how revenue sharing dollars are spent and do
not trace "released" dollars that would otherwise have been spent for the same
purpose. By exercising a minimum of care, recipient government can arrange
their use of revenue sharing funds to conform to the letter, if not the spirit, of
all existing requirements. For example, a recipient government can allocate
revenue sharing funds for expenditure in the public safety area with the effect
of freeing an equal amount of local funds for use in the non-priority areas or to
provide tax relief.

Our Commission endorsed the search for better reporting methods, but our
own research failed to disclose an approach that would capture all needed infor-
mation and still be reasonably practical and inexpensive.

One of the questions we heard from public witnesses in our hearings across
the country was-are the poor being shortchanged in utilization of revenue
sharing? The Commission was unable to provide a concrete answer because of
the fungibility of revenue sharing dollars. The Commission pointed out that pro-
viding money specifically to the poor was not the intention of the program.
Precisely for this reason-the inability to target federal revenue sharing funds
into a specific area-Congress would choose almost any type of other aid program
over revenue sharing if it had intended to target aid to poor households. In short.
revenue sharing was never designed to be anything but general aid to state and
local governments on the assumption that these jurisdictions would then be
responsive to their diverse and most urgent needs.

While fungibility makes it virtually impossible to say how revenue sharing
dollars are being spent, we know definitely that some governments receive rela-
tively more money than others. We found that far more financial aid is going to
the nation's major central cities than to rich suburban communities as you wl'l
note on the attached chart. In fact, our figures show that when the per capita
revenue sharing amounts to cities in the same county are compared, the central
city gets 3 to 7 times as much as its affluent suburban neighbor. There are two
considerations to keep in mind, however. First, that the range of responsibilities
borne toy the central cities might be so much greater than that carried by many
affluent suburbs that the dollar differences suggest an equalization impact that
i far more apparent than real. And second, that some central cities may have
suffered a heavier financial setback than their suburbs because of the cutlbackR
in certain federal categorical aid programs that occurred at the time general
revenue sharing began.

OFFICE OF REVENUE SHARING

Finally, you were interested in the administration and monitoring of revenue
sharing by the Office of Revenue Sharing.

The Commission recommendation, regarding civil rights enforcement, men-
tioned earlier, suggests the Office of Revenue Sharing work with and through
other existing law enforcement agencies to assure the maximum compliance ('ffort
without building an unnecessary bureaucracy in the Office of Revenue Sharing.
The Commission firmly supports aggressive enforcement in this area but is
opposed to the proliferation of already numerous enforcement staff.

Although the Commission took the position that the present planned and
actual use reports are essentially cosmetic in character, it made no specific
recommendations for either strengthening or eliminating reporting requirements.
It was torn between the knowledge that greater reporting requirements would
create an undue burden on state and local governments and the fact that any
less reporting would deprive Congress of even minimal information on the use
of the funds.

In hearing testimony at this time and certainly later in the process, you will
hear the views of those disappointed in the program who want to change it or
abolish it. These groups may contend that funds are not going to those groups
who need it or that it reinforces the status quo or that it does too little to aid
the needy central cities.

Yet we suggest that individual aspects of the program should not be faulted
for not conforming to all the nuances of our highly complex state and local
fiscal systems. For example, the present program does not go as far as some
would like in equalizing fiscal capacity between rich and poor states. Nor does the
present program completely compensate for the great fiscal disparities between
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the nation's major cities and their affluent suburban neigbors. But, taking the
distribution of revenue sharing funds as a whole and bearing in mind the diverse
Interests that had to be reconciled in creating this program, its fiscal equaliza-
tion results are impressive. We believe the Congress deserves praise for devising
the present formula.

A long time student of our federal system, James Maxwell, has observed,
"... federalism is, in any case, essentially pragmatic: It is conceived and born in
compromise which often fails short of the golden mean; it accepts less than the
best to achieve viability; it can be changed only slowly." I

Clearly the renewal of the revenue sharing program reflects this pragmatic
character of federalism where accommodation to various interests must be made
to insure that the continuing quest to improve the program does not undermine
the support for an already essentially good one.

TABLE 6.-RELATIVE FISCAL ACTIVITY IN 1972 AND REVENUE SHARING ENTITLEMENT FOR 1974: BYSTATE AND
TYPE OF LOCAL GOVERNMENT

County government ratios Municipal government ratios Township government ratios
Adjusted taxes Entitlement Ad usted taxes Entitlement Adjusted taxes Entitlement

to total local to total local to total local to total local to total local to total loca,State adjusted taxes entitlement adjusted taxes entitement adjusted taxes entitlemen'
t

Alabama --------------- 0.358 0.385
Alaska -----------------. 382 .418
Arizona ---------------- .399 .421
Arkansas --------------- . 498 . 355
California .............. . 588 .612'
Colorado --------------- . 290 .352
Connscticut.-_ - ------------------------------
Delaware --------------- .416 .603
D istrict of Colum bia ----------..---...................
Florida ----------------- . 433 .448
Georgia ----------------- .562 .572
Hawaii I---------------- . 196 .252
Idaho ----------------- .560 .581
Illinois .................. 232 .232
Indiana ----------------- .343 .350
Iowa ------------------ .557 .582
Kansas ---------------- . 503 .501
Kentucky -------------- -.380 .471
Louisiana -------------- -.356 .414
Maine ----------------- .063 .071
Maryland -------------- -.614 .584
Massachusetts .......... .052 .055
Michigan ................ 264 .290
Minnesota -------------- 507 .530
Mississippi .............. 583 .635
Missouri ------ _------- -. 282 .327
Montana --------------- .678 .683
Nebraska .............. . 455 .497
Nevada ----------------- .627 .633
New Hampshire --------- . 127 .131
New Jersey ------------- . 329 .340
New Mexico ------------ -. 417 .443
New York -------------- -. 348 .207
North Carolina .......... .475 .539
North Dakota ----------- -. 504 .239
Ohio .................... 327 .327
Oklahoma .............. . 325 .362
Oregon ................. 390 .389
Pennsylvania ----------- -. 225 .279
Rhode Island ------------------------------------
South Carolina .......... .456 .530
South Dakota ----------- . 579 .595
Tennessee .............. 362 .427
Texas ----- _----------- -. 316 .358
Utah ------------------- .515 .506
Vermont --------------- .009 .011
Virginia ................ - .335 .366
Washinoton ------------- . 431 .453
West Virginia----------. .412 . 458
Wiscousin .............. . 518 .513
Wyoming ............... . 737 .728

0.642
.618
.601
.502
.412
.710
.560
.584

.567
.437
.804
.440
.702
.603
.443
.457
.620
.644
.433
.386
.564
.684
.460
.417
.708
322

.524

.373

.489

.462
.583
505
525
.363
.624
.675
.610
.638
.709
.544
.362
.638
.684
.485
.362
.665
.569
.588
.448
.263

0.615
.582
.579
.645
.388
.648
.526
.397
.552
.428
.748
.419
.634
.524
.418
.442
.529
.586
.413
.416
.558
.624
.411
.375
.652
.317
.472
.367
.485
.447
.557
.688
.461

629
.577
.638
.611
.562

707
.470

332
.573
.642
494

.352

.634

.547

.542

.414

.272

0. 4"0 0. 474
............................

............................

............................

............................. .. . . -. . . . . . . . .
.066 .134
.054 .126

--.-------.-----.--.-----.--

.040 .057
............................
............................

.504 .516

.384 .38

.052 .086

.033 .059
--.-----.------.---------..-

.010 .021

.021 .031

.384 .384

.209 .213
............................

.147 .105

.129. .132

.049 .096
............................

.137 .159

.291 .293

.059 .073

.629 .637

I Hawaii's unique local government structure does not permit inference on the basis of city versus county entitlements.
Source: ACIR staff computations from ORS data.

1 James Maxwell and Charles E. MeLire. Jr., "Comment and Reply: Revenue Sharing,"
l'ubllc Policy, Vol. XX (Winter, 1972) No. 1, p. 158.
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figure 1

Per Capita Reverue Sharing Entitlements in
Selected Central Cities and Their Suburbs

Central City and Per Capita Entitlement Per Capital Incosne
Suburban CitiesSu0bnCte 6 12 15 24 30 1000 3000 .5000 ?70M 9000 ,. -'-- -r-- [-V-V ,- -T-" " l
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A Larger than formula would have proved in the atisOnce of b Smaller than formula would have crowded in the absence of
Ihe requiremeni that no local goveironlent receive less than the requirements that no local government receive more thar.
20% of the statewide average per capital local entitlement 145% of the statewide average per capital local enttlaent

Senator HATHAWAY. Our next witness is Mr. Richard P. Nathan of
the Brookings Institution.

Mr. Nathan, welcome to the suibcom ittee.
Your entire statement will be made a part of the record. You may

summarize it if you will.

STATEMENT OF RICHARD P. NATHAN, SENIOR FELLOW, THE
BROOKINGS INSTITUTION

Mr. NATHAN. Thank you very much, Mr. Chairman. It is it pleasure
to be here.



The Brookings Institution, under a grant from the Ford Founda-
tion, is engaged in a 5-year study to the general revenue sharing
program. Our work is focused on three areas, the fiscal, political and
the distributional effects of revenue sharing. In my testimony I will
discuss some of our findings in each of those three areas.

The first report on this research, Mr. Chairman, was published in
January of this year. Since publishing this report, we have obtained
new data which we think should be of interest to this committee and
have presented it today in our testimony.

The first area I am going to talk about is the area of the fiscal
effects-that is, how funds are used under the revenue sharing pro-
gram. Our findings, Mr. Chairman, are based on field research for 65
governments--8 State governments, 29 city governments, 21 counties,
6 townships, and one Indian tribe. We have the State of Maine and
the city of Bangor in our sample, and we also have four local govern-
ments in Oregon in our sample. Our initial report presented data on
the uses of shared revenue by these 65 units from the beginning of the
revenue sharing program through June 30, 1973. The second report,
which we are now working on, will be published some time next year.
It will present data for fiscal year 1974; this is the Federal fiscal year,
from July 1, 1973 through June 30, 1974. It is this data I am going to
summarize for the committee briefly.

Most important of all, and I would say this is the highlight of what
we have found, the new data show that in fiscal year 1974 there was a
significant decline in the use of shared revenue for new spending by
local governments in the Brookings sample. The reason most com-
monly given for this decline is that rising prices and shrinking reve-
nues have required the greater use of shared revenue for what we have
classified as substitution purposes-balancing the budget, holding
down taxes, meeting increased personnel and other costs.

In the first 6 months of revenue sharing, Mr. Chairman, we found
that local units in the same devoted 57.5 percent of their shared reve-
nue to new spending. In fiscal 1974, the comparable figure is 45.1 per-
cent. We have a table in the testimony which presents these figures.1
The most important finding we made last year in this area is that the
bigger, more hard pressed urban governments tend to use more shared
revenue for what we call substitution purposes; that is, to make ends
meet and avoid having to raise taxes. Whereas, smaller, more suburban
and-less densely populated governments used more of their shared
revenue for new purposes. That pattern continues in our new data.
Now how should one interpret these new dataI

Mr. Chairman, I would make a comment here that while many of the
witnesses, the two preceding ones particularly, have stressed to you
the difficulty of interpreting how revenue sharing funds are used, I
do feel that there is a tendency, while this is a difficult question, to
overstate the problems involved.

For those who support revenue sharing as a means of relieving fiscal
pressures on local governments, especially pressures on local property
taxes, our new data, Mr. Chairman, could be said to reflect positive re-
sults. For persons who are most concerned about meeting social needs
and innovation, the data are harder to interpret. Tax relief to hard-
pressed central cities, which improves their economic climate, does

ISee page 165.



have social benefits, as Mayor Gibson of Newark stressed to your com-
mittee yesterday. So does the retention of social programs which might
otherwise have been cut in the current recession. A government may
officially designate its revenue sharing funds for public safety, police,
and fire; but the real effect as ascertained by field researchers in our
sample, for example, may well be that what revenue sharing permitted
that jurisdiction to do is keep programs that are at the margin going
during hard times; and often programs at the margin, Mr. Chairman,
are social programs.

So the social effects of revenue sharing can be very difficult to in-
terpret. I would also note that many capital uses of revenue sharing
funds, which is far and away the largest new use of these moneys, are
for social kinds of capital facilities.

One other important point needs to be made about these fiscal-effect
data. People should not be misled into thinking that only revenue
sharing funds have substitution effects. All forms of Federal aid to
States and localities, no matter how ingenious the conditions placed
upon their use, can in some cases be used to offset other spending. Re-
search data in this field are sparse, but there is clear evidence that the
same kinds of substitution effects occur to a substantial degree under
categorical forms of Federal aid.

The second area of our study, Mr. Chairman, concerns the political
effects of revenue sharing, that is, its decentralization purpose. We are
trying to gage the program's potential for the decentralization of
governmental powers, that is to strengthen State and local govern-
ments and American federalism. Many supporters of revenue sharing,
as you know, regarded this as the most important objective of the
program. The focus of our research to get a handle on this difficult
question has been on the budget process. Does revenue sharing cause
more competition in, and prominence of, State and local budget deci-
sions? Does revenue sharing enhance the role of general Government
officials- as opposed to functional area specialists in State and local
government?

For the 65 jurisdictions in the sample, we determined first whether
decisions about the use of revenue-sharing funds were made separately
from the regular and ongoing budget process or whether these deci-
sions were made as part of the regular and ongoing budget process. We
are also interested in the extent to which recipient units use special
procedures or in some way give special treatment in their budget proc-
ess to revenue-sharing funds, even if these funds are treated in the
regular ongoing budget process.

Taken as a whole, the results for the two research periods, as far as
budgetary processes are concerned, are quite similar, although the data
are not fully comparable. In the first 6 months, that is the first period
of our field research, 38 units in the sample gave separate or special
treatment to revenue-sharing funds. In fiscal 1974, that is the secondperiod for our data, 37 units were found to have given separate or
special treatment to these funds. It should also be noted that in &
number of the cases where shared revenue was simply merged into the
regular budget procse of the governments that received these

moneys, that is, where there were no special procedures, there never-
theless were efforts made by many interest groups to obtain additional
funds out of, or because of the advent of, revenue sharing. This, too,
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has the effect of encouraging competition for local funds, which, by
our reckoning, is one effective way to get a handle on the decentraliza-
tion effects of revenue sharing.

In summarizing the political effects of revenue sharing, there are
indications that it has resulted in greater interest in and prominence of
State and local decisionmaking processes. The evidence is mixed, how-
ever, as would be expected in a political system as diverse and complex
as American federalism. More analysis needs to be done before final
conclusions cani be reached. However, I would stress that it is impor-
tant in this area to avoid hasty judgments.

Already some observers of the revenue sharing scene who are par-
ticularly concerned about its political effects have urged that require-
ments be added to revenue sharing for various kinds of public hearings
and other citizen participation processes.

Mr. Chairman, I would sound a warning in this area. American lo-
cal government is extensive and complex; budgetary processes vary ac-
cord ingly; and revenue sharing funds are highly fungible or flexible.
To tell local governments how to make decisions about the use of these
funds may lure us into a whole range of Federal controls over local
gorvernmental processes, the implications of which have not been clearly
thought out. The "Siren Song' of Federal controls to achieve citizen
l)articipation may in the final analysis bring about a fundamental
change in the whole idea of revenue sharing. In this connection, Mr.
Chairman, I felt that the testimony by the Comptroller General, where
he suggested that as part of revenue sharing we have Federal require-
mnents as to how local governments should conduct their budget proc-
esses, is an area that we should go into only with great caution. If a
basic aim of revenue sharing is to strengthen and give more prominence
to local governments, we will get into problems if we try to tell these
local governments, not what to spend money for, but how to make their
decisions.

The third area addressed in our study concerns the distributional
effects of revenue sharing, and gets us into many of the areas which
have been raised as questions this morning. We would be happy to pro-
vide you with data which we have developed on how the revenue-shar-
ing formula works; what types of units are especially advantaged or
(isadvantaged; and what would happen if you changed the formula in
certain ways, as suggested by your questions.

Generally speaking, we found that the formula in the 1972 act tends
to favor very small local units, low income rural areas, and central
cities. Central cities receive about twice as much per capita as their out-
lying suburban communities.

Considering the lack of the necessary fiscal data in 1972, and the
general difficulty of writing formula for American federalism with
39,000 governments being aided, the administration and the Congress,
we believe, deserve credit for producing a reasonably smooth working
operational formula.

However, looking back with the advantage of hindsight and now
having more data for analysis, there are several areas--and I am going
to discuss three-where we think the Congress should take a hard look
at the formula. In effect, what we are doing, Mr. Chairman, is ques-
tioning "the-don't-rock-the-formula" philosophy which has been ex-
pressed by some of the witnesses before your committee.
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First of al.l, in our view, the arbitrary 2 to 1, local-to-State preference
cootaine4 .in the law is too rigid. Again sounding the theme of the
diversity of American federaliwm, many State governments have a
larger role in State-local finances and thus are penalized by this feature
of the law. In our view, the ratio between the State andlocal shares
should vary by State, thus taking this diversity into account. If the
Congress chooses, it is entirely possible to keep the overall national
2 to 1--two local and one State-ratio, but have the portions going to
individual State governments vary according to their relative roles in
State-local finances. This can be done. as I say, by simply giving extra
weight to the local component. In reality it is more complex than this
to actually perform, and we have a footnote in our statement which is
the best summary we have presented to date as to how this adjustment
could be made.

Second, Mr. Chairman. the floor and ceiling provisions in the law
produce results that we think should be looked at closely next time
around. I refer to the 20-percent floor and the 145-percent ceiling. The
result is that effects occur at both ends of the spectrum which may not
have been intended when the law was drafted. Many small units which
have limited functions are especially aided as a result of the 20-percent
floor, including more than 5.000 townships in the Midwest. In Indiana,
to give an example, townships receive 71 cents for each dollar of non-
school taxes, whereas cities only receive 18 cents. So what the 20-percent
floor does is discriminate in favor of what you might call "do-little"
or limited-function governments. If you took the 20-percent floor out,
these governments would still be aided.

On the other hand, there are several very poor central cities, notably
Philadelphia, St. Louis, and Baltimore, which suffer appreciable losses
because of the 145-percent ceiling. We tlink the administration is on
the right track in proposing to raise the ceiling.

Our conclusion is that both the floor, the 20-percent floor, and tih
145-percent ceiling should be removed, although I should say,
Mr. Chairman, and I indication this in the testimony, we realize that as
policy analysts, we may not be able to take into account some of the
considerations before this committee.

A chapter in our report devotes attention to one other formula issue,
the problem of gaging fiscal capacity as it pertains to the law's intent
of favoring areas with relatively low capacity and high fiscal effort.
The act uses personal income as a capacity measure, yet income taxation
is by no means the major source of State-local tax revenue. Nearly all
local governments rely mainly on property taxes; personal income is a
very poor proxy for the property tax base of smaller local govern-
ments, as typified by the overwhelming majority of the local jurisdic-
tions that receive shared revenues.

Our report suggests consideration of alternative measures of local
fiscal capacity, generally along the lines of those now widely used by
States in distributing local school aid. We currently are doing a study
under a grant from the National Science Foundation to test this and
other alternatives. We recognize, and I would stress this, that because
of the limitations of property valuation data now available, these
kinds of changes wouldprobably have to be made on a phased or ini-
tially selective basis, rather than applied nationwide from the outset.
However, published research of the Advisory Commission on Inter-
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governmental Relations would seem to indicate that better measures of
cal capacity for State areas could be quite readily developed and

considered in 1975 and 1976 as you evaluate revenue-sharing legisla-
tion in this committee.

Our report also recommends that the provision of the law limiting
local government entitlement to 50 percent of the Government's tax
revenue and intergovernmental receipts be altered to refer only to tax
revenue, and that a new approach be devised for granting funds to
Indian tribes.

Mr. Chairman, finally we are pleased to have had the opportunity to
be here. My colleague, Mr. Allen Manvil, is away today, out of the
country, and regrets he could not be with me. We both would like to
offer any assistance we can in terms of providing you with data that
is contained in our book which has, I think, many useful tables on
issues that I know the committee is interested in.

Finally, Mr. Chairman, I would like to put my full statement in
the record, which includes a list of the 23 field researchers that are
working on the Brookings study of general revenue sharing and of
the 65 governments in our sample.

Senator HATHAWAY. Without objection, that will be put in the
record.

Thank you very much, Mr. Nathan, for your excellent statement.
I am interested in this changing the 2-to-1 ratio. If, as you say, the

funds are so fungible, does the formula ratio make very much differ-
ence except for political considerations? If for example you gave all
the money to the States, wouldn't the same portion of it filter down
anyway? I suppose it would depend upon the political situation of
each individual State how much of that the local governments were
able to get, and it would be impossible, I suppose, to come up with a
formula that accounted for the varied political situations in each and
every State.

You have some States where the mayors of the large cities are at
war with the Governors, and consequently those cities would not get
much, and other States where they get along fairly harmoniously, the
local governments would probably get a large share. Is not leaving the
formula just the way it is probably the best solution that we could
come up with, with the reservation that you made about increasing
the 145-percent I

Mr. NATHAN. Mr. Chairman, I basically agree with your statement.
I would point out that when Walter Heller and Joseph Pechman and
others first worked on revenue-sharing legislation, they envisioned that
all of the money distributed would go to the States, which of course
is in line with our traditional notion of American federalism. How-
ever, that was determined not to be politically feasible.

Our proposal would not change the overall 2-to-1 split. It would
just say that certain State governments would get a larger share of the
total amount going to those States, but in the Nation as a whole, the
States would still get one-third and the local governments two-thirds.
The difference is the one-third amount that goes to State governments
would vary according to the importance of the State role.-We point
out in the footnote I referred to earlier that in Hawaii the State role
is very large, and there it makes sense to increase the share that the
State gets, whereas at the other end of the spectrum, New Jersey has a
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much smaller State role. According to our alternative proposal, New
Jersey would receive 21 percent and Hawaii 55 percent.

Senator HATHAWAY. Or on the other hand, you could just leave it
up to the State governments to change their role. If Hawaii felt that
local governments were now getting more money because of revenue
sharing, they could just cut back on what the State role is with respect
to supporting local governments.

ir. NATHAN. Well, revenue sharing may be large enough in Hawaii
to have such effects, and perhaps also in other States. We are going to
see what happens. We will report to you.

Senator HATHAWAY. Well, pursuing this question of fungibility
seems to be one of the problems of the entire act. You indicate that a
lot of categorical programs are fungible also; are you advocating that
we take all strings off categorical revenue sharing as well, unless w. e
can find some way to juggle the amounts? It does not make that much
difference, although I should footnote that by say ing that in many of
the acts, such as the Elementary and Secondary Education Act, there is
a requirement that the State and local efforts be maintained in order
to get the Federal funds.

Mr. NATHAN. The Elementary and Secondary Education Act is
a good illustration. The NAACP several years ago did a study in which
they found that despite the maintenance of effort requirement, many
State governments used title I money to replace money that otherwise
would have been provided by the States as part of its foundation aid
to local school districts. This is a complex area, and the reason I made
the point is, there has been a tendency to look at data about revenue
sharing, particularly the kinds of fiscal effects data that has been gen-
erated by our study, and criticize these high substitution effects.

The point I wanted to put in the record, and I am glad that you
asked me a question about it, is that revenue sharing is not the only
program that has these kinds of substitution effects. Many categori-
cal grants involve the same opportunities for State and local budget
officials, among the most innovative and sagacious of men, to develop
their budgets in a way that puts Federal grants at the bottom in their
budget, if they so choose.

So we need to take that into account, and we must not overstate
this point in relation to revenue sharing. That was the reason for
my introducing it in interpreting our data.

Senator HATHIAWAY. Xell, in view of the fact that local govern-
ments can juggle their accounts that way and use the money simply
for substitution, should we just abandon all hope of channeling these
funds into the areas that we think they ought to go into, and just
give the State and local governments x amount of money and let
them spend it the way they want on categorical and revenue sharing
as well? I am sure I would get a lot of agreement in that regard.

Senator BROCK. I am 100 percent with you.
Mr. NATIhAN. I myself personally have always been a strong believer

in the need to reinforce local government and local decisionmaking in
our Federal system, so the implication of your statement and Sena-
tor Brock's quick agreement with it touches on a principle that I agree
with personally.

However, I would point out that there are differential substitution
effects, and this is really where the policy analyst needs to be of more
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assistance to decisionmakers. In some programs the substitution effect-
may be lower than it is in others.

For instance, I have recently done a paper for the National Com-
mission on Manpower Policy about what happens to public service
employment money, to what extent does public service employment
money create new jobs. and to what extent do local governments use
it to pay for jobs which they would have had anyway. I think that you
can show that certain kinds of public service employment programs,
and certain levels of public service employment funding, will have
more of a job creation effect than other kinds of programs. So we
need to look at differentials in terms of the stimulative effect of dif-
ferent kinds of Federal grants. But we must recognize that when the
Congress enacts a categorical grant, and it is for a specific purpose,
that does not mean that all of the money that the Congress appropri-
ates for that purpose, or that a State appropriates in aid to local gov-
ermnents, will be used for new spending for that activity.

Just like revenue sharing, these sagacious State and local budget
officials will be able to put some of these moneys at the bottom. So the
point that needs to be highlighted for purposes of analyzing revenue
sharing is that we need to look very hard at this question. I do not
think the public finance community has done enough for you in the
way of providing good data and good analysis, but we do understand
the question and we do need to try to hel decisionmakers compare
how different programs affect the composition of spending in terms of
how much new spending they stimulate versus substitution effects.

Substitution effects can be good. Mayor Gibson would say that the
substitution effects of revenue sharing are highly desirable, and so
would a lot of other people who are very concerned and rightly so
about the pressure on local property taxes in this current period. So
our research really is designed to amplify and try to give intellectual
content to these very hard policy questions.

Senator HATHAWAY. So we really have to go over each of these cate-
gorical programs one at a time to determine -ust whether it should be
made general or whether it is going to be carried on the way it has been
carried on and whether the substitution effect is a good effect'or a bad
effect.

Mr. NATHAN. I certainly think that that kind of vigilance by the
Congress is needed. Generally speaking, I think we can say that new
programs have more new spending effects than old programs. As pro-
granis get established, they have a lower stimulation effect. One of the
ideas now current in intergovernmental fiscal affairs is that as pro-
grams age, we should move toward special revenue sharing, giving
more discretion to local and State units in these areas for precisely
this kind of reason.

I also think that, project grants are the most stimulative, that a grant
with a high matching ratio-if you require 50 percent matching, for
example-that would be more stimulative.

We need to recognize in addition that over the years as grants be-
come less stimulative and functions more established, people who are
particularly concerned about giving a significant measure of discre-
tion to State and local governments may feel that these grants can im
changed into more general kinds of grant instruments, such as block
grants, special revenue sharing, or ultimately perhaps also general
revenue sharing.
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Senator HATHAWAY. Once the bill is locked in, and it builds up a
lobby of its own, it is going to be perpetuated anyway without the
necessary Federal strings attached to it.

Mr. NATHAN. I think that is true.
Senator HATHAWAY. Our problem is determined, I suppose, by

how long a time that takes. Many people criticize us for not perform-
ing our so-called oversight function, but I would like to remind those
people that we have the same 24-hour-day that they have. It is ex-
tremely difficult to oversee all of the programs in the detail that we
ought to be overseeing them. Many of them have shortcomings right
on the drawing board, where we create categorical programs. If we
examined them more carefully, we would realize they are almost im-
possible to administer, to give us the information that we need for the
necessary oversight-that we should be carrying out.

Mr. NATHAN. I think that is very important. We feel that our moni-
toring research does represent thekind of data that the academic con-
munity needs to provide to a greater degree. In a way, you are handi-
capped because you cannot really ask a Government agency how well
their program is working. "It is great," Senator. But the academic
community-they are just like a lot of other people-they just want
to look at fancy new questions. This kind of monitoring research may
be somewhat pedestrian, but I think it is very important. I think that
the kind of questions you are asking about the effects of these grants
can be understood better, so that we can evolve better strategies to
change grants as we see what is happening to them.

. I would underline that differences in philosophy are going to in-
fluence how people will want to use these data. Some people who are
much less concerned than I personally am about the vitality of the
American local government will not be as interested in looking for
opportunities to decentralize, but instead will want to be thinking
about new ways, as the Comptroller General suggested this morning,
to put Federal ideas or anyway ideas of experts in the Central Govern-
ment, in effect throughout the Nation.

I have personal qualms about that. But our research is designed so
as not to reflect my personal views, but to present useful data around
the central policy issues in order to help to have them understood as
people like yourselves are increasingly getting into this area.

Senator HATHAWAY. Thank you.
Senator PackwoodI
Senator PACKWOOD. I have no questions, but it is a good statement.
Senator HATHAWAY. Senator BrockI
Senator BROCK. Mr. Nathan, you were involved in the conception of

this program or the creation of it from the outset, and I wonder if you
would comment on the Staats criticism from the point of view of the
basic purpose of revenue sharing.

He criticized the fungibility of our money, which is obvious. He
commented that it was more difficult to control, to audit, to account
for, to trace in its ultimate use, and he suggested that in effect that
we do away with revenue sharing and go to block grants, so that we
could have a control over the end product.

It seems to me. at least in the 10 years I have been working for
revenue sharing, believing in it and fighting for it, that we stated
at the outset-at least I did-that fungibility was an essentially valid
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purpose, that in fact it was the lack of fungibility which hampered
the effectiveness of Federal dollars as they were used with categorical
grants. They forced the community to improperly prioritize its ob-
ligation of funds because there were dollars available on a matching
basis in a particular area that forced them to match in that area
when perhaps they had a higher priority somewhere else, that in fact
revenue sharing was designed to provide a resource base to every
government which was not hampered by restrictions or limitations,
but which in fact were given to the community as a return of their
resource from where it came, so they could determine their own
priorities, enhance the quality of local debate, and participation,
and meet their prime needs, without having to be held accountable
to this Government for meeting what we might decide was a na-
tional priority, but which might not be properly appropriate for
that particular community.

Mr. NATIAN. Senator, I would start by agreeing. I have been watch-
ing revenue sharing and working on these issues for a long time. We
tried hard in our research to present uniform data around the cen-
tral policy issues on a basis so that everyone who wants to can use
this material and make their own judgments about the revenue shar-
ing program.

My 1)ersonal view when the program was initiated was that it was
an important and desirable change in American domestic government
to strengthen local government and to give more scope for State and
local initiative. I agree with the point you have made about the
fungibility of these resources. I certainly think that that is a proper
comment on the statement offered earlier today by the Comptroller
General.

And I would add a point that runs like this: What revenue sharing
is really designed to do is to bring about institutional change. We
do not know a lot about institutional change. We can measure budgets,
and we can measure taxes, but we are just beginning to think about
how you measure institutional change. My own view is that institu-
tional change is hard to bring about. It is a question of, is the bottle
half full, or is the bottle half empty?

If you look at what revenue sharing has meant-some of my col-
leagues on the panel that are going to speak to you next may challenge
me on my conclusion-you will find many good results, One needs to
look at the cases around the country where revenue sharing has caused
people to go to city hall, to go to county councils and say, what do ou
(1o for us, because now you have got this money that the Federal Gov-
ernment is providing to you on a broader basis ? Have they held hear-
i lgs, has there been publicity in the paper or has a special committee
been set up, or have special social service programs been initiated?

Many things have happened in this area. It has not happened every-
where, but ithas happened in a lot of places. This kind of institutional
change is difficult to bring about and takes time. It involves attitudes,
behavior, and basic political relationships.

If you feel that these are important value questions-namely, the
extent to which individual citizens can influence and take an interest in
governmental process, I think that in the final analysis, these kinds of
questions and what revenue sharing is all about.

If you then ask me, well, for $30 billion, are we getting a lot of in-
stitutional change, I would say, compared to what? And compared to
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our ability to change this mammoth govennental system of ours, I
think revenue sharing is showing signs of being a quite important new
departure.

I would add in this connection that there has been a great deal of
debate about civil rights enforcement under revenue sharing. I think
civil rights enforcement under revenue sharing should be stronger.
For those who have criticized revenue sharing from the point of view
that it does not do enough to aid the needy, and particularly minority
groups, I would say that in fact it is somewhat ironic that quite the
contrary has happened. That is, revenue sharing has become quite a
strong instrument to the civil rights groups to go in and to have a hard
look at local government activities that previously they were not able
to focus on as well, either through legal actions or in the media. So I do
not feel that revenue sharing is a minus for civil rights. In fact, I
think it is in an ironic way really quite a plus. This is the kind of
important institutional change that I mentioned earlier.

Senator BROCK. Thank you very much.
Senator HATHAWAY. Thank you very much.
Senator Packwood?
Senator PACKWOOD. Later on, Charls Walker is going to testify, and

he addresses himself to the civil rights enforcement problem. He said
he is not sure it is a function of the Treasury Department to enforce
civil rights, and even states it so strongly that if this committee and
Congress feels there should be a stronger enforcement action, the
administration of the entire program ought to be moved out of Treas-
ury to some place else; he does not say where.

Is there any reason why those two functions could not be separated
-and the Treasury could continue to dole out the money, and you could
still have an effective enforcement of civil rights procedure enforced
by some other arm of government?

Mr. NATHAN. I certainly think that is possible, and to a significant
extent is being done. It is my understanding that groups that have been
following this issue have called upon Treasury to rely upon the Justice
Department in a greater way in matters in this area. I think that there
needs to be more enforcement staff in this area so that there can be
compliance-checking that is not just tied to complaints, and so that the
government can respond more quickly.

In all of our 65 jurisdictions in the field, there was not a single case
of civil rights complaint. There have been quite a few-there have been
some important test cases-but we did not find a complaint on this
issue. While it has been stressed in much of the national publicity about
revenue sharing, I think other things are perhaps more prominent on
the local scene in terms of what is happening to this program.

I would add, Mr. Chairman, if I could, that we have tables in our
book that show how many governments would be affected by removing
the 145-percent ceiling, and the number of units affected by the 20-
percent floor. If the staff would like, we would be happy to give you
those tables for inclusion in the testimony.

One of the tables, for example, shows the number of units affected
by each of the limits that you are asking questions about.

Senator PACKWOOD. Does your book namethem?
Mr. NATHAN. It names the bigger ones, yes, sir. I can tell you now the

governments that lose more than 15 percent and the governments that
gain more than 15 percent by eliminating all the floor and ceiling
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pro'iions. That is at table 6-5, page 175. The major effect in terms
of largr governments, namely major cities, is in New Jersey, Virginia,
Maryland, Pennsylvania, and Missouri. Frankly the other States
would not be very much affected.

Senator PACKWOOD. Let me ask you this, because I did not think
there were many in Oregon affected either, but in this ACIR chart
under Oregon for counties, it has 7 subject to the 145-percent rule, and
it has 23 municipalities.

Mr. NATHAN. In our table, which is table 6-3, on page 154, we show
that there are 1,288 local governments affected by the 145-percent
ceiling, and that is 3.2 percent of all local government.

Senator PACKWOOD. You are not far off on totals. Their totals come
about to rounded off, to about 1,500 that are affected-=let me take it
back-abut 1,900, if you count townships, that are affected by the 145
percent rule.

Mr. NATHAiq. There is a significant discrepancy there, Senator. I do
not know why. We have had access and good cooperation from the
Treasury Department. We have run their tapes against all of these
formula issues that you have been asking about. The number we come
out with is 1,238,822 cities, 416 townships.

Senator BRocK. But that is only the 145-percent.
Senator PACKWOOD. Yes.
Senator BROCK. They are talking total, are they not?
Senator PACKWOOD. No, I am just adding up the totals on the 145-

percent rule.
Mr. NATHAN. But you see line 5 of the table shows the 20 percent, and

the 20 percent are 7,218 local governments, 4,596 of them are town-
shi ps, mostly in the Midwest.

Senator PACKWOOD. Well, you see the totals they have
Mr. NATHAN. We can shoiv you for specific cases. They may have

been using a different base year. We are using 1972 allocations and
taking 1970-71 Census of Governments data. We are going to update
this, but I think this is a pretty good reflection of the total numbers of
governments affected. There are problems, just as Chairman Mer-
riam of the ACIR said, in some States of vacuuming money out of
other governments. Like Philadelphia, they would get 54.3 percent
more and that would take money away even from Pittsburgh. It
does not take much away from Pittsburgh and Philadelphia, accord-
ing to the formulas, is worse off than Pittsburgh. So you pay your
money and you take your choice.

Senator PACKWOOD. We cannot go to the 175 percent maximum,
though, without substantially more money in this fund unless we are
going to tal - it away from some of the fairly good size cities that get
it now.

Mr. NATHAN. Well, there are good size cities that lose, there really
are not too many. If you look at page 175. at the bottom of the page
there are no cities that are really large cities that lose more than 15
percent. not, even Pittsburgh. Wilkes-Barre loses 18.5 percent because
of Philadelnhia. T think you are right, Senator, that you have to
nhes-e that ehanve. You have to take into account the increased money
in the pro-.ram so that. i-overnments, while they may not, tyet os mrach
,q t,nv otherwise would have. are not grettinir a cut. And thnt ic wtlat
the Treasury proposal is seeking to do. T think they could go further
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has come up with a good approach.

Senator HATHAWAY. Mr. Nathan, thank you very much. I am sure
there are some other questions that we would have and we will submit
to you in writing. We are running behind in time.

Thank you.
[The prepared statement of Mr. Nathan with attachments follows :1

STATEMENT BY RICHARD P. NATHAN,1 SENIOR FELLOW, THE BROOKINGS
-- ' INSTITUTION

The Brookings Institution, under a grant from the Ford Foundation, is en-
gaged in a 5-year monitoring study of the general revenue sharing program.
Our work is focused on three areas--the fiscal, political, and distributional
effects of revenue sharing. The first report on this research, Monitoring Revcnue
Sharing (Brookings, 1975) was published January 26, 1975.

Since publishing this report, we have obtained new data which should be
of interest to the Committee. In the area of fiscal effects, our findings are based
on field research for 65 governments-8 state governments, 29 municipalities, 21
counties, 6 townships and one Indian tribe. Our initial report presented data
on the uses of shared revenue by these 65 units from the beginning of the pro-
gram through June 30, 1973. The second report, now in preparation, will present
data for fiscal year 1974, the twelve months from July 1, 1973 through June 30,
1974.

Most important of all, the new data show that in fiscal year 1974 there wa.s
a significant decline in the use of shared revenue for new spending by local
governments In the sample; the reason most commonly given for this decline
is that rising prices and shrinking revenues have required the greater _Use of
shared revenue for what we have classified as substitution purposes-balancing
the budget, holding down taxes, and meeting increased personnel and other-
costs. In the first six months of revemle sharing, local units in the sample
devoted 57.5 percent of their shared revenue (on an unweighted mean basis) to
new spending. In fiscal 1974, the" comparable figure is 45.1 percent. For localities,
tho biggest change concerns capital spending, which dropped by 11.5 percentage
points.

lComparison, 1st 6 months of 1973 and fiscal ve~r 197,, mean percentages of shared revenue allocated by Brookings
sample local jurisdictions, by type of net fiscal effect]

Mean percentages

-- 1973 (1st 6 1974 (fiscal Percentage
Net fiscal effects months) year) point change

New spending --------------------------------------------------- 57.5 45.1 -12.4

New capital ------------------------------------------------- 46.0 34.5 -11.5
Expanded operations ---------------------------------------- 10. 8 9.8 -1.0
Increased pay and benefits ------------------------------------ . 8 .8 0

Substitutions ....... ...-------------------------------------------- 42. 5 53. 3 +10. 8

Restoration of Federal aid -------------------------------------. 3 1.1 -. 8
Tax reduction ................................................. 3.5 5.0 +1.5
Tax stabilization .. . . . ..--------------------------------------- 13.8 18. 3 +4.5
Program maintenance -------.-------------------------------- 12.6 15.5 ±2.9
Avoidance of borrowing --------------------------------------- 9.5 7.7 -1.8
Increased fund balances -------------------------------------- 2.7 3.5 +.8
Other ........................................................ .1 0 - .I
Unallocated substitutions ....................................... 0 2.2 +2.2

Unallocatod ...................................................... 0 1.6

Note: Attachment 2 contains definitions of the fiscal effect categories.
Source: Fiscal year 1973 data: "Monitoring Revenue Sharin9," table 8-1, p. 193. Fiscal year 1974 data: Unpublished

field research data, Brookings reverue sharing project (preliminary).

I My colleague In the Brooklngs revenue sharing study, Allen D. MNnvel, Joins me In
this statement and regrets he is nece."nrily a)sent today. The views express(Qi In this
testimony do not reprtsent the position of the trustees, officers, or other staff members of4he Inst tution.
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How should one interpret these data? For those who support revenue sharing as

a means of relieving fiscal pressures on local governments (especially on their
property taxes) these data reflect positive results. For persons most concerned
about meeting social needs and innovation, the data are harder to interpret. Tax

-relief to hard-pressed central cities, which improves their economic climate, does
have social benefits. So does the retention of social programs which might other-
wise have been cut in the current recession. Innovative uses are occurring in some
cases; the question here is whether the amount of such change is a lot or a little,
and this depends upon one's Judgment about how hard it is to bring about innova-
tion in the activities of state and local governments.

One other important point needs to be made about these fiscal-effect data. Don't
be misled into thinking that only revenue sharing funds have substitution effects.
All forms of federal aid to states and localities, no matter how ingenious the con-
ditions placed upon their use, can in some cases be used to offset other spending.
Research data in this field are sparse, but there is clear evidence that the same
kinds of substitution effects occur to a substantial degree under categorical forms
of federal aid. More recognition needs to be given to this point. What it suggests
is the need to give great attention to how funds are distributed (do needy com-
munities, growing communities, big cities, rural poor communities, needy persons
get the benefits?) in'addition to the more traditional concern about what these
funds are used for.

The second area of our study concerns the political effects of revenue sharing.
We are trying to gauge the program's potential for the decentralization of gov-
ernmental powers. Many supporters regarded this as the most important objeetive
of revenue sharing. Our focus has been on the budget process: Does revenue
sharing cause more competition in-and prominence of-state and local budget
decisions? Does it enhance the role of generalist officials as opposed to functional
specialists?

For the 65 jurisdictions in the sample, we determined first whether decisions
about the use of shared revenue were made outside of, or as part of, the regular
budget process. In the initial period for the field research, 20 units in the sample
budgeted shared revenue outside of their regular budget process; in 13 of these
cases they adopted special supplemental appropriation bills because of the "bunch-
ing" effect of revenue sharing in early 1973. In the new data for fiscal 1974, this
group dropped from 20 to 9 units, the main reason being that governments that
had adopted supplemental appropriation bills in the early period did not do so
once the program payment schedule for revenue sharing flattened out in April
1973.

Where decisions were made within the regular budgetary processes, we are
interested in the extent to which recipient units used special budget procedures
to consider revenue sharing or In other ways treated these funds on a separate
or special basis. Although the law requires that separate accounting be maintained
for revenue sharing funds,ITZat ct gives recipient governments wide latitude in
how decisions are juade about the uses of these funds.

Taken as a whole, the results for the two research periods, as far as budgetary
processes are concerned, are quite similar, although the data are not fully com-
parable. In the first six months, 38 units in the sample gave separate or special
treatment to revenue sharing funds. In fiscal 1974, 37 units were found to have
given separate or special treatment to these funds. It should also be noted that
in a number of the cases where shared revenue was fully merged into the budg-
etary process (i.e. no special treatment or procedures were used), there neverthe-
less were efforts made by various external interest groups to obtain additional
funds out of--or because of the advent of-revenue sharing. This, too, has the
effect of encouraging competition for local funds.

In sum, there are indications that revenue sharing is resulting In greater inter-
est in, and prominence of, state and local decisionmaking processes. The evidence
is mixed, however, as would be expected in a political system as diverse as
American federalism. More analysis needs to be done before anything approach-
ing final conclusions can be reached in this area. Care should be taken to avoid
hasty Judgments.

Already, some observers of the revenue sharing scene who are especially con-
cerned about its political effects have urged that requirements be added to the
revenue sharing act for various kinds of public hearings and other citizen par-
ticipation processes. I would sound a warning In this area. American local govern-
ment is extensive and complex, budgetary processes vary accordingly, and
revenue sharing funds are highly flexible. To tell local governments how to make
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decisions about the use of these funds may lure us into a whole range of federal
controls over local government processes, the implications of which have not been
clearly thought out. The "Siren Song" of federal controls to achieve citizen par-
ticipation may in the final analysis bring about a fundamental change in the whole
idea of revenue sharing.

The third area addressed in our study concerns the distributional effects of
revenue sharing. 11ow does the formula work? What types of units are especially
advantaged or disadvantaged?

Generally speaking, the formula contained in the 1972 act tends to favor very
small local units, low-income rural areas, and central cities. Considering the lack
of the necessary data in 1972 and the general difficulty of writing a formula to
aid so many very different units, the Administration and the Congress deserve
credit for producing a reasonably smooth-working operational formula. However,
looking back with the advantage of new data and more time for analysis, there
are several areas where we conclude that the Congress should consider changes
in the formula. We question the "don't-rock-the-formula" strategy that has been
embraced by many of the groups supporting revenue sharing. The changes we urge
be considered are summarized in Chapter 6 of our report; I will briefly list them
and will be happy to make further information available.

1. In our view, the arbitrary 2:1 local-to-state preference contained in the law
is too rigid. Again sounding the theme of the diversity of American federalism,
many state governments have a large role in state-local finances and thus are
unduly penalized by this feature of the law. In our view, the ratio between the
state and local shares should vary by state, thus taking this diversity into ac-
count. If the Congress chooses, it is entirely possible to keep the 2:1 ratio overall,
but have the portions going to individual state governments vary according to
their relative role in state-local finances. This can be done simply by giving extra
weight to the local component of whatever financial measure is used to make the
sllit.,

2. The floor and ceiling provisions in the law produce results which we also
think should be looked at closely next time around. The law stipulates that no
city or township can receive less than 20 percent or more than 145 percent of the
statewide average per capita payment of shared revenue. The result is that
effects occur at both ends of the spectrum which may not have been intended.
Many small units which have limited functions-especially more than 5,000 town-
ships in the midwest-are arbitrarily propped up by the 20 percent floor feature.
On the other hand, there are several very poor central cities (notably St. Louis
and Baltimore) which suffer appreciable losses because of the 145 percent ceiling.
We think the Administration is on the right track in proposing to raise the
145 percent ceiling. Our conclusion is that both the 20 percent per capita floor
and 145 percent per capita ceiling provisions should be removed, although we
fully realize that policy analysts may have a different viewpoint than political
decisionmakers on issues of this nature.

3. Chapter 6 of our report devotes attention to the problem of gauging fiscal
capacity as it pertains to the law's intent of favoring areas with relatively low
capacity and high fiscal effort. The act uses personal income as a capacity mieas-
ure, yet income taxation is by no means the major source of state-local tax
revenue. As is well known, nearly all local governments rely mainly on property
taxation; personal income is a very poor proxy for the property tax base of
smaller local governments, as typified by the overwhelming majority of the local
jurltietiods that receive shared revenue. Our report suggests consideration of
alternative measures of local fiscal capacity, generally along the lines of those
now widely used by states In distributing local school aid. We recognize, how-
ever, that because of the limitations of property valuation data now available,
any such change in the revenue sharing law would probably have to be on a
phased or initially selective basis, rather than applied nationwide from the

I Assume. for example, that the split Is based on state-local proportions of total taT
revenue, which in fiscal 1972-73 Involved an sverare nationwide ratio (excluding Wash-
tngton. D.C.) of .5R.4 iercent-to-43.6 Percent. Then if, ncross the hoard, stntp tax revenue
was give a wPivht of one and local tax revenue a weight of 2.6. two-thirds of the 50-
tato total of shared revenue would still go to local governments. and one thlrd to states.

However. the state government portion would rnnge from 21 percent in New Jersey (where
local governments collect a major part of state-local taxesq' to 55 percent In Hawall,
,where the state has a predominant taxing role. A similar weighti'ng system coulld be used,
retaining the two-thirds lornl share nationwide, with a variable split based on some
m s sire other than tax collections, such as own-source revenue or direct expenditure.
In general, the revised dttribution would be more favorable than the present one to local
governments in highly urban states.



- 1%
outset. On the other hand, published research of the Advisory Commission on
Intergovernmental Relations would seem to indicate that better measures of fiscal
capacity for state areas could be quite readily developed, for use in place of per
capita Income in the interstate allocation of shared revenue.

Our report also recommends that the provision of the law limiting each local
government entitlement to 50 percent of the government's tax revenue, and inter-
governmental receipts should be altered to refer only to tax revenue, and that a
new approach should be devised for granting funds to Indian tribes.

Mr. Chairman, we are pleased to have had this opportunity to present testimony
and would be happy -o submit any other materials which might be useful. I
request that a list of the field research sites and field researchers for the Brook-
ings study of general revenue sharing be included in the record of these hearings.

ATTACHMENT 1
APRIL 17, 1975.

FIELD RESEARCH ASSOCIATES FOB GOVERNMENTAL UNITS SURVEYED

Arizona: Maricopa County, Phoenix, Scottsdale, Tempe. David E. Shirley, Pro-
fessor of public administration, University of Arizona (deceased), and Willard
Price, Assistant professor of public administration, University of Arizona.

Arkansas: Little Rock, North Little Rock, Pulaski County, Saline County.
George E. Campbell, Attorney, Little Rock; former executive secretary, Arkan-
sas Constitution Revision Study Commission.

California: Carson, Los Angeles, Los Angeles County. Ruth A. Ross, Assistant
professor of political science, Henri Salvatori Center, Claremont Men's College.

California: State of California. Leslie D. Howe, Vice president, California Be-
tailers; former state and local financial officer.

Colorado: State of Colorado, Longniont. R. D. Sloan, Jr., Associate professor of
political science and director, Bureau of Governmental Research and Service,
University of Colorado.

Florida: Jacksonvlle-Duval, Orange County, Orlando, Seminole County. John
DeGrove, Director, Joint Center for Environmental and Urban Problems,
Florida Atlantic-Florida International University. Aileen Lotz, Staff consult-
ant, Joint Center for Environmental and Urban Problems.

Illinois: State of Illinois. Leroy S. Wehrle, Professor of economics, Sangamon
State University ; former director, Illinois Institute for Social Policy. Assisted
By Robert Schoeplein, Associate professor of economics, University of Illinois.
John N. Lattimer, Executive director, State of Illinois Commission on Inter-
governmental Cooperation.

Louisiana: State of Louisiana, Baton Rouge. FAward J. Steimel, Executive direc-
tor, Public Affairs Research Council of Louisiana, Inc. Arthur Thiel, Research
director, Public Affairs Research Council of Louisiana, Inc.

Maine: State of Maine, Bangor. Kenneth T. Palmer, Associate professor of polit-
ical science, University of Maine.

Maryland: Baltimore, Baltimore County, Carroll County, Ilarford County. Clifton
Vinbent, Assistant professor of political science, Morgan State College.

Massachusetts: Commonwealth of Massachusetts, Holden Town, Worcester.
James A. Maxwell, Professor emeritus of economics, Clark University.

Missouri: St. Louis. Robert Christman, City hall reporter, St. Louis Post-
Dispatch.

New Jersey: Essex County, Livingston Township, Newark, West Orange. Robert
Curvin, Associate professor of political science, Brooklyn College.

New York: State of New York. Charles Holcom , New York manager, Gannett
Newspapers, Albany.

New York: New York City, Center for New York City Affairs, New School for
Social Research.

New York: Greece Town, Irondequolt Town, Monroe County, Rochester. Sarah
F. Liebschutz, Associate professor of political science, State University of New
York at Brockport.

North Carolina: State of North Carolina, Orange County. Dell Wright, Professor
of political science, University of North Carolina.

Ohio: Butler County, Cincinnati, Hamilton, Hamilton County. Frederick D.
Stocker, Professor of business research, Center for Business and Economic
Research, Ohio State University.
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-Oregon: Cottage Grove, Engene, Lane County, Springfield. Herman Kehrli, Dlrec.-
tor emeritus, Bureau of Governmental Research and Service, University of
Oregon.

South Carolina: Camden, Fairfield County, Kershaw County, Winnsboro. C.
Blease Graham, Assistant professor of government and research associate,
Bureau of Governmental Research, University of South Carolina.

South Dakota: Minnehaha County, Rosebud Indian Tribe, Sioux Falls, Tripp
County, Turner -County. W. 0. Farber, Chairman, Department of Government,
and director, Governmental Research Bureau, University of South Dakota.

Wisconsin: Beaver Dam, Dodge County, Lowell Town, Mayville, Theresa ToVn.
Clara Penniman, Director, Center for the Study of Public Policy and Adminis-
tration, University of Wisconsin.

ATTACHMENT 2 APRIL 17, 1975.
- NET FISCAL EFFECr CATEGORIES

1. New capital expenditurcs-Spending for capital projects or the purchase
of equipment that, without shared revenue,, would either not have occurred at
all or would have occurred at least one year later.

2. Expanded operations-Operating expenditures initiated or expanded with
revenue sharing funds (excluding pay-level and benefit increases classified under
#3 below).

3. Increased pay and benefit--The use of revenue sharing funds for pay and
fringe benefit increases which would otherwise not have been authorized, either
at all or at the levels approved.

4. Restoration of federal aid-The use of revenue sharing funds to offset
actual or anticipated reductions in federal grants-in-aid.

5. Tax reduction-The use of revenue sharing to finance ongoing programs
where the net result was to free up the jurisdiction's own resources and thereby
permit a reduction in tax rates.

6. Tax stabilization-The use of revenue sharing funds to finance ongoing pro-
grams where the result was to avoid an increase in tax rates which would other-
wise have been approved.

7. Program maintenance (Budget Balancing) -The allocation of revenue shar-
ing funds to ongoing programs where the alternative course of action, without
revenue sharing, would have been to cut existing programs.

8. Avoidance of borrowing-Substitution of shared revenue funds for borrowing
that would otherwise have been undertaken.

9. Increased fund balances8-Allocation of revenue sharing funds to ongoing
programs where the net effect was to increase fund balances.

CHANGE IN SHARED-REVENUE ALL&ATION FOR 1972 FOR MAJOR CITIES GAINING OR LOSING 15 PERCENT OR
MORE BY ELIMINATION OF STATUTORY CEILINGS AND FLOORS

Population Percent gall
City (thousands) or oss

Gainers: -.

Laredo, Tex ................................................................ 69 91.5
Wilmin on Del ............................................................. 80 86.7
St. Lous, M . ............................................................... 622 74.5
Richmond Va -------------------------------------------------- 249 63.8
Hartford, bonn--------------------------------------------------158 58.7
Philadelphia, Pa ............................................................ 1,950 5413
Po'r outh, Vs ............................................................. 11 433
Ne* Haven, Conn ........................................................... 138 36.7
Brownsville, Tex ............................................................ 53 34. 2
Baltimore, Md .............................................................. 906 31.8
Charleston, W. Va ---------------------------------------------------------- 72 X 2
Charleston, S.C ............................................................. 67 29.3
East St. Louis III ................................................... 70 25.1
Greenville, S.6 .. .............................................................. 61 24. 8
Boston. Mass ... ----------------------------------------- .................... 641 22.1
Jersey City N.J ............................................................. 260 19.2
aonne, ............................................................. 73 19.2

UMn City, N.J............................................................ 57 19.2
D . Mich............................................................... 1,514 17.4
Evsnsvile, Ind .............................................................. 139 15. 4
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CHANGE IN SHARED-REVENUE ALLOCATION FOR 1972 FOR MAJOR CITIES GAINING OR LOSING 15 PERCENT OR

MORE BY ELIMINATION OF STATUTORY CEILINGS AND FLOORS-Continued

Population Percent gin
City (thousands) or loss

Losers:
Overland Park, Kans ........................................................ 78 52. 4
Bellflower, Calif -------------------------------------------------- 52 36. 7
Lakewood Calif . 83 24.4
florwalk, Calif ....:---..-..---.-_'-..................... :-..- ------ 90 22.3
Allentown, Pa------------------------ --------- ---------------------- 110 21.4Allntwn P . .. ... .. .. .. .......................................... 110 21.4
'Vir|inis Basch, Va --------------------------------------------------------- 172 18. 9
Alexandria, Va ------------------------------------------------------------- 111 18.9
Erie, Pa .................................................................... 129 18.5
SCrinton, Pa ............................................................ 103 18. 5
Reading, Pa -------------------------------------------------------------- 8 18.5
flarrisburj, Pa ........................................... ".-:-"..... . ." 68 18.5
Altoona a .................................................. ---. 63 18. 5

Lancaster, Pa ..................... ------------------------------------- 59 18.5Lan aser Pa.. .. ... .. .. .. ............................. ............" 58 18. 5
S pringfield, Mo ......................-------------------------- 120 18.4
St. Joseph, Mo .----------------------...................................... 173 18.4
Forissant, Mo------------------:---------------------------------------- 18. 4
Cloluia, Mo ------------------------ - ------------- 5184Columbia, MP ------------------------ ..................................... 5 18.4
York, Pa ............................................................. ...... 59 18. 4
Chester, Pa--- --- --- --- --- --- ---....................................... 50 18
Chesst, .............................................................. %07 18.2
Kansas City Mo 571.Lakewood, -ole... ----------------------------------------------- 507 lB 1

indpedeceMo---- ----------------------------------------- 112 17.71independence, Me .......................................................... 112 17.1
Columbia, S.C -------------------------------------------------- 114 15.9
Bethlehem, Pa-.-------: ---------------------------------------------------------- 7 15.91Bethlehem,- P ... . .. ': ........................................ ..... .... 73 15. I

Source: Calculated from Treasury Department data.

GENERAL-PURPOSE LOCAL GOVERNMENTS WITH REVENUE-SHARING ALLOCATIONS FOR 1972 THAT ARE AFFECTED
DIRECTLY BY THE STATUTORY FLOOR AND CEILING PROVISIONS

Number of governments affected Percent of all existing governments I

All Munici- Town- All Munici- Town-
Group types Counties palities ships types Counties palities ships

1. Affected jurisdictions ...... 12,641 173 5, 463 7, 005 32.9 5. 6 29.6 41.4
2. Jurisdictions receiving

shared revenue -------- 11, 541 173 5,028 6, 340 30.0 5.6 27.2 37.5
.3. Affected by 145 percent per

capita ceiling ---------- 1,238 (2) 822 416 3.2 () 4.4 2.5
4. Affected by 50 percent of

taxes plus Intergovern-
mental receipts --------- 3,085 173 1,584 1,328 8.0 5.6 8.6 7.8

(a) Still receiving more
than 20 percentF or capita min-
mum ........... , 514 171 1,208 135 3.9 5.6 6. 5 .8

(b) Receiving less than
20 percent per
capita minimum 1, 571 2 376 1, 193 4.1 0 2.0 7.1

5. Affected by 20 percent per
capita minimum -------- 7, 218 (1) 2,622 4,596 18.8 (1) 14.2 27.2

6. Jurisdictions receiving no
shared revenue ......... 1,100 0 435 665 2.9 0 2.4 3.9

7. Affected by having no taxes
or Intergovernmental rer-
ceipts ---------------- 539 0 212 327 1.4 0 1.1 1.9

8. Excluded for other reasons- 561 0 223 338 1. 5 0 1.2 2.0

I Because of rounding, detail may not add to totals.
I The 20 percent minimum and 145 percent maximum provisions do not apply directly to county governments.

'I Less than 0.05 percent. --

Source: Calculated from Treasury Department data.

Senator HATH1AWAY. Next we have a revenue sharing panel, Mr.
William .M. Taylor, Center for National Policy Review; Mr. Wood-
row Ginsburg, Center for Community Change; Ms. Sarah Austin,
National Urban Coalition; and Ms. Linda Avena, League of Women
Voters Education Fund.
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All of your statements will be made a part of the record and I would
appreciate it if you could summarize your statements orally for us.

Mr. Taylor, would you like to start offI

STATEMENT OF WILLIAM L. TAYLOR, DIRECTOR, CENTER
FOR NATIONAL POLICY REVIEW, SCHOOL OF LAW, CATHOLIC
UNIVERSITY

Mr. TAYLOR. Thank you, Mr. Chairman. We will do that. Let me
introduce the group. On my right is Ms. Linda Avena, who will be
addressing herself to a number of problems that have occurred with
respect to revenue sharing in the State of Texas. On my immediate left
is Woodrow Ginsburg of the Center for Community Change, who will
be talking mainly about the citizen participation aspects of revenue
sharing. And next to Mr. Ginsburg is Sarah Austin of the National
Urban Coalition, who will be talking principally about revenue shar-
ing and the issues of social priorities, and I will address myself to the
civil rights-issues, principally. We all appreciate the. opportunity to
testify. I might say at the outset that we are all engaged cooperatively
in what we regard as a rather unique research and monitoring project
with respect to revenue sharing.

In the past 2 years we have been looking at, the operation of the reve-
nue sharing program in some 50 or so jurisdictions around the country,
States, medium-size cities, larger cities, and a number of counties, prin-
cipally in the rural areas of the South. The monitoring has been done
by citizen groups themselves affiliated with three of the groups here
and they have been doing it. pursuant to a monitoring instrument that
was prepared very carefully with the help of the Joint Center for
Urban Studies at Harvard and MIT. We have published one report
on the subject which I believe you have and we have other reports to
collie.*

Now turning to the civil rights issues, the concerns that civil rights
groups have had are that revenue sharing with the changes it makes in
the way intergovernmental authority and resources are distributed
would result in a weakening of the Federal protections against racial
discrimination. These concerns have been reinforced by 2 years ex-
perience under the law. This has occurred despite the fact that Congress
included in the State and Local Fiscal Assistance Act specific civil
rights provisions-provisions that recognize the vindication of the
rights of equal treatment under the law could not be left simply to
private lawsuits and that the agency administering the program in the
Department of Treasury had the responsibility to ferret out and to
redress discrimination.

We have concluded from our own studies and from the investigations
of others that there is pervasive discrimination in programs and activi-
ties assisted by the revenue sharing funds and that the Office of Reve-
nue Sharing, the agency chiefly responsible for securing compliance
with the law, has failed to take effective steps to prevent or remedy
discrimination.

I would like to mention briefly two types of discrimination that have
arisen commonly Under the law. One is discrimination in the employ-

*The document was made a part of the official files of the Cobzmittee.
.1,
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ment practices of State and local governments. The second is discrimi-
nation in local services that are provided with Federal assistance.

With respect to employment discrimination we have found in the
jurisdictions we have surveyed and where other information has been
made available, very wide gaps often exist between the percentage of
minorities and women in the work force and the percentage in par-
ticular departments. Police and fire departments are two examples, but
gaps exist in other departments as well, and often disparities with
respectt to the city government or local government as a whole. These
disparities occur, not only in the professional and technical occupations
but' Ntry often in blue-collai' positions and secretarial positions and
less-skiled positions.

The disparities often reflect various practices that do not conform
to the requirements of Federal law. For example, the use of unvali-
dated tests for hiring and promotion; the failure to use affirmative
techniques of recruiting people; and sometimes quite blatant instances
of discrimination. The persistence of discrimination, we believe, has a
very severe impact on minorities because State and local employment
has been and is likely to continue to be the most rapidly expanding
field of job opportunities.

So if minorities do not gain access, they are indeed very severely
affected.

With respect to equal services, in 1972 the Federal Court of Appeals
for the Fifth Circuit, in a case called Hawkhis v. Shaw, established
clearly that a remedy must be provided under the 14th amendment
where services such as street lighting or street paving are clearly infe-
rior in black neighborhoods or black areas to those that are provided
in white areas.

There have been similar instances of blatant discrimination that have.
arisen in programs that are funded with revenue sharing assistance.
For example, one is Ouachita Parish, La., where revenue sharing funds.
were used for municipal services. And in that jurisdiction there is dis-
crimination affecting roads, sewage disposal, drainage ditches, and fire-
protection.

In Ouachita, minor rainstorms flood homes in the black community
because of the lack of drainage facilities, while white homes are pro-
tected by well-maintained ditches and levees. There are only four fire
pumps, two of which do not work, which serve 3,000 blacks living on
more than 1,000 acres; all fire stations are located in white areas. Every
dirt road in Ouachita Parish is in a black neighborhood; whites live,
on paved and well-maintained roads. Raw sewage flows beside the
homes and makeshift playgrounds in black neighborhoods; it is care-
fully controlled in white areas. Yet more than a year after a complaint
was filed on behalf of black residents with the Office of Revenue Shar-
ing by the Lawyers' Committee for Civil Rights, these dreadful con-
ditions remain unredressed.

Now in the cities where we conducted our surveys there also were
major concerns about equity of services. People in poorer areas, ghetto
areas, said they did not feel they-weire receiving equal services. 0ften,
however, these problems were not as blatant or easy to document as
they are in places like Shaw or Ouachita. So what is really required is-
very careful investigation and the development of objective standards:
for measuring governmental services. And much to our regret, the-
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Office of Revenue Sharing has not even begun to develop such stand-
ards and its inactivity in this area we feel is really defeating a basic
national objective which was expressed in the Housing Act of 1949, a
suitable living environment for every American citizen.

We turn now in more detail but just for a few minutes to the
question of ORS enforcement of civil rights. It is a task of great
magnitude when you are dealing with 38,000 jurisdictions, but we do
not think that that provides any excuse for the lethargy and inaction

- that we believe has marked the performance of the agency. There are
several major problems that I discuss in my testimony. For one thing,
the agency has not created any kind of climate for encouraging volun-
tary compliance under the law. The director of the agency has talked
repeatedly of a program that is free of strings, and civil rights, which
is a clear string in the law, tends to be mentioned only as an after-
thought, if it is mentioned at all.

Second, the office has not created good compliance machinery
or demonstrated that it is willing to impose sanctions if this becomes
necessary. These were the key elements in attaining progress in, for
example, desegregating schools in the South throughout the sixties.
Qne important enforcement technique is to defer new payments of
funds where an agency has found probable cause to believe that there
is noncompliance. But ORS has refused to consider this technique
as a remedy on grounds that its program is different and it has per-
sisted in this refusal even after having been told by the Federal district
court that it had the legal authority to defer funds subject to adoption
of appropriate regulations. Indeed, ORS has deferred revenue-shar-
ing funds onl once, and then only when it was specifically ordered
to do so by a Federal court because judicial findings have been made
that the city of Chicago had practiced discrimination in its police de-
partment which received large sums of revenue-sharing funds.

And so, belatedly, ORS has come forward with proposed regulations
governing the deferral of funds, but these regulations do not provide
ior the deferral of funds on the basis of an agency finding of non-
compliance. And indeed, they actually cut back on the legally ad-
judicated duty to defer where findings of discrimination have been
made by a court of competent jurisdiction.

We frankly find this rather shocking in its disregard of legal re-
quirements. The agency has also fail edto initiate its own investiga-
tions. It relies completely on complaints. It has allowed complaints
to lag for many months and, as the Civil Rights Commission has
pointed out in a recent re ort, the agency has often settled for less
than full compliance with the law.

Third, the agency really could have eased the burden on itself
by working out arrangements with other Federal agencies and State
agencies for assistance. There is a good deal of expertise in the De-
partment of Transportation and HEW and other agencies for in-
vestigating discrimination within particular areas where revenue-
sharing funds have been used. And indeed, as a result of our urging
this, ORS put this in its regulations but it has not used its authority.
It has one agreement with the Equal Employment Opportunity Com-
mission and is not using the expertise of other agencies to conduct.
these investigations.

52-602-75--12
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The other aspect is there has been a great deal of talk from ORS
about how they want to get States and localities involved in enforcing
the law in the sensitive area of human rights concerns, but there has
not been any guidance to State and local agencies in how they could
assist in enforcing the law.

We found, for example, in our monitoring project that only 52
percent of local human rights agencies had any accurate idea of how
revenue-sharing money was being used in their communities and only
one or two hal been given any review responsibility for the use of
revenue-sharing funds. Another survey that was conducted found that
78 percent of local officials who were interviewed said that they had
received no communication from the Federal Government or their
State on local civil rights requirements and responsibilities.

And so in our view, Mr. Chairman, it is not an exaggeration to say
that under revenue-sharing civil rights enforcement has become a
disaster area, reinforcing our worst apprehensions-that this new form
of allocating resources and authority would become a vehicle for dis-
solving hard-won Federal protections against discrimination. Mr.
Nathan, who always gets my adrenal glands stimulated, said there is
a lot more concern about revenue sharing, about discrimination out
in the field. Well, it is a little bit, I think, like sa in that a fellow
who has a headache when somebody hits him with a hammer on the
toe, will forget his headache and respond, lie will protest and there
will be more concern. Certainly there is concern but there have not
been effective remedies.

Now I do not think that there is inevitable conflict between measures
to expand the resources of States and local governments so that their
energies will be used in meeting pressing domestic problems and steps
to assure that basic national policy, such as equal protection under
the laws, are fully enforced. Ido not think any of the groups are in
love with the redtape- requirements that frequently occur in cate-
gorical programs. But there is a distinction between redtape and un-
necessary regulation and basic national policy, and that distinction
really has not been made.

So if these objectives are to be reconciled, it is clear to us that
fundamental reform of State and Local Fiscal Assistance Act is re-
quired and we think the time to act is in 1975 and 1976 when the
Congress and all of us can profit by the mistakes that have been re-
vealed in the experience under the law and before this program gets
set in concrete through a simple extension which is being urged by
some people.

Therefore, we welcome these hearings and we hope to continue
to provide information to you.

Thank you.
Senator HATHAWAY. Thank you. Mr. GinsburgI

STATEMENT OF WOODROW GINSBURG, CENTER FOR
COMMUNITY CHANGE

Mr. GINSBURG. I am Woodrow Ginsburg, research director at the
Center for Community Change, which is one of the organizations
that has been doing the fieldwork on the national project on GRS.
Our major concern has been with the citizen participation aspect of
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the time of the budget cycle at which those public hearings are usually
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all budget revenue and expendituress. by The major or chief coimty
official. A final budgret is then preintedl at a public Iwaring. Then
it is much too late in the hearing mix-c-zz for citizens to have much
of an impact. Even when citizens want to iiarticipate. we find the
kind of data made available to them is pcompletelv inadequate.

We are very disturbed with the kinds of reports which the Olic
of Revenue Sharing has been using in order to provide information
on what is happening to pneral reve-u-sharin..t funds. Both the
actual use report and the planned use rvlort lack sftPieienit infor.
nation to give people any kind of a real insight into what is hap-
pening to the general relenue-sharing funds. wherv they live. There
is no indication of whether the funds are, supportig 1tWie prirams,
whether they are maintaining past levels of service. whether tfiey ame
expanding programs. Perhaps more important th:an any other gaps,
and this relates very closely to the cominetits of Mr. Taylor-what
is the ifi)act of that spending in those communities.

We hear a great deal about people at the local level being mot
closely linked to. and attuned to, the problems of their jurisdIictions.
But how can they make rational decisions about the adequacy, or the
soundness of general revenue-sharing expenditures, when they do not
have basic information on who are the beneficiaries of this spending?
Where in the community are the funds for new facilities being
placed? Which ethnic, racial, and socioeconomic groups ark. Neing
served by those expenditures? ?%

Now we have heard a lot. wv'hen we have raised these questions
with public officials, either that we are seeking far too munch or that
such information is just not available. Yet our contention is ilat
the Office of Management and Budget was absolutely on target, when
several years ago it proposed a series of reports whieh every recipient.
of Federal programs should prepare. And the essence of those reports
was to help determine the availability and utilization of Federal
domestic assistance programs by selected racial and ethnic population
groups.

It seems to us that, without informatiQn on how a program effects
the various geographic areas and who the actual beneficiaries are,
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it is most difficult indeed for citizens to make any sensible assessment
of revenue sharing.

And I add, Senator, it. is impossible for Congress to make a sound
evaluation of what has been the impact of these funds.

What is strange to us, in terms of how the Office of Revenue Shar-
ing is operating, is that on the one hand they issue an excellent
pamphlet, which we are pleased we had some hand in doing, a citi-
zens guide called "Getting Involved-Your Guide to General Reve-
nue Sharing," and in that bulletin they list a series of items that
citizens should check. One of those items is the following:

If your government is improving streets, alleys, road, recreation and health
facilities or libraries with GRS money in some areas, will all neighborhood
areas be receiving comparable service because of these expenditures?

But on the other hand there is nothing in any report which the
Office of R-evenue Sharing requires which would provide the slightest
inkling of an answer to that question.

The other part of revenue sharing which everybody has referred
to and which makes it extremely difficult for citizen groups to learn
anything about it is the fungibility or substitutability effect. I will
not go into detail, but we have repeated evidence that what is reported
on the planned use or actual use report is a simple perfunctory, pro
forma entry by the Government official to comply with the filing
of the report. When we ask: "Where has the general revenue-sharing
money gone?" We are told: "Well, it is all throughout our budget.
It has been combined with other expenditures. What we say on the
planned use and actual use reports is just our way of comp ying with
the filing requirementss" SucJi reports, and filing proce(d res, we
contend. need sharp revision.

On the bottom of page 7 and the top of page 8 of my full state-
ment, I quote directly from the Los Angeles budget message. As the
mayor points out, the city had previously allocated its general
revenue-sharing funds to the fire and police. department. This year
general revenue-sharing funds are not going to those departments
oEcause of several lawsuits about LEAA funds and the police
department.

So therefore, the city has changed to GRS designation. But that
does not mean that the police and the fire departments will get 1 cent
less. They will get exactly the same number of dollars that they would
have otheivise received 'from general revenue-sharing funds.

This is a complete obfuscation or deception of what is really happen-
ing. at the local level with the revenue-sharing dollar, and is a very
major concern to us.

I have included at the ending of my testimony a series of steps we
thifik would really improve the ability of citizens to learn about what
is happening on general revenue-sharing expenditures in their
community. -

First, we think there should be some reforms, either by legislation
or by regulation, which would encourage some formal mechanism, like
a public advisory committee with some staff, so citizens could get a
much better insight and a much fuller reporting of what happens to
the general revenue-sharing money. Second, we would recommend,

The document was made a part of the official f s of the committee.
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similar to the national unit under manpower legislation, establish a
broadly representative national commission which could assist Con-
gress and the public to monitor general revenue-sharing expenditures.

We also recommend that the reports of the office of revenue-sharing
be significantly improved, both in terms of completeness of informa-
tion and identification of programs which are new, expanf-6d, or sim-
ply maintaining past services. And we would also strongly endorse
the efforts that the Office of Management and Budget began, but which
have unfortunately not been carried through on requiring detailed in-
formation on the impact of general revenue-sharing money.

With those provisions in the act and regulations we think citizens
would have the opportunities and mechanisms, by which they could
participate more fully in effecting local decisions on general revenue-
sharing.

Senator HATHAWAY. Thank you.
Ms. Austin?

STATEMENT OF SARAH AUSTIN, VICE PRESIDENT, NATIONAL
URBAN COALITION

Ms. AuSTIN. Mr. Chairman, I am Sarah Austin, vice president of the
National Urban Coalition, and I welcome this opportunity to address
this issue, which is of intense concern to those whom I represent. I
speak here today not only as a representative of the coalition, but as
a representative of 70 percent of our population. who live in cities.

To date, revenue sharing has not proven to be a powerful remedy
for the ills of cities. It also has not even been a satisfactory substitute
for the categorical programs it replaced. But, given the dire fiscal
situation most cities face, the national urban coalition well understands
why the mayors in our ranks prefer even an inadequate return of cur-
rent revenue-sharing dollars as at least a partial counterbalance to
the overburden of social and public service costs which cities dispropor-
tionately bear. Unable by law, in most cases, to project unbalanced
operating budgets heavily dependent on property taxes, seeing much
of the income produced within their borders disappearing, untaxed,
to the suburbs and to the State and Federal government, cities in the
seventies are in no position to reject what was first misleadingly ad-
vert ised as additional revenues.

As you know, we operate as part of a national consortium, to monitor
general revenue-sharing. There was broad concensus on the following
findings: Despite the rhetoric employed, there was very little real
opportunity for local citizens to kliow about, much less participate
in, the planning and actual allocfttibn of the funds-and I think that
Woody Ginsburg has just referred to some of the reasons why. Human
service needs were generally not priorities for the use of funds. Many
of the funds went for capital improvements, public safety, and salaries
for policemen and firemen. Civil rights enforcement was generally
most inadequate. The formula for dispensing funds further disad-
vantaged cities with large minority and poverty populations with
extremely critical needs. Accountability was sadly lacking in a Fed-
eral program which did not fill the gap left by the programs general
revenue-sharing replaced.
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The National Urban Coalition and its locals, and the other citizens
who became involved in the project, all agreed that the spending pri-
orities were often wrong. It has been argued, with some truth, that
local governments were reluctant to use the funds for new programs.
They saw these funds as one-time funds, and they were afraid to raise
the hopes of citizens in terms of any kind of renewal.

The general pattern, as our monitors found, was to use general reve-
nue sharing to lower taxes, or to avoid raising then further; to hire
or to give pay raises to law enforcement officials, or to finance various
public works projects. Of course, it would be futile to attempt to set
some arbitrary rank order for prioritizing human needs, one against
the other. Our concern is that the States and localities be able to, and
above all be encouraged to use some of these revenue sharing funds for
such needs. That to date this has been no easy matter is suggested by
the experience of one city which decided to use some of its funds for
hiring young men to work with teenagers in housing projects as a way
of reducing juvenile delinquency in that area, and providing some
youngsters who might benefit from the experience with increased day-
to-day contact with positive male models. The same city also (ecilded
to use some of its general revenues-haring funds for programs of assist-
ance to senior citizens. Under existing laws, such programs had to be
approved at both the county and the State levels. Authorities at both
levels originally ruled tlat the programs represented improper uses
of general revenue sharing funds. That seems to be just. the opposite
of what we thought the intent of the legislation was when it was
en acted.

The elimination of the present requirement that funds must be used
by local governments within eight priority expense categories is one
of the few modifications of general revenue sharing proposed ly the
administration. Based on the evidence that we have gathered, we
would be inclined to support strengthening, rather than eliminating,
this requirement, as has been suggested.

At prunt, the formula for disbursing general revenue sharing
funds supposedly gives almost equal weight to population, tax-gener-
ating ability, and need-with some tendency to lean more heavily in
the direction of tax-generating capacity. The 145-percent ceiling to
date has penalized ertain municipalities in an amount close to $7
million. To cite a few examples; because of the 145-percent coiling,
Wilmington, )el., will receive only 65 percent of the funds to which
it is entitled. -n Detroit, the 145-percent allocation limit means that
the city will lose $34 million in general revenue sharing funds over its
5-yea r" part ici nation.

Cities which have sizable minority populations are further penal-
ized by the now widely admitted census undercount. The Census Bu-
reaui has admitted that it undercounted blacks by 7.7 percent in tle
1970 Census, a rate four times greater than the undercount for whites.
In cities with a substantial black population, the resulting census un-
drcount means that the general revenue, sharing allocation is dimin-
ished. In California, time Census Bureau has a(dlmitted that it, has
missed 643,000 Spanish-Americans in its 1970 census count, which
represents a 27-percent undercount.

Any attempt to revise either 'he law or administrative guidelines
should take into account the faci that tens of thousands of minority
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residents were not counted, and that therefore, allotments based on
such data will continue to shortchange jurisdications with significant
minority populations.

The General Revenue Sharing Act is not simply a transition from
categorical programs to the new federalism. For many of our major'
American cities, and for some of the smaller ones too, both the stat is-
tics and the experiences of our citizen monitors indicate a Federal
withdrawal from the urban areas and the needs of their people, and I
would like to reiterate that.

Senator PACKWOOD [presiding]. Linda AvenaI

STATEMENT OF LINDA AVENA, PROJECT COORDINATOR, TEXAS
LEAGUE OF WOMEN VOTERS

Ms. AVENA. I was the project coordinator for the Texas portion of
the National Revenue Sharing Plan. What I will be giving you will
be case studies. Most of the others have been speaking iha general way
of what happened with revenue sharing.

The Texas League of Women Voters was given the responsibility
for monitoring tlie allocation and expenditure of revenue sharing
funds by the State government of Texas through August 1975. To
analyze Texas' use of funds, researchers gathered background data
on Texas' budgetary process, demographic characteristics and emlloy-
ment patterns of the State government. During the year-long-study,
we interviewed more than 60 State officials and citizen leaders. In
February, we released a report on our findings entitled Federal Reve-
nue Sharing: The Texas Portion. Excerpts from this report are in-
cluded in the written statement provided to the committee.

I would now like to summarize our findings, giving particular atten-
tion to observations on citizen involvement in the allocation process,
and Texas' failure to comply with civil rights provisions of the State
and Local Fiscal Assistance Act.

It is the conclusion of the Texas League that revenue sharing was
iint used to the best advantage of the State. Revenue sharing a~'loca-
tions had little impact in meeting the needs of minorities or of the
poor, who constitute one-fifth of the State's population. The funds
were distributed in a fragmented manner without the benefit of a well
defined, comprehensive plan incorporating careful analysis of the
State's greatest areas of need.

In lieu of developing such a comprehensive plan, State officials dis-
tributed the moneys with the following four considerations as guides:
one, avoiding a tax increase; two, avoiding the allocation of moneys
to any program already receiving Federal funds; three, putting t he
money into nonrecurring capital expenditures; and four, using the
money as widely as possible.

Employment of these four criteria led to a plan for use that avoided
most social programs, or programs that would be of substantial direct
benefit to low-income people or minorities. Federally funded agencies,
such as the Department of Public Welfare, responsible for a number
of human needs programs, were left off the revenue sharing gift list,
while other agencies not noted for their impact on social problems,
such as the Texas Cosmetology Commission and the Texas Amusement
Machine Commission, received revenue sharing allocations.
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Revenue sharing did not significantly alter the pattern of State
budgetary allocations in Texas, but it did have a major fiscal impact.
While the State's revenue sharing allocation of slightly more than
$316.1 million amounted to only 3 percent of its total $9.7 billion
budget for the 1974-75 biennium, the amount clearly enabled the
State to avoid a fiscal crisis that would have forded budget makers
to choose between program cutbacks and an anticipated tax increase.
As a result of the revenue-sharing windfall, taxes were not increased
for the first time in 25 years, and Texas lawmakers did not have to
seek additional revenue by increasing the sales tax or instituting a
State income tax or corporate profit tax.

Revenue-sharing moneys, together with unexpected tax revenues
generated by inflation and the energy crisis, have given Texas an un-
precedented budgetary surplus. In January, at th beginning of the
present legislative session, the State comptroller estimated Texas
would have a $999 million surplus at the close of fiscal year 1975.
However, emergency appropriations during the current legislative
session have considerably diminished this predicted surplus.

Although a State tax increase was prevented, the local tax burden
actually rose. Local governments received little direct benefit from
the State's revenue share. For the present, Texas continues to be overly
dependent on the inequitably administered local property tax system.

Citizen input into the revenue-sharing allocation process at the
State level in Texas was virtually nonexistent. Lack of citizen par-
ticipation can be attributed to several factors; traditional citizen

-apathy to the State budgetary process, lack of formal mechanisms to
obtain citizen input on revenue sharing, and limited press coverage
of the process.-

Our interviews indicated that most public interest groups were
unaware of how revenue sharing funds had been distributed by the
State, and that they had made almost no attempt to lobby for specific
uses of the funds.

It must be granted that geographical distance and the complexities
of State government limit direct participation at the State level. In
Texas, as in other large States, there is a greater dependence on elected
officials to execute the will of the people where budgetary matters are
concerned.

However, we found little evidence that legislators exercised their
prerogatives to debate the allocation of revenue sharing moneys. Mem-
bers made no effort to separate the moneys for special consideration,
or to reevaluate the priorities determined by the staff of the Legisla-
tive Budget Board and Governor's Budgr Office. There was no hear-
ing specifically devoted to reading testimony on the allocation of
revenue sharing moneys during the 1973 legislative session, nor could
our researchers find evidence of any citizen testimony directly related
to the use of these funds.

Press coverage given the State's revenue sharing allocation was
limited and State officials did little to encourage it. Officials inter-
viewe(d admitted making no special attempt to contact minority and
bilingual media, in spite of regulations of the State-and Local Fiscal
Assistance Act mandating that they do so.

Programs funded by revenue sharing are expressely prohibited
from discriminatory hiring practices and provision of services. Our
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research indicated that Texas officials paid little or no attention to
these provisions. Examination of employment records of the revenue
sharing funded agencies and of the State as a whole caused us to
conclude that Texas is in clear violation of the laws governing its
receipt of revenue sharing moneys. We have filed a complaint against
the State with the Attorney General of the United States.

At this time, I-would-like to give you a little history of that com-
plaint, and share some of our pertinent statistical findings. Using
1973 data compiled by the Governor's Office of Equal Employment
Opportunity, we were able to draw an aggregated statistical profile
of employment patterns for all Texas agencies, except educational
institutions. The dffttrffhowed that blacks, who make up approxi-
mately 12.7 percent of the total State population, held only 7.7 per-
cent of the 70,976 jobs covered by the State study. Spanish-surnamed
individuals, who represent 18.4 percent of the population, held only
11.1 percent of the jobs. Perhaps even more alarming was a consider-
ation of the salary levels of minorities and women. For example, 71.2
percent of the State's black employees were in the bottom two salary
levels, earning less than $6,000, while 50 percent of the Spanish-
surnamed employees and 57.4 percent of the female employees earned
less than $6,000.

With the help of the Trinity University Department of Computer
Sciences, we conducted a separate study of employment patterns within
agencies which received revenue sharing allocations. There were 27,447
employees among the 42 revenue sharing funded agencies we analyzed.
Of these, 79.9 percent--or effectively 80 percent-of the blacks, 68.2
percent of the Spanish-surnamed, and 66 percent of the women earned
less tan _$6f00. Of those in the two highest salary levels-those
earning $16,000 or more---only 5.1 percent were Spanish-surnamed,
0.8 percent were black, and 12 percent were female.

Our analysis of these official employment records reveal that ethnic
minorities and women are under-represented in Texas State govern-
ment employment. Further, ethnic minorities and women who do be-
come employees of the State are under utilized and under paid. State
officials allocating Texas' revenue share paid- little or no attention
to the employment records-of funded agencies, with the result that
most agencies funded with revenue sharing moneys exhibit employ-
ment discrimination records similar to or worse than the State as a
whole. There was no evidence that the Office of Revenue sharing or
the Equal Employment Opportunity Commission had acted to remedy
these violations of the law, despite the fact that records document-
ing discriminatory practices have been on file with the Federal Gov-
ernment since at least the fall of 1973.

On February 1, 1975, the Texas League of Women Voters filed a
complaint with the U.S. Attorney General, charging that the State of
Texas is out of compliance with section 122(a) of the State and Local
Fiscal Assistance Act of 1972, and requesting that the Department of
Justice initiate a lawsuit against the State of Texas to remedy existing
violations of the law.

In closing, I would like to give you a few suggested policy and pro-
cedural changes that we believe will lead to a more equitable distribu-
tion of revenue-sharing moneys. First, improvement of the data base
for revenue sharing allocations. Ms. Austin has already touched on
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,this. The undercount is of tremendous importance for States like Texas
who have large minority populations. I will not reiterate what she has
said, except to add that there is another way in which the undercount
hurts States like Texas. It is probable that many of the uncounted
minority members are also low-income persons. Since per capita in-
come is another component of the formula, the monetary loss to States
like Texas, and in particular to certai localities within the State, is
compounded by these inaccuracies.

Second, we recommend a reconsideration of Federal prohibitions
against using revenue-sharing money as matchin fun ds for other
Federal programs. State officials scrupulously avoided awarding rev-
enue-sharing moneys to agencies receiving other Federal grants. In
fact, we wish they had paid that close attention to examining the
hiring practices of the agencies that were receiving Federal funds.
Many federally funded programs which deal directly with human'
needs were, therefore, bypassed, because of the nonmatching provisions.

Third, we suggest that Federal officials work with State officials to
identify broad objectives and priorities for the use of funds by State
and local governments. This would avoid some duplication ana cross-
]purposes among State and local governments. Fourth, we would call
for a citizen participation structure to be brought into revenue sharing.
Decentralized public hearings, held early in the decisionmaking cycle,
should become an integral part of the process. Governments should be
required to give notice of these hearings at least 2 weeks in advance,
including press releases to local media. Ongoing citizen advisory com-
mittees with broadly representative membership should be established.
The Office of Revenue Sharing should mount an aggressive public edu-
cation campaign to help the average citizen understand the program
and become aware of the ways in wThich he can participate in the allo-
cation process. The ORS has published several worthwhile documents
explaining revenue sharing, but distribution has been limited due to
the cost of the documents. Mr. Ginsburg mentioned one of those docu-
ments, and it is supposed to provide the basic citizen guide, but it costs
75 cents per copy. If a civil rights organization or another group is
attempting to distribute a pamphlet of that kind, it becomes very costly
to do so. We believe a free publication for general distribution would
be useful.

ORS should institute stricter compliance procedures. Texas officials
failed to comply with nondiscrimination regulations and other provi-
sions of the Revenue Sharing Act; yet, to our knowledge, the State has
never been censured for these infractions.

Finally, we suggest the modification of the planned and actual use
reports to require more specific reporting. This would facilitate ac-
countability to citizens in the use of funds, and the monitoring of com-
pliance by the Office of Revenue Sharing.

Senator -HATHAWAY [presiding]. Thank you all very much. You
have made a valuable contribution in pointing up some of the short-
comings in the act.

Mr. Taylor, would you advocate that the enforcement of the civil
rights provision be transferred to the Department of Justice I

Mr. TA_hOR. No, I would not, Mr. Chairman, advocate that at this
time. The Justice Department has a role to play, an important role
to play, in enforcing civil rights guarantees. But the role that it plays
is principally in initiating litigation. Title VI of the Civil Rights
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Act of 1964 has in some instances been a very important tool in en-
forcing guarantees precisely because it does not rely on a lawsuit-by-
lawsuit approach. It places the obligation on the agency to make sure
that its funds are spent in a nondiscriminatory way. It provides fund
termination as a sanction. So I think we have got to keep responsibility
on the acies that dispense the funds to carry out that responsibility.

Now, having said that, I think that while we have not formulated
recommendations at this point-one of the things that might be con-
sidered is some new agency or some agency that would assume an
i nteragency responsibility for carrying out civil rights requirements
in par icular areas. For example, the Federal Government is really
going into the business these days much more of funding local serv-
ices such as transportation services through the Urban Mass Trans-
portation Act, and highway services, various kinds of community de-
velopment, through New Housing and Community Development Act,
and the whole range of services that are funded under revenue shar-
ing. Perhaps it would make some sense to establish an agency which
would be responsible for developing objective standards of measuring
equity of services, and seeing that they are carried out. I do not think
that would completely relieve the pressures on each individual agency
to carry out its own responsibilities, because one of the things you
find is, when you establish an independent agency that is somewhat
removed from the funding leverage, and you take responsibility off
each individual agency, you do not get very good enforcement.-

So, that is a rather lengthy answer to your question. But I think
whatever we do, we have to preserve the basic responsibility of agen-
cies to see that their funds are not used in a discriminatory way. We
have got to find ways of improving their accountability and their en-
forcement.

Senator HATHAWAY. Am I right in assuming you would go along
-with the recommendation made by Mr. Staats that the civil rights pro-
vision must be broadened to cover all local spending?

Mr. TAYLOR. Yes, I think so, because of the fungibility problem,
and because of the specific case that Mr. Ginsburg mentioned. It is
indeed possible for an agency to insulate right now discriminatory
acts saying it is using the money for another purpose, and I think that
loophole needs to be closed. But none of that is going to be very use-
ful unless we get some better mechanisms for enforcement. So I agree
with Mr. Staats, but I also want to keep the focus on getting some
agency accountability here, because there is none at this time.

Senator HATHAWAY. With revenue sharing we do have a foot in
the door in antidiscriminatory practices which we never had before.
It has that benefit.

Mr. TAYLOiR. Well, to the extent the Federal Government is funding
functions that it did not fund before, that is true, and certainly that
provides-if we can look down the road, past our present problems,
that may turn out to be an advantage somewhere. So I would concede
that. But I would want to mention something else that troubles me
very much, that I cited, that is in my testimony but which I have not
yet mentioned this morning; that is that I am concerned that revenue
sharing not become a device for, to put it quite strongly, reinforcing
urban apartheid, which I think is what we have today.
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Now, a few weeks ago, members of the administration told Mr.
Holsendolph of the New York Times that the urban crisis was all
over. But the facts and figures that were cited in that same story,
official Government statistics, show that the racial disparities and the
economic disparities between central city and the suburbs are grow-
ing. They are not being ameliorated.

Now, what worries me about revenue sharing is that it provides
funds often to rather affluent, predominantly while suburbs to meet
their own needs--and they do have some needs--but it does not re-
quire any form of cooperation on the part of these suburbs in meet-
ing some of the basic economic and social problems of the entire metro-
politan area.

Not much has happened under other programs, I will concede to
you, but there was the beginning of an effort to say we have got to
work cooperatively on these matters, and we have got, for example,
to think about fair shuwe housing programs which would give people
access to communities outside of the ghetto aras where they now live.
All of those requirements, or all of those embryonic devices for stimu-
lating cooperation are not there under revenue sharing, and they are
really a disincentive to meeting the problems that we still have in
our cities today. That does worry me very much.

I think if we are really talking about equal protection of the laws,
then we have to be concerned about the disincentive to cooperation
that exists. As Ms. Austin said, cities will take the money if there is
nothing else; but that does not begin to meet the whole range of needs
that they have. It does not provide accesti to jobs for people who live
in the central city; it does not provide anxess to services. So in that
sense, revenue sharing as it now stands, is very much of a negative
factor in promoting equal opportunity even though it may reach new
services.

Senator HATHAWAY. Senator Packwood?
Senator PACKWOOD. I think a pretty persuasive case has been made

about existing racial discrimination, and I will work with you to try
to amend this legislation in some way to eliminate it. I suppose you
cannot eliminate it, but certainly to enforce equal treatment under
the laws.

I want to turn to slightly a different subject, and that is the poor
and nonpoor category, apart from race; because I sense, especially
with Ms. Austin's-statement, I sense in here that local governments
are not spending their money for the right'things; whether or not
they are discriminating, they are not spending it or the right things.
Is that a fair statement to draw from your statement?

Ms. AusTIN. I think so, based on our experience.
Senator PACKWOOD. What do you think are the right thingsI
Ms. Ausr w. Well, first of all, I think there has tobe much more

attention given to the human services for pe-ople who cannot afford to
buy these services.

Senator PACKWOOD. Tell me whatyou mean by human services?
Ms. AusTiN. For example, some of the basic common human needs,

when you look at housing, health, some new-and innovative programs
in terms of education. I would think that certainly at a time of reces-
sion you would have to be concerned with employment.

Senator PACKWOOD. Are local governments unaware of these needs?
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Ms. AUSTIN. Well, I guess it depends on the politics of the situa-
tion, Mr. Senator. I think that there is no mechanism for the citizens.
What you need is a. coalition of interests which would help determine
local priorities. I think that this is something that is new to local
governments. I think there is no established mechanism whereby they
can get this broad-based opinion which can influence or help them to
prioritize the programs or decisions in the best interest of the
community.

I think if you have no established mechanism, I think this is what
Mr. Ginsburg was trying to say in terms of his experience regarding
citizen participation, there is no way to open up that decisionmaking
process. The decisions are usually made before people have an op-
portunity or the plans have been made by agency heads and others.

Senator PACKWOOD. But you think without this kind of opening
process-and I am not prepared to concede it does not exist.

Ms. AUSTIN. I think if we are talking about degrees, I am sure it
exists better and more appropriately in some situations versus others.
But over all, I think there is a real likelihood in this area that it does
not happen.

Senator PACKWOOD. Do you think that either the local officials do
not know what the local needs are, or if they do, that they refuse to
acknowledge them?

Ms. AUSTIN. That is right, and there is no handle whereby this can
take place.

Senator PACKWOOD. There is no what?
Ms. AUSTIN. No mechanism, no established mechanism in which this

can take place.
Senator PACKWOOD. Elections are not enough?
Ms. AUSTIN. Obviously not, the answer to that is no.
Mr. GINSBURG. I would just like to add, if I might, Senator, this

notion; that the concept of elections is certainly a valid one, where
citizens, have an opportunity to e .press their viewpoints. But in so
many of the communities where the urban coalition, where the
league, where we operate, those minorities and the poor are a dis-
tinctly smaller segment of the population than the larger majority.
And politicians all too frequently, for whatever reasons, often ne-
glect providing the services in an equitable fair-sharing, manner to
all groups in the community. So, while people can vote, and vote their
opposition to those who are in office, they often do not have nearly
enou h strength to replace them with candidates and officials who
would serve the entire community.

I think we are really in a bind here when we are saying that if we
do not like the way the priorities in the community are being set, we
can vote the people out; because all too frequently those who need the
services most are in no position to express a majority vote.

Senator PACKWOOD. Let me read you a question and answer yester-
day. I will read it. All four of the mayors said the same thing. This
happens to be Mayor Gibson's answer, but each of them answered
about the same. I asked this question:

The argument that the National Welfare Rights Organization and maybe
those who want a very, very strong, Federal grant-in-aid program are going to
give Is that you do not understand the priorities; that your people really want
day care more than they want policemen; that you are spending the money
wrong.
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- Mayor Gibson:
I i~hln it gets back to Mayor Orestis' basic question of citizen participation.

In our city, we have a unit that operates and advises us. If anyone can tell
me that they know more about what the people of Newark want than I do, I
think they are wrong.

Is he wrong I
Ms. AUSTIN. I would not Venture to say whether Mr. Mayor knows

more about his city than somebody else. I would not say that. All I
can say is that I can not reiterate, I think, strongly enough the fact
that the people--that there is a great education process through all of

a, and t has been one of the benefits of this project-that we are par-tiCipating in, and that is that people had very little notion, many of
the citizens, about how decisions are made in terms of a budget; not
just general revenue sharing, but in terms of a total budget.

Senator PACKWOOD. Sometimes education means that we are going
to educate them until they agree with you or me and then they are
educated.

Ms. AUsTiN. No. I have faith that if people have access to informa-
tion, they will make good judgments.

Senator PACKWOOD. All right. Let me quote yesterday from Graham
Watt's statement as to where the money is spent. This accounts for
State and local. One biggest priority, if you count both the spending,
was for public safety services; second was education; third was public
transportation services. Then in the poll, the public opinion poll of
community leaders asking where revenue sharing money should be
spent, top priorities were for public safety, education and public trans-
portation.

Now it seems to me the money is being spent where the citizens seem
to want it spent.

Mr. TAYLOR. Senator Packwood, if I could make an observation or
two On that. I do not think any of us would want to dispute, for
example, the specific statement made by Mayor Gibson. But central
city mayors are just in a terrible dilemma with respect to the use of
these funds On the one hand, a place lik6-Newark has an overwhelm-
ing property tax burden-

Senator PACKWOOD. It is incredible.
Mr. TAYLOR [continuing]. That it has to meet, and on the other

hand, it has all kinds of social needs. I think we ought not to focus
attention away from the State and the way funds and services are
being distributed at that level. There is really no handle at all. It is
not a dispute about whether a mayor may know his own needs.

Then there is another point that is of some importance, and that
is I do get concerned about what happens when the agency, the level
of government that is responsible for spending the funds, is not
responsible for raising them. I do think you get a tendency-you
mentioned law enforcement, for example; now that certainly is a
subject that is very much of concern to people. If you look at the
early planned use reports, what this program amounts to if you take
it at face value-which I might say I do not-is that it is a $7 billion
program over the life of the revenue sharing for public safety and
law enforcement; $7 billion on top of the funds that are provided
under LEAA.
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Xow, I am not sure that when you use that money and you are not
responsible for raising it, you are necessarily using it in the most
productive ways to further public safety and law enforcement.

Senator PACKWOOD. You lost me there. I miht agree or disagree
with you, I am not sure, on who ought to raise the money, and should
the person that raises it spend it; but why, if you are a local official,
and the Federal Government gives it to you to spend, are you more
likely to spend it wrong if you have not raised it than if you did?

Mr. TAYLOR. Well, in part because you may just take a little bit
looser attitude toward that money.

It is not coming immediately out of the tax dollars of the citizens
in that community. It seems in part like something of a bonus.

Senator PACKWOOD. Well now, wait a minute. If it came directly out
of the taxpayers of that community, they would be more inclined to
spend it the way they want it?

Mr. TAYLOR. Yes. I am suggesting you would be more careful; you
might be more careful about the whole process of accountability than
when it seems to be Federal dollars coming as a bonus. You know, I
think it is no news that in addition to spending money i a most pro-
ductive way, officials are concerned about how best they can present
the best face to the populace.

Senator PACKWOOD. Now, as it comes from the Federal Government,
they say the way they are spending it principally is public safety,
education, public transportation. This is the way they are used to
spending the money. They would spend it more responsibly if they
taxed and raised it themselves?,

Mr. TAYLOR. I think there is a question, because it would come back
to what you have said, where many people in Congress, when this law
was passed, said the way we would get accountability is through active
citizen participation. Citizen participation would be the effective
monitoring instrument for this program. I think as Mr. Ginsburg has
said and as others have said, we do not see that happening right now.

Senator PACKWOOD. Would you be satisfied, because I am not sure
you will, if you have the effective citizenry participation, have referen-
dums, put it on the ballot if you want; but if 60 percent of them say
we want improved transportation and public safety, another 20 per-
cent want more parks, and only 4 percent want more day care, so you
spend 4 percent of the money for day care, I do not sense you would
be satisfied with their conclusion.

Mr. TAYLOR. Well, your sense of the situation is correct in this
respect. Yes, we want more effective citizen participation. Second, we
feel there are basic economic and social needs in this country which are
matters of national policy.

Senator PACKWOOD. As determined by who?
Mr. TAYLOR. As determined by the Congress assembled, representing

all of the citizens of the United States. So we are concerned-
Senator PACKWOOD. And we know these needs better than local

government does ?
Mr. TAyLo. I would suggest that to a great extent-I do not know

why this is so-but to a great extent over the past 30 or 40 years the
Congress and the administration have been more sensitive to the needs
of citizens who are not always well represented or fully represented
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not know if that is inevitable, but that is a fact.

Senator PACKWOOD. I do not want to argue with you about minori-
ties because I think you are right. I see discrimination racially all up
and down the line. I see it at the Federal level right on down.

But are you really trying to say to me that as a United States
Senator, in terms of a public housing project, I know better than my
mayor of Portland whether it ought to be a high rise, low rise, where
it ought to be, what the income level ought to be for people to be
eligible?

Mr. TAYLOR. No. That gets into-some of the detail that has been
built into categorical programs, I would agree with you Senator,
ought not to be determined here. Sometimes that detail, I should say,
can be very important because we have seen that when you assemble
and say this is the area in which all low-income people can live, and
we build Pruitt-Igo homes or the Robert Taylor homes in Chicago
and you say we lock in minorities and the poor into this community,
that defeats the purposes of the program. So that they may be some-
thing worse.

Senator PACKWOOD. That was basically done under very, very nar-
row grant programs dictated by the Federal level.

Mr. TAYLOR. That is correct. It has only been gradually that it has
been corrected.

Senator PACKWOOD. We made a mistake on the Federal level.
Mr. TAYLOR. I guess what I am saying is I am not certain, given the

degree of prejudice we have had to overcome in this country and that
we have not yet overcome, given the fact that we have neglected the
needs of the poor, that we would have done any better if we had just
simply left this to a matter of local determination, because during all
of this period a great many people were disenfranchised. They could
not participate in their local community and they are not yet fully
enfranchised in the sense of really feeling that they are able to par-
ticipate in their governments today. I was on a program

ls. AusTiN. It is not just the poor and-the minorities who feel this
way. I think it is also the working class. We talk about all of the people
of the cities, Mr. Senator, and our concerns come not just from poor
people and minorities but working class people and others who want
to have something to say about how these funds are spent.

Senator PACKWOOD. I understand this. But if all these polls we have
been given are right, the working class pretty much is satisfied to
spend the money on public transportation and education and environ-
ment. That seems to he their priorities.

Ms. AUsTxN. Not if you live in cities. I do not want to debate you
-about public transportation, but often the public transportation that
has been devised has not been for people in urban areas. It is for people
who live outside of the city and work in the city to take them some
place else. -

Senator PACKWOOD. It seems to me we are coming down to this rock
and a hard nlace. We like local government decisions so long as we
froe with them. If we do not agree with them we want a Federal

Government grant that would narrowly defne what we think they
ought to achieve. ,,.
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Ms. AUSTIN. I guess what we are really saying is it is really
either/or; I think one of the things we suffer from in tih country
is a great deal of fragmentation. What we are reall trying to do is
get a better understanding in working together of all of these pieces.
I do not think it can be a situation- of either/or. I think if we take
the public housing situation as an example, it is clear that no one has
the answer to that and that is clearly a national issue, and it is clearly
an issue where all levels of government in the private sector will need
to work together. I think it is not an either/or situation.

I certainly, and I think I say this in my testimony, we understand
and appreciate the need for local communities to make their decisions.
But we also understand the need that this cannot just be a numbers
game, and it just cannot be an either/or. I think there has to be some
meeting of the minds around, even within some of the broad spending
categories.

Mr. GINSBURG. But even on these opinion polls, while people may
say, they favor expenditures even for such things as public safety,
but there certainly is not an equitable distribution of police and fire
facilities throughout a community. So, if you are getting that answer,
you are missing, I think, one aspect of the question.

Senator PACKWOOD. I agree.
Mr. TAYLOR. Let me just take the dilemma one small step further,

because I think it is an interesting. dilemma. Let me just assume, I
(o not know if this is a fact, that a great number of citizens in this
country would like to see money used for improving highways so
that they could use their automobiles to get to work and to get around
the city more easily than they have in the past.

Now, -here we are faced with an energy crisis that we perceive as
a national crisis. I have listened carefully to Mr. Nathan. He says
this is a way of sorting out the various governmental functions, saying
what should be doing at the national level, what should be done at
the State and local levels, and energy, he says, is a national problem.
But, if it is a national problem, can we really afford to say if citizens
really want moneys used in an unrestrained way, in ways that would
be very wasteful of energy, that that is what we ought to do.

I do not know; that is a difficult problem.
Senator PACKWOOD. Well, in the last election Oregon had on the

ballot a measure to allow us to use part of our State highway trust
fund for mass transportation. I supported the issue; it was defeated
by about 4 to 1. Do the citizens have the right to make that decision?
It is their money, it. is their problem. Do they have a right to make
that decision?

Mr. TAYLOR. One of the themes we have tried to stress throughout
this is that one of the things they need is to be in possession of all of
the facts and all of the information at the time they express their
views to make the decision, and that is not being promoted.

Senator PACKWOOD. How do you know that? If you put a measure on
the ballot to allow the use of highway trust funds for mass transit
and they do not come to the same conclusion I do, by an overwhelming
majority they do not come to the same conclusion I do, I am not going
to be so presumptuous as to say they do not understand the question.

Mr. GINSBURG. They may understand the question, Senator, but,
obviously, the automobile is part of the American way of life and we
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have geared our transportation activities to the use of that automobile.
For example, in nearby Virginia, where I live, it was not until a year
and a half ago that we got a bus within 10 blocks of our home. Well, a
lot of people in suburban America are caught without a decent kind
of mass transit system, and with all the complications we have had
with the way we have allocated our funds to mass transit, a lot of
people would see a really reliable, efficient low-cost public transit sys-
tem many years away.

So, even in Oregon, with all its pressures for ecology, and environ-
ment control, there could still be this heavy reliance on autos for such
a long time, and these things take time to change. That is all.

Senator PACKWOOD. I give you that, but at the same time they would
not allow the use of these funds for mass transit, we take 1 percent of
our highway trust funds and use it for bicycle paths. I think it is great
we are spending $2 million to $3 million a year for bicycle paths-we
have paths going all over the State-it is a good expenditure of money.
The citizens approve of that, but it, is kind olr hard to be second guess-
ing them all of the time and saying that I will go with them when they
agree with me because they have had enough education.

Ms. AUSTIN. What about when they (1o not agree with each other.
like the situation where the mayor wanted to use the money for some
human services, and he had to deal with the State and the counties.-
So, I do not think it, is just a

Senator BnolCK. Well, I think as you noted in your own statement,
that mayor ultimately had to come to Washington, the Office of Reve-
nue Sharing, and the'Office of IRevemie Slarimw backed the mayor and
said, wait a minute, you can use that money for human services.

Ms. AUSTIN. I just give that as an example, as it is an either-or
situation.

Senator PACKWOOD. I do not have any other questions.
Senator BROCK. I really am fascinated with this conversation. I

would like to pursue it. just for a second. I do not think there is any
member of this committee that disagrees with your quest for nondis-
crimination. It is fundamental, whether it is local dollars whether it
is Federal dollars, whether it is State dollars. There should be no
discrimination.

You get into a much more difficult problem, Ms. Austin, when you
raise the issue, saying you want to represent or speak for people who
work, not just minorities, not just poor, but the people in the majority
really.

Ms. AUSTIN. People who live in cities.
Senator BRocK. People who live in cities. I do not, argue that at all.

What bothers me when we continue. to talk about some device which
we could enact here to amend the Revenue Sharing Act to require
participation in some form, is I am afraid we may be going the same
route we (lid with Pruitt-Igo, in which the finest, best minds of this
country said, that is the most modern, first-rate project we can come
u) with. Everybody said: "Oh, this is a beautiful thing," and the only
people that were opposed to it, did not have anything.to say at all. I
guess. They were not very well heard, if they were serious opponents,
and within 10 years you demolish it.

I just have to believe that maybe if you listen to the community a
little bit. more and a little bit less to the experts up here, you might
approach that thing from a slightly different perspective. I raise this



point foryou, too. Matter how much we agree with what you seek
and how hard we try to write language that will accommodate your
purposes, ultimately this country is based not on a meeting process,
but an election process, and for all the disparagement of elections as
a proper vehicle and an adequate vehicle to individuals who may be a
minority in a given circumstance, the fact remains that if a minority
in a community-it may be suburban, afluent minority, but it may be
the vocal minority-in a particular instance if it is successful in setting
up-its lobby so that it can come in with all of the charts and the fancy
boards and-isual aids and everything to convince the mayor to do
what is not popular in the allocation of revenue sharing, that mayor,
if he responds for too long a period of time to a minority that is not
reflective of the true desire of the corrxiiinity, he may not be mayor
very long. And the opposite of that is, that is their ultimate redress.

I agree with you on education. I think there is a great, difference
between us substituting an educated elite, Washington vie-point for
what somebody referred to as an uneducated citizen viewpoint at the
local level. I am not sure it is going to work that way.

Mr. TAYLOR. That is not. really, Senator, the dichotomy that. I was
trying to express. I think I would not want to slip into a suggestion
tlat while we all agree that the democratic processes and the means of
citizens expressing their views through the electoral process at the
local level is fundamental in our society, I would not want to suggest
that that means that, the untrammeled will of the majority to the
exclusion of various kinds of minority interests should always prevail.
I know you were not saying that.

Senator BnocK. I am not, at all.
Mr. TAYI,.On. But I think you get to a question of definition of the

interests of those who are least protected in our society and how best to
protect them.

Now, let us take Pruitt-Igo. I think, while you are correct in saying
that, there are a lot of people who said that Pruitt-Igo was the way to
go, they were doing it in a specific set of facts and circumstances, and
that is the general popular view that nobody wants the poor in their
community. So how best do you operate here in trying to carry out a
program w'hen there is that kind of opposition that has been expressed
over the years?

Just a couple of years ago. a similar conflict occurred in Forest Hills
in New York-and I think that is a good example--of why we are in so
much trouble in our cities right now because we have never been able to

"'. face up to the question of how do we provide, shelter and jobs and serv-
ices for the poor. So we have been just shunting them from one place to
the other.

Yes, if it is antidemocratic to say I would not leave that (question to a
general vot,,. I would say that. That is a part of what. we iave to-

Senator BIROCK. We all know there arv times when we are not going
to agree with the majority. There are times when you have got to cast
a vote based upon what. is fundamental and right as we understand the
implicit, ethic of this society. It may not. be popular. I am in the same
box with Bob Packwood. I voted to allow our communities on our
highway bill to allow the use of those funds for mass transit instead
of iust concrete. I think we are getting ready to pave the whole world
in this country. It scares me to death.
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But, you are on a continuum here that stretches all the way from
total response to total nonresponse. And somewhere in this continuum
you have got to find a meeting ground for us here, for the mayors, for
people in the community, all of us. It is not black or white. It is not
either-or. It is somewhere in between. But, is that not what revenue
sharing is all about?

I mean we have got, categorical grants. We continue to expand our
Federal programs to direct specific rifleshot programs, but (1o we not
also have a responsibility to give our local government, with antidis-
crimination provisions which I will try to help you with, to give them
the opportunity to give to that citizen a greater voice. Is that not one
of the central purposes of it? If it is not working, OK, maybe we can
improve it, but would you suggest we eliminate that opportunity by
going away from revenue sharing entirely and going straight back to
the categorical approach?

Mr. GiNsBuRG. Why can you not strengthen that opportunity? I
know you cannot mandate that budgets be prepared in an understand-
able way. You cannot mandate that the budget cycle must start 6
months before the public hearing, but it seems to us you can call upon
the agency charged with enforcing this act to at least require each re-
cipient to prepare some additional information so that citizens can
make an intelligent assessment how these funds are spent.

Why can we not have impact statements to get to the question of a
democratic distribution based on an equitable basis so all segments of
the population are served?

I am really not asking for things that do not exist in other legislation.
For example, the regulations on public service jobs state very specifi-
cally that each significant portion of the population must get its equita-
ble share of the public service jobs-a ratio based on how much of its
constituents are unemployed compared to all unemployed. So, there are
some techniques. We can ask, how much of the money is going for a
new service, what section of the community will be served by this new
service.

These do not seem to us to be unreasonable and overburdening re-
quests. We do know it will take work, but if the democratic process,
which we all seem to support so vigorously, is to work effectively, let
us try to develop some better tools and mechanisms so all citizens can,
indeed, participate more effectively.

That is what, at least on the information aspect and the reporting
aspects, we advocate. There are communities like Seattle-which have
effective systems for involving citizens and disseminating information
about GRS. Our critical comments do not mean each and every juris-
diction is deficient. What we are saying is too many are deficient and
we would like to take some of the better examples of citizen participa-
tion and extend them.

Senator BROoK. I do not really disagree with that, but what really
bothers me is of the 39,000 jurisdictions, a great majority of them are
very small. And, when you have got, a community of a few hundred peo-
ple, they are probably related to the mayor and they can find out by
telephone call exactly what is going to happen to the revenue-sharing
funds.

I think what you are reaching for is what we all are reaching for,
how to get citizen participation in the larger communities, because

ES TOPY AVMLBL(



193

that is where we have theproblem, and that is where there is inade-
quate participation, excessive discrimination, inequities.

All of the problems are focused in those communities which are so
large that the individual gets lost in the mass. And, that is where we
mi(yht want to direct our attention.

V we try to do this for 39,000 jurisdictions, Mr. Ginsburg, we would
absolutely destroy ny opportunity for this program to work, because
they would put more money into the ropor than they would get from
the revenue-sharing fund.

I think you can understand that?
Mr. GINSBURG. And I would expect the, regulations to reflect thoSe

problems of size and competence and capability.
Senator BROCK. Right. Let me I)oint out one other thing. Tis Ie-

lates to something Ms. Avena said with regard to sonie of the others.
when we tried to write in restrictions, we wrote in one restriction
which I (lid not support but that Congre-ss wrote in. a restriction) saY -
ing you cannot use this inoney as part of the local sliare of a Federal
prograin.

I think you pointed out in your statementt, if I remietller correctly,
th't those are the social programs. Those are the huintai progrraii. SO.
in effect, we :tre not allowing revenue-sharing programmi to go ti, tie
very people ve had hope( to help, by refusing to let thi: ("arrV 11110 a
piece of tile local slare.

Akid I think t hat this is when your standards dto t(,1 tl to he s! If-dc-
feat in,,Y. on occasion.

S,-. \A. I thin th:1t one(- is . t 1 qih.
~~~~)' ~ ~ ~ kil ja \ti1 Juj ~!ilerst'Ii I it.

.,n:itor I , I,1t w have not ,.:dll v2ot sp1'ial revenue sia riii.
Xe have kve.l trying. bu11t we h ave failed', so far. to rv:illV ha'e ,i .,ialr'\'e('1:e' }I:jii t. If \' v :tll (rit th;t. th(nlj \\j fli:iV 1i:v e ttl iL 0

w i;ci we are iI, real full a Z1'eeli 1 l t. d 1 otl ,1 1;1we ,\o :(e
SO~ IIe I-() I I i t ive wo()rk, gcjIng (r 1.

I vvouii I lv we t hat volir testilivllY \v,.lI, t - io n Vlr, \ , ,- ,,
that Iliatter. a.- well.

Mr. T.-vi,'R. I wouil come h)ack to oil(e point alloll the ine(- tha"t vou
say. I t link t 1-Ir..i a (Ii tlereiobetw.el1Vl wht rvv(:;I, shurinr 81(1
whfat it could 1e.

4enator Bw-wciK. O)h. yez.
M r. TAY , R. A Id it i,- ai littl(' d1tfi(-lt t,, get a lla ti1 le (-I it be.a,-e

the ration.ale for it has. ,-ifted so, vratlv over t]le Y(a ?S. I n11 . li'e Ioil
rmnc,nlibr when tin' rationale for it was that we )"had tll- (.r(,at Ft-(l-

(':1 I n " III P n 1 -1,,1 1!-( t he S I:t t- :I (, -,I l r Ijth w'] inZ W ,, tA 1 tronI '1II t..
That soiinds a little peculiar whien we are tal kirig about a $5, or

]fllon Felteral deficit.
Nut ve, talk ii,1110I iit 7;7cr p art ipi).ition' if we continue in this soclet v

pr'Ovid~ 1io,. no to vi,,rliltal reform. and just sav that
citizens can isolate tllel '*' ecoioinics and by rae. yw,,i do. comie
(14,W 1 n1t , ( t,. t,, a 'p nest io rin the cent ral c.it;J, th.at .s.. A ii tin
k , ,.'V- -,, ,(!}.

liv say. ! ,1rici pate in ,wli:t W hen all the re.-ourees are gon-e l
The 0 -, the). j,,l rid et't li, else . AI I think we are goig
to h1ave to face t}Ii, if w m ae "rtiltrig about rTevitalizinir our
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federal system, and we are going to have to face uip to that, problem
which is a problem that people have only recently become aware of.

I (1o not thiink we caln havre a revitaize(l federal stemm if local
controlil ilals local ('ont rol over jurisdict ions that are just economically
and r;'illv isolated anl l(omogein'olls.

Senator 11vocK. I woll agree with that. Thank you.
Senlator IlI,,rlIw\Y. Well I want to thank the panel very much. I

wait to s:v that I am l)asically in agreement ,with all of the proposals
tl,at vou ha c, mde. I ( isi'ree sO,) li,\'lat within what has been said by
Imy I,,lhag:,s. t hat the Federal Goverililiit is substitutinig its jiidg-
int'ItIt for" t I 1 11l'lel t of ](Kal peWO1leC. The('e are still Federal funds.
We at. wlnt jl'st -'tting back to each iiidividtual State a p)ro rata shaiv
of \h:it thicv have lai,1 iIIto the I,eleral (overinment. We are slit ftili
fudll,- a itld. It is Iim dill'ertit inI thil:t re(-,qect thalln other Federal
]), !~l IIS.ii we ait III tt!4ct s(Al tli ,t rig oIr jtidgntjljt if we t)

Nve h) 1v II) tjkSk ( ,Itorojois--;_foret.ili-hi pujo'i ie----viic(' V do( t(Lvy .'tti igZ up t I these C'at C<)r(s-f)

the .i"Id,.eliit of the lo.al gmverliiltit. And I tliiik that since it is
,"(PIC, illIlt'V. WC . e 'titaiily entitledl to do that. Thank von verV

[{Ihc lpI'l~aIe(Id "-t ct'inlit of 1\ies-'. la'x ioz' anld (}iuisturg anld Mi -es

t1:t :ti1l A 11-t iII fl ,v. I lt'1,111'i r lt n tit es on 1). 212.]

T'i 1' ., ,Ny oF xxVII.AM L. J'AYIOR. I 1tRECTOR, (iN I FR Ii)R NA'It )NAL POLICY
{I.W, St It uoL oF LA ('. . 1 1.. I'E I Y

Mr ( 'lairn~n ,la nivti i enirs of "lie, ctIlilittee M v iate is Vilian 1,. Taiylor,
,nnt I ilj I )ire(t-Iir t !;e ('n:tl r for NSatlonai i',,li'y review, a legal re(-e:irc ill!
: (i(P,,w ( y gr.li1,l)illilatit'd \% lilt tie ( i'.ii ic [ Il ".yI Ili\ jLaw scho,, . 'l'ie t, w t er
i- ,,' - i f,,ur .rga;alizti,,ol. \,%iith jili:i y sv lp)1 r tIhe Na tionitl tev'ime Sh1.triIIg
I' .w(t-- an itil .i\ e'i,,t :4, ni titr tilt- iwraitii if gt neral revenue siariill.

Ill ',,: l~tl~ i~ t>., ill'.)11glitollt flit, llati ,, ll d til P1) 111'..N, tlt, ;Itli (w oif t JiL. 1E1\ (III

ni,ir'r iii ji, r jip<le. iIInj it" ('itj.. rrtilu.ililitit n ii the lProject
atre (ivi, itilii \ I:-i-..lit If . 'edral tilVit- miiza 'n ;iliiinii.strati,,l of revenue
, ri -t -i. - : ,, !i z'ja I -iS If the 11,,' ti)li firliula, 4ii erati(on of lit infiwirma-
tIlili 1l 1 'itlti)ii jirigr lirigli i tLe NailoJial Clearinigho.use (n Revvlee
St it. Zil I'\t-rall 1iall1\ ] is oIf the d (l, 0. 0ill, it i l liy our coillea gLes in
thm P'r ,.... t.

We.*i ;-pijp 'i;te th. linziliitss (of tiesc, liearii,_az and t-e iiportuniity to) present
t (-T i1l t I1IY

A.-. ' %1111 k,,\\W. (ivil rights g rgamiii z ti,, ns haye beevn cin eri e(l fori- sev-r'll years
that n,' victraite- if etuiir iite('tioli of tie ltaws \iii 1)t hie IU itihililne(l tinder
ga''-a !~i] reeli1, -hlalrin ,r unei(r ,lt hr iease'vs tli:it liiV(, y ,e oheir stalttd

lir'-,. ail ]irit-e, ill "1i' w c',\trl" '(ir sii ial welfare lr)i.rams. Wlniner
1 Tlit ltii i1 :uik l "l.it 'lea] c'ei!roil" as a t liery, Ila( k e o)h , and a ,tlier ii.i orjlie5

liit, -.jciil r,;i:is to kni,\v thit in i;racti'v they are tIe v'ictiis ull(r lily
'i,,grilii that is 'i! y (.,,iitiolteo witliiuit t'fft'cti\ , t't,(le rial siift gliards. Tlii.

til'(erl di,, ht nie;in thait civil rights gri.- are in love with Hit, de-tailed id-
N~ilii-triti e ri.1l1iit ii;.d Ida iii il( rc', tajw ftlit hive rnarred soeil' li.etW'Cts

oif ('ato'g,)rit'il pirlgrims. ve li'hiv collterl, is 3til d(o, tliout tni p eedy tlut
v'ir'i elil ,ltdliye ry (of .ervi'Ps to citizent.'n

HIlit tlit re is a 1I ,i- ' (iistin(.tiin too lIe ma e l)vtwe.n tlie nyriad strings flt t
liav,, oieen at tailmd t i sime federal ;irog i. n ild rtelu iroments itf ,ivii rights.
The righlt to iw ti-ated fairly anid wit lut (iis'riinliitiln based (in race, sex
or i,tlieir i i dils , uolysid*,-atriti s ii i aii i inla(e pl ,sibl eby g iverimnehi, funds
is fit si iil 'Iv ii falnliii istrative retulrenin-tit or string. It is a fridalmental
grilnill rule ha viling to ((i witli the initegrity (if the 1)rocesses of government.
ll'il, 1I 1 tii(ee tiat i1i tiornal gt'irant .s if civil rights fll into tlie sam1ie ('nte-

gory a r )ii- iii, (i.-othe -- t ley fitre rules imisul from above oil sltes and
loeal woverniients. t r(t for te lill rpiie of innkirig tlieni wi k or du'pen(lent hit
to i i st tlhiri itt bee' ifiirig strong ('n(iugli to )e vital pa rts 'of a functional federal
System.
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Certainly Congress in enacting the State and Iocal Fiscal Assistance Act of
1972 recognized that assuring equal treatment under law was a fundamental
responsibility that must remain in the hands of the Federal government even
when the mechanisms for allocating federal assistance were being altered sub-
stanitially. The requirement (of n(discrimiration, as you know, was mandated
in Section 122 of the Ac-t and specific reslponlsibilities to enforce the law and to
correct violations were given to the Department of the Treasury and the I)e-
partment of Justice.

Th,li enactilent tIf Sectioin 122 also constituted implicit recognition to% Congress
that. contrary to the views held by soie lpe4,ple, the duties (of the federal govern-
iluit are riot satisfied siily by defining tie right too 4equal treatment and pro -
viding a means for private redress in the federal c4urts. Where the denial of
right Im i titii perviasi~. WS it nais ina almiiit vvery gim erluritiil fuioctiiin affect-
if),- bla ck vitiz les and mendwi hrs if other mino11rity grmi U s. private lawsuits can
mako. ,inly a smIall dent in remedying the Iriihleti. What is required, and what
is c4ontemnpllated by Title VI of the ('i il Riglhts Aet (f 111f1, Section 122 and
it1ii'r iprovi si, ins (of li aw. iz full iie (of the ]iwI'ers (if federal a gc zcies to ferret
wlt and redre-s discrimi nation in o'cry lirwranid &,,t ivity a ssi.-ted by" federal
funds.

But any reassumrance tLat civil ri Lit.,, - roluis nay have deri\'d from th, in-
('hl ii(i'n (of sle'ific antidisirimiriti ttiii ; Ir isi -1 , ill the rev erie sh.iling law his
It'ell 41i,,,l'd toy v cu i l H xI e. ierientce with tite way the law has [Peenii ( lwinitered.
'r\\ a "1l4 -alf Vt:rs ia -e e'lapsed :-ii.e t-na .tlaetit of tle law, a .u!1iih icrlt
llcri,,d tor niike jiid grieit-. :ilh'ilt The illni.ter in whic-h it is beingK adziiiiisii.tered
by flit, IlpeIlirtnwi ltt ,,f 'l'rva ury and(1 its 41liid'c if Rev'enue harino-. It h: s le-
cIi io clear too 1441 fromin i r i\'I iwn tstigat4ialS tlml frlmi stmlivis C'ild i(-ted by
thir., 1 1 that there is lierv'asi\i dis.crimin ttifin in proigralm,. aid i'tivitiei',

a is 'ed ly ri vevti t, s ha rinit. fuinis indtl 12 thiiat th,' Wf)i 'e tf -,i nel'c l(u Sha ring,
the al ,ny chiefly r,.-,:-sitlv fir sc rin.g cinillitialie with the ltaw, has failed
to, -ikn. ( ff ctive sttvlis to lpreverit tir remoi ,dy tisc(rim inatin( .

TIlE PE'RI-VAI EN( E: OiF 1S( RI.MINATION

I \w\ild like to t,('101 irielv (in twi' liroa(, where rlilernls of disriminatil'n
ciniitorliy arise mider the, r'\ctul sharing law---dis-i'riviiitiIi in the 'fi lIloy-
met Ipra cti( es of site aid l44(l gI Iverr Iiit.res anad (iscmrimiinatiltion in local service.
;ir,,\ided with federal l assistaice.

it hla-. livenhi clear fir ianv ears that rac'i,al di-criminltion in state and local
rilp(iy'oenit i- a x'i(,atioin if dhe (Nqu.l lrt 'tin ''lal-e (if the 1 1 AIIicoldiilit.

Buat it wa'14 11t 1l97tit 11 b2 T.hat ( '(olmr'-,s. ir(Iv'idd a retiody fIr suc(h (isc'riination
11Y :ltilleidiiit Title VII of the ('ivil RiLhts Act hf 1.04 in1d ly icludi(lijl Section
122 inl the St ate atidl Loc.a I"Hisc'tl A-..i-tanlice .A Ct. I iht ( f t ihis we were ilmt
sur ri,,tet to disc 'oer Ii at ill tle greot 111111k (of : ii j ri, ti(.tic n exaniii ir by ((r
11ri e('t--i: 1izlly iitiim and large ('iti. .--- thiere (were vide gaps in the per cent of
iliniiritiw arid w( emii ill tlo l i ,rk fire ai ! the It' e t t e n ibiyed in parti'ul a r
(lzI1rtIzeti t and agef.its ,,f giivernlnnt and1( 4iften ill the ('ity as a 'hole. In one
1arve switliern city with it 7o) per (cr11 liiity l apl 1in. till' tifre (1e101rtmen t
w'hii-h rci ,ved rt'venline shari g funrd, had fewer than 3 per cent minorities. In a
lird,'r city, with I 2- ioer 'ent minlirity lilul tihll, ie he : i:tlit delIartmiwnit which
re'cive:l revenue .,,hlirig fuiIs entlpi iIyel , f1"y 7 in in iritils. And there were
s5'Vt'mra I'ities with depatrtnriltit hi X0 I0) (plovyl few mi nit les or woetn tat only
i n lrofessimial (or minager I huli i111s, I ut even in blue collar and secretarial
luisiti)iis where iiinorities were emti % e y& elsewhere in the city. There Is evidence
al.- ). as Avena will testify froni her ex, rielle in Texa, , that similar dispari-
tie- exist in enpl ymlent in sttie agelr.ies'.

The-, disparities are a refec'tiont if, various state and local practices tMat fail
to coiiflrnf to tie requirements (of federal civil ri .hts lav-the use of tests for
hiring and promotion tlit exclude mlinoritit's and that are not job related. the
failure to adolit affiriiative techniques fir recruiting minorities and women,
and the ipersistence of instances oif overt discrimination. EIven If we assurne that
lillist states and local governments are willing to coolprate in bringing their em-
ployment practices into comliance with the law, a major effort by the federal
government is clearly required. And. with state and local government employ-
Inent constituting the most rapidly expeariding field of Jo) opportunity in our
national economy over recent years. it is alo 'lear that such atl effort by the
federal government is crucial to the goal of minorities to overcome the barriers



196

posed by past discrimination and to become full and productive participants In
American society.

Similarly, the requirement that governmental services and facilities be fur-
nished equally and without discrimination on the basis of race or other invidious
considerations is an area where legal remedies have emerged only recently. It
was not until 1972 that a federal court of appeals, in the case of Hawkins v. Town
of Nhaw, held that under the 14th Amendmuent a remedy mugt be provided when
services such as street lightiLg or paving are clearly inferior in black neighbor-
hoods to those provided in white neighborhoods. Instances of blatant discrimina-
tiori similar to those involved in Shaw have arien under the revenue sharing law.

For example in ()uachita Parish, Loui-iana where revenue sharing funds are
usd for municipal services there is racial discrimination affecting roads, sewage
disposal. drainage ditches and fire protection. In O)uachita Parish, minor rain-
storms flood homee, in th, black (omnrity because of the lak of drainage facili-
ties, while white homes aire pirotected by well-mainitained ditches and leveet-. Only
four fire turnips. two (if w which it(, iot w4,rk, .-erve 30 Ilac'ks living on wore than
I,(K'W) acres; all fire stati(Pns are l(K-ated in %% hite areas. Evry dirt road in the
Paris h is In a lilbek neighhlorh,,,,d: hite \ (ion paVI'd li-l \(.nMntairtaila-
road.s. Raw sewage flovs be,.ide the honoes aii za keshi ft playgrounds in black
neightkrboois; it is carefully strolledd in \\hiite areas. Yet more than a year
after a comlainat (on lb:iaf of 111:1k residents Nav, tiled with the (Oflice of Revenue
Sharing by the Lawyers' Comniittee for Civil Rights, the.-e dreadful conditions
remain u nrtdrt- s-d

In the medium sdzed and larger cities (of the South and North where our moni-
toring project wa., conduct ed, di>( riaiini;itiiin ill services w as not a. blatant as in
Shaw or #ual chita, but peope il tn il,,rity aiiI glittto vine h htrli ds expressedd
strw ig feelings that t hey .cre ait receive ing cjiitil s rvi.,,s. Ill these situations,
ad(qunate iiiilerinentatirn (of the ('i\ il rii:ht s jirovi-ion.s of tlie revenue sharing law
(leimaads careful investigati,'a to d-t eril ine \\Ibther (is('rimination exists and
the development of objective standards of measuring gom ernmental services.

Yet few in vestig:ltiolns have taken plaee and, as far as I know, the (Ptbee of
Revenue Sbharing ias nt even to nga an effort t4, (level,,p ,lj(.tie standards liy
which the equit) f orsrv ie- -ui'--iliziel 1)y rovt iu I-hatring caaj be gauged. T us
as niatters now stand, ircretsing federal res,,iir-e are bt.ini aa pliei through
revenue sharing and other federal laws to assist 1,(al governmental services.
while the inaction of the ORS permits these sumls to lie used in ways which vi-
olate the Constitution and laws and thw arts the national goal (of providing "a
suitable living environment" f,,r every American citizen.

TlE PERVASIVE DEIAUI.T OF ORq

One may sympathize with the proltsv,-, facing an agency charged ly law with
preventing discrimination ill sorie " . sta te a rl i I,.l vvernmeits not only in
the activities I have described lut in other airt-w as well. su.h as in the employ-
ment practices of private c(aitractors tutilizing revenue sharing funds for (',ni-
struction jirrjects. But the fiet that the task is one of great magnitude provides
no excuse for the inaction and lethargy that has marked the ORS' performance in
carrying out the duties placed upon the ageiney by Congress.

In the first place, the opportunity to create a climate encouraging voluntary
compliance with the law has been lost by the public utterances of the I)irector
Of the Office. Repeatedly over the course of the past two and one-half years he
has described revenue sharing as a program "free of strings," different in its
administration in almost every respect from programs of categorical aid. Where
civil rights requirements have been mentioned at all, they have appeared almost
as an afterthought, with no suggestion that the performance of state and local
government in affording equal opportunity would be carefully scrutinized. With
these signals emanating from the top, it Is little wonder that few state and local
governments have been impelled to examine their past practices and to take
corrective action where needed.

Secondly, the Office of Revenue Sharing has studiously ignored the teaching
of experie:.ce under earlier civil rights laws that the key to success in perform-
ing a major enforcement task is to establish good compliance machinery and to
demonstrate a willingness to Impose sanctions on those who violate the law.
During the 1960s the Department of Health. Education. and Welfare was able
to bring about successful Integration of public schools In many districts in the
South by making clear tho)t it would withhold funds from districts that
did not submit acceptable ,iin,. Once HEW had employed this remedy in a
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liurnber of cases, other districts began to come into compliance without awaiting
the imposition of a sanction. Particularly important in this process was the
decision of IIEW to defer new funding to a district upon a finding of probable
noneonipliance even in advance of completion of all the steps of the complex
administrative process leading to fund termination.

But ORIS refused to consider the use of deferral as a remedy on grounds that
its program was "different" and It has persisted in this refusal even after hav-
ing been told by a federal district court that it had legal authority to defer
funds subject to the adoption of appropriate regulations. Indeed, ORS has de-
ferred revenue sharing funds only once and then only when specifically ordered
to do so by a federal court because judicial findings had been made that the
('ity of Chicago had practiced racial discrimination in its police department
whi,,h received large sums of revenue sharing money. Now. belatedly, 11S, has
,.oillie forward with proposed regulations governing the deferral of funds. But
these regulations do not provide for d(et(rral (in the basis of agency findings of
probltole noncvilapliance, and indeed, the regulations actually seek to cut back on

the leg.ally adjudicated duty to defer where findings of discrimination have
bern made by a court of competent jurisdiction.

Itey,,tid this shcKking repudiation of its own authority to employ "ancti(on, to
deal with violations (f the law. the agency ha, until now refuse ,d to initiate
it,; owri conitlian'( reviews or investigations, a technique now generally re-
vard,.,d as indispensable to uncovering patterns or practices of discrimination.
1Ii.,temd(1. ORS has relied almost entirely on the receipt of complaints and, lack-
inr a'l minist rative controls that would assure expeditious handling, some mat-
ters like (uachita llarish have pended for a year or more without redress.
Indeed, as the U.S. Civil Rights Commission reported recently, even the few
.. i.es~es that MIRS has claimed through settlements are suspect because in
--evveral instances the agency has settled for less than full compliance with the
)aw.

Thirdly, while excusing inadequate performance on grounds that its staff
is %t.ry sniall and simultaneously arguing that a large staff would not (comlprt

i h I lihi,,,iphy (if revenue sharing, OtS has failed to take .step, which
uN"Wlld eicli,t the energies (if other appropriate agencies, federal and state. in

reiedyinig discrimination. For example, in 1973, ORS seemingly acceded to !he
suggestion cif .ivil rights gri lis that it could alleviate its burden of investiga-
lion tlhrough arrangements with other agencies, such as HtEV, DOT and IlII,
too nlitor compliance in their area% of special expertise. by providing in its
riaul'ti,rs for such cooperation agreements. But as the Civil Rights ('onmiis-

,i ,:is reported, OIS has concluded only one general agreement, with EE()C,
aiiil lhrt- nt arr:ned for ny other agency to lnonitor compliance.

If 01RS has been lethargic in its dealings with other federal agencies. it has
lit'rn almost totally derelict in establishing useful relations with state ind
lo(al human rights agencies. The State and Local Fiscal Assistance Act ik ,ne
if The few laws that provides a role for governors in resolving eomlilaints of
civil ri-.,hts violations, and ORS has stated that it wants to enlist the help of
,ttes and localities in securing civil rights compliance.

Yet wve found in ,our monitoring proj,.Ct that only 52 per cent of local human
right loicial.-, had ally ac cira!te idla of ow ree,.nue sa f.riiig money was 1wing
u-ed il 1heir anialml hYities a nd u4v ie r 1\\q'i li;id [ n'| _:ivi'n aia r(,vie. re-
spnsiluility fa-r the use (of general revenue sharing funds. In another survey, it
was fi,,und tlat 7, lor (cvt if the local etficia !- i iteriv jewd stat(d they h;iid re-
ceiwved no comnmunication fr) ci t o lv,dral g,'(.rminient o)r their state. on civil
rights requirements. Aloart from the fau't that civil right, ciiinldialice is i ale-
ilII-iit ill state Iulits (of ret' il , ,ain iir. there has ,le n ahii,.t io etff(rt too Tini-
vide gtli dalwe to stle ad illc ail age acivs ,ir Ili estallish stand yards fi)r e eir
hiartivl lat jol in coachihiance vffo ts.

1t 1-Ti. ISSunS AFFEt IING MINOijlIiES AN TI! lPOX)R

Even if the office of Revenue 'Sharing took far more seriously than it does its
resixnsibility to enfi ree civil rights laws, seritius problems of equal treatment
under law;' would reriniin. Two wveks a go, slskesieil ftir tie FIrd Adanininitra-
t ion t()Iil a New York lilies reoporter that in their viev, the urlan crisis ws aver
and that measures that might arguably have boeen require ed in the C]Os were no
longer needed. But in the ,aime st(ry, government stiit istics revealed the growing
economic disparity between family income in the central cities and in the suburbs
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of our nation's large metropolitan areas. And while some minority families have
gained stifficient mobility to find suitalble houmlng mitsi(Ie ghetto areas, tle racial
i well as eonomier disparities bet ween (entral (ities and subiirbs continue t(i
grow. Revenue sharlitng. 1 submit. reinfirces this co.ntiitiug ani growing urban
np:irtheid loy lroviding "rio strings" fnnding that permits relatively affluent white
sulur is to, meet their piubllle service needs without contributing anything to the
s,,lutiit- if major social aind economic iroldems that afflict tihe metropolitan area
as a whole.

Prior to the advent of revenue sharing, a number of efforts still in the em-
bryonic stage were being maiCde under clategori cal prograiis to induce s ire
(1igr(,e (f cooperation among local jurisdictions In metropolitan areas, e.g.. by
prir votingg the c(mcept of "fair share" housing throughout the area. whiiih
w,,uld also give minorities and lower income people better access to, Jt's,. a-Ti,
lpt'l!ic services outside ghetto areas. It does not require nuch enipirici.l I111lY
ti eonc!ude that once funding iq available that provides neither requirepne, ,t f,,r
it,',,n!i ',, to metropolitan cooperation, these fledgling efforts to induwe st ile
sense of responsibility will wither and (lie. That. I t ielve. is %,,-hiat is haIpennz
ard whmit will continue to happen if revenue sharing is continued and expa(htd
in its present form.

CONCLUSION

In short. Mr. Chairinmin, it is not an exaggeration to say that under ro-.e,uo14,
01,1Jig;) civil rights en forcenient has become a disa ster area, reinf,'r,.ii ,r

,o)r-.t ap rehewnsiolls thait this new form of allovatinz resources and authorIty
,w iilld lie..,ne a vehicle for diss giving g hard won federal pr ( te(tiolis i'

,lis.riiinatiton. Yet I ((o not think that conflict is inevitable bet en i i. tures
to expand the resources 4,f stat. andl lc'al giiverrinerir. s) ttint their erie rgii's
will le more fully utilized in nii4t ing I resting domestic pr(itIems and steps is-,
:I-rc, :,hat basic. national lwdicies, such as equal lprot(('tifn undtr th l
are. fully enforced.

If thce , (lije('ti yes are too be r(onilt(. however. It i, clear ti us that fund:l-
minital reform (of thet Stalte and l,.cal i'a ri'e Act is re uirc'd. Th.
time to act, we lilitve. N il 1975 tml 1!7l' hi ai. the ini.tks rtx,;vltd I,.,

.x perient. under the law can be rectified and before the pn)gra in (t.,einwe,' sit
ill (,,Ic'r'Ite through a simlde extension for several years.

Th, t is why we are pleased that yir 'Subcommittee has decided to hoi l,,-e
ov ,r..itzlit hen rinzs early ent-unh to permit a full airing of the is- u,. li:r I :ii
(mierge(l front inilementation of the general revenue, sharing g pitirmn. If you
fetl tha:t we can b(' of a sistarice in providing inf(ormaitloin or jid iniert- toil tl,-c
I .'-te",, p, irticiillirly those ciric(rrnig basic probl ems (if equity alld nee d ' e
hope that you will ciot little to cil (in its in the inolths I'to cote.

STATMt FNti OF WOOiRoW GtNSIri'R FOR TIE ('I-NTER Fi OMMMUNITY ("TIANGF

The Center for ('ori tiiii t y (' ,nrie. a.s (ne of tlie four irgnnizi tiwv tiin ga ifNl in
the Natiial I'r ,juct onl generall Riveriti Sharing. l s f isc(t (in citizen :irtii-
patiOn ill rovernm ient dci si (t.s on t lie. sj-endini (if gei'witA reviii iii shariati rids.
By providinEg resource , in the f,rmii (if ini'eriti ye arinrits t( local (cirntiunity gr(ilips.
offering (lirect tehni(al assist awre atd perioli c training, we ha\e s.,trviiztliwied
the caial,ility of a itoutiler of Iotal gir(,ujis toi gain :1 better liiiderstiinliig of how
geteral revenue slia ring is beii imilementetI Ii their cities' and cou nti es.

I f ') cOnilnlunities across thr, natin t lOcal griiijis assoc(iated with the C(nter
have c(arrie( miit atm intensive intervievwinrg :n(1 mninit(iring effort. A list of those
('onniunities is attached.

Wiirking- (lisel y with other social niti(on romiq. university ftuctultv and stii-
(lenis. il each jiurisdiction the local groil,. intervie'ved aproximately :0 elei te1d
ai d appointed government oflicil.s anrid coriiT~iuiitv leaders., oll(cted 1hd et
information fir the eurreit arid select l I't year- arid gathered vari ns et.o-
nornic. social and denmograplhic data pert inent to the jurisdiction. The extensive
and detailed rejwrts frirn en rh of tie 16 .iurl di tions is being comlined with
si rilar inftorma tion vering tie ,ites surveyed loy The lexagui oif W\'otnen Votores
Eduen:tion Fund and the National Urlian ('ritlitioli and will appear in a final
report tsin(d by the Project within the next several months.

Me iunwhile the first analy,,ts (if tliese volitimi n(oi reports has been presented in
the dlumient Issue('d by the Project entitled general l Bevm'eni Sliaring ii Ameri-
can (itieg : First Impressions" (Dece(mber 1974), a copy of which has been fur-
nished to this Committee.
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This testimony will concentrate on the question of how citizen participation
has been affected by the general revenue sharing legislation, calling primarily
ulon experiences in the 16 communities where C(C affiliates monitored general
revenue sharing.

It I important to note that the "First Impressions" report, which covers 26
cities and seven counties on the issue of citizen involvement, concluded that the
adoption of general revenue sharing had not resulted in a significant broadening
of c i izen particip'atioin in decisions of 1ical government.

To the extent that our local groups were alile to have an important impact on
lcisionizaking and fund all,,cation ()f (;lS mnies, tlat suceS. grew out of an
active and sustain(d pressure exerte(d by a liroad-based (itiz(ns' coalition which
mur (,N\n local grmipii was often instrumental ill estallishing. As these citiz(n
coliti.,ns tried to iniluenc(e policies :1110I decisions of their local legislative bodies.
tl y vi,.i i- ti, i .d l seri(-.s of Ia rriers wIi ich inilleded their efforts. Chief among
tloin \\(,r, thw following :

1. Lk (if aleuTa]te information regarding the planned and actual uses of GIS

2. failuree (if most coinmunitieks to provide sulo-(,rting information( on GIS
si indiig. j arti 'ulnrly (incerning tlie impact of such spending on significant

groups ill i tie 4-1)rilnii
1. Iii,.uilin.ient I1uhlicity to officee f Revenue Sliaring required reports

4. l i ili.ulti(s in t rack in. general revenue sharing s q nding Ic ause of the sub-
s. itut,0,1,ity (of general revenlut' sliarin for l(cally raised revenues:

.1. '1I1ili(. hearings whii.h are s(.lieduled for too short a time and too late for
ci:ize s to) hav silnificnt influence :

, N(, m ,( h; ii-mi s fir ,.itizn olp r i ,ipation in ll (dget lroc((,.,;s s.
The, (ilice of Revenue Sharing ! nil its lutii-'ations regarding the Planned

U"-! te(,Irt, in dicates that such -,,ports are perhapIs a k(hy document to foster
ci Iize In i Vinv ei ( (.t. Yet it is i tI,(n rt iit t( zi(te t I m t t these I'a nrie(l Use Itel orts
Ir, ivi(li the ( cerii'il citiizn with uly the l.st ineaztr amount f iriforlliti(n.
.\t ht olltu('t tlie (flice oif ltevet ie Sh1aring required each jurisdictions to identify
whetlh',r the fulnd, li-ted for e-lth (f tlio priority (ltegories for the purl)se of
oqrit niZ :1Ad aii!;tv IrI1 we 1,) 1! ustd for existing fir f')r n\v and expanded
se.rvice.s. '[ha t reqnjrt illlzt s(4niii'd soii illd logical teca use it w inN I ld provide
(itizenis the racialal fti't of whether general revenue sharing funds were lieing used
sinly to niaintain last levels of service or were being allocated for new and
exl anlivd si rvices.

'li t imp)rhiant (ifferenti nation ha, tbeen eliminated in subsequent Planned Use
Re.l orts anl only a single 1igei re is n(,w required for each of ihe priority catogories
to which general revenme sharing funds are assigned.

The OWS also sharply re(luc(d the information \hilch formerly all local Jirts-
di'li,n, ha( t( rkluirt rega NIirii, their enapitIu exlpenditurt.s. Forniery. jurisdie-
IiEis ha d to) aplx)rt in their capital expenditure outlays iiiotig equlipmiient, coil-
struction, land acquisitimn and deblt retirement. Now only a single figure encom-
pIasses( theso variouS expeui(liture purposes. Fven the original information oni
Planned Use Reports still left major gatps in the amount of data which well-
inforlied citizenry would need.

With the contracted reporting requirements, the task for intelligent citizen
illvol]'ein ,lit is ev'n g reater.

While the regulaii ins call for each juris(lictinon to provide supporting data for
all ;ItS sondingp to lie i le available upi request, we have found that a i.,ess
was diff wult, part.icul.!rly in tile sinlller comnmunities where our survey was Coil-
ducted. Eveun in several in;e connmuniti s the form of the information offered to
miiir uno)litIsrs was sti \i) laT)IE mls lhat (Iigging out the ,q)(witics on general revenue
sharing spending was not feasih. But in none of the 16 cmninliultl(- did the
jurisilictioin. whether a city (ir a ciunt y, give a full explanation of its (G;IS alloca-
tions in terms of their effect on various geographic regions and the significant
segments of the l)iriltion.

The Center for Comzmunity Change, as well as many other civic (,riont(', action
groups, is almproIriAtely c(oncerned h:it I US be equitally (listribute! anioig
the various (.onouulic, ethlii( arid racial groups.; in the commnnul nity.

While we recognize that gathering and1( repo-rting such information involves
additional woirk on the part of local offiiaIs, we think without such linlinct data
sou d( aloraisal of general revenue sharing cannot ie made.

For several years the Office tf Managenient and Budget has been experiment-
lag with a reporting form which hears directly on this issue, eMB. in its
Bulletin 72-3 (issued September 1972), stated that the purpose of the Bulletin
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was "To help determine the availability and utilixation of federal domestic
assistance programs by selected racial and ethnic population groups." The Bulle-
tin, designed to be prepared by all recipients of federal funds, called for "A
description of the delivery mechanism through which a program reaches local
geographic areas and individual beneficiaries, an analysis of program impact on
racial and ethnic groups

Information was also sought for such items as the persons eligible for the
funded program, the number who apply for benefits, the number of actual bene-
ficiaries, and finally the number of persons adversely affected by the implementa-
tion of the program.

The importance of this type of impact information was also noted liy the
Office of Revenue Sharing itself. Its excellent -a lilllilet "Getting Involved-
Yojur Guide to General Revenue Sharing" lists a series of items citizens should
check. Included is the following:

If pour gvernfneiit is improving streets, a lle'y., road. r cre ii,,ii aid health
faili:ics or librarA't.. with GIS ii in y inl to1.. e ax , ,il ;1l .il,orh,od ar, as
be re.tivilig c( l]:tr: .li, scrv.. i ,iie oit' M'1iititrt'

Ye., as alrea(1 no te(., in non( of the ("CC sites were citizens o,ither furnished
such information, nor could they obtain it when they sought it. Those ju risdic-
tit, .' which do supply such information---and they are few, for exiiin.le, San
F-'ran, i.sco has done it--are the rare exception.

I :al- ,, t( ld n,,te that liesides tha, colnte'nt of ile Actlual 11n1d Planned ,e
Reports being grto'sly inadequate, the Iublicity gi -en to these reports is vi rtilly
worthless. A.11 too frequently a reduced copy of the r(e orts was published in the
]('caI lie\\spa her, lilmt often in tie cla.--i fled als, legal notices, or other similarly
obscure sct'tion of the newspaper.

(it every ('itizen groul'S list of trouldes ,me issues in dealing with general
reve'n.ue sharing is tel(' tra'cking (of funds in the jurisdiction's IulRdget. While the
law .ets forth eight clearly detined "priority eXjieiiditure'' catt ories. typically
we found officials follow a purely lerfumctory identitication f tlS monty.
a-sigtiimig the bulk of the funds to public safety. This pora'tice has been adoptle,
b because (if the s ,-call(d "fumigilility'" or ,substitutalility of general revi'ni, Iinr-
ing funtls . . . the opl(,rtnunity to u-v the federal film(Is for a i. i',rity (.X,lezii-
lure category and thereby free an equivalent dollar anl[lint of locally raised
revenues. That equivalent sum ean tiow be expendt.d for whatever local service
the elected officials determine, regardless (of the priority texpvinditure cattgri,.s
pro-ided under the Act.

The Office oif the Mayor of Los Angeles, for example, indicated to our monitors
that it was difficult to identify where GYRS funds had bteen exlXunded because
such funds hadl been spread throughout the i)udget. Nevertheless. in past years
the city'ss Actual Use Report showed the bulk of the funds going to the Fire 11nd
Police Departments.

Perhaps the best way to illustrate the process of shifting of funds is to quote
directly from the 1974-75 Budget Message of the Mayor oif Los Angeles:

"In previous budgets we have distributed the General Revenue Sharing funds
umnong a number of departments, including the Fire and Police Delartaonts.
Because of the lawsuits pending against the Fire Department relativ(, tt recruit-
meat proce(dures and because of the questions which arise on suIIplanting funds
for LEAA grant funded projects in the Police Department, both of whih mitzht
place the City in some jeopardy of losing the General Revenue Sharing or LEAA
funds which we have allocated to these departments I have ('h,,sen to shift the
allocation of General Revenue Sharing funds. These funds will lie alloated to
other departments. This will provide no hardship whatever to the Fire and
Police Departments inasmuch as they will receive exactly the same number of
dollars from the General Fund that they would otherwise receive from General
Revenue Sharing funds".

Unless local officials Identify well the uses of general revenue sharing funds,
citizens are at a loss to understand how such funds were spent in their
community.

Let me turn to the question of public hearings on the spending of general
revenue sharing funds. In none of the 16 CCC sites did the local jurisdiction hold
a separate hearing exclusively devoted to the spending of GRS funds. Instead,
where public hearings were held, the GRS outlays were intermingled with other
budget items.

To begin with, It Is essential that when the budget is presented at a public
hearing it Is not so far advanced towards its completion that citizens' contribu-
tions can have little value.
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As our Cleveland monitors learned early, it is crucial to be timely when mak-
ing proposals for the spending of general revenue sharing funds. In Cleveland,
and we found this to be true at all the sites where CCC monitors operated, a
public hearing was held only after the budget had been carefully developed and
in virtually final form. Months before the official public hearings on the budget.
department heads bad submitted their keep requests to the chief fiscal officers.
These various requests had been carefully reviewed by the chief financial staffs
of the jurisdictions along with the mayur, and adjustments and revisions had
been incorporated.

At the hearing, while community groups were invited to comnent, in fact
there was almost no opportunity to introduce an alternate set of prioritit-s or a
shift in funds to other programs.

The argument advanced by the legislative council was that general revenue
sharing money and other revenues had all been allocated only after careful
consideration and deliberation. To amend any spending prolposal after this had
been done would throw the entire budget off azid require endless adju,- moments.
In effect the officials were saying that the propost-d budget presented at the
public hen ring was really not subject to modilicat im.

I would note for the record that the pressure develop pd by the Cleveland
coalition did h-'td , to :III extt'isi(n (of the 5(.hedulcd few days of public hearings
to( a fl I I two NVwkek of such hearings. Ai..:,s. despite the (original position of the
elected officials, a nimbder of (.h:nges were made in the budget.

The type of deficiencies in the reporting systems, the accessibility of in f. rma-
tic i. and the adequacy iof the (dat;a (,n geliwral revenue sharing point t,, the
neu d for a nimbr (of refornis. Witllolt suc'h reforms much if the high Il,,wn
rhetoric about the ,lplportunity general revenue sharing offers for stronger
citizen participate ion w,-ill not beco'ue a reality.

(Cheariy, the- repic rts required of till jurisdictions -houhi! c(,ita i far nmore data
alool0t tle planned and actual exp cenditures than they now do. Such replorts
-hould explicitly indicate whicl a reas and groutlis within the comm unity would
benefit from ti)e- (. ,wtlditur - of (;RS. Mcn-rc vor tihi report- slitlc, id n ntify
clc,:irly ul icl lr grnihs rtjsrts(,nt a ¢milocicn latiizc i f w:,t It- .. o! f andrvicc . and
whi iclh re oreselt an expaPnH,ion of' hlose service, p rigra ins, and finally \' hi(.li
represeIt ievw ]jrccgramsfU or services.

While it is obviously difficult to mandate fictive citizen liarticilcatiin, the
legi.la tiim and/or the regulations should fi st er involvement of citizens in
the entir,, budgetary process long before the final budget document is presented
at a public hearing. Along with that suggestion, and co)nsidlering the i mi-
plexities of analyzing a jurisdiction's budget, it seems to us sound to e.s.ablish
citizen advisory committees to help plan and evaluate GR8 spending.

These committees should h- mandated under the nev GIRS legislation anld
apply to all jurisdictions with 2,500 people or more.

In addition, the legislation should require at least one special public hearing
In all jurisdictions receiving general revenue sharing funds.

At the national level, a national commission which would inclu,le a cr,.zs-
se(.tion (f elected officials, special interest and community-based orgain-4ations
as well as spokesmen for other significant constituencies, should be (estallishe'd.
Such a (ommision crmld assist Congress and the public in securing tihe p, rioelic
evaluating of the administration of general revenue sharing. Included it) that
evaluation would be the status of citizen participation under the law, along
with recommendations to expand and improve it.

These recommendations for citizen committees and public hearings reinforce
the concept that elected officials have a responsibility to embark on a serious
effort to Inform and educate their constituents as part of their obligation
which goes with the receipt of general revenue sharing funds.

ADDENDUM

C"C MONITORING SITES FOR GENERAL. REVENUE SIARIN ;

Buffalo, New Yorlc Brownsville. Texas
Erie County. New York Iarlingen. Texas
Cleveland, Ohio Iidalgo County, Texas
Los Angeles, Califo-nila Cameron County, Texas
Los Angeles County, California Greenville, Mississippi
Phoenix, Arizona Canton, Mississippi
Navaho Indian Reservation, Arizona Clarksdale, Mississippi
San Antonio, Texas Russell County, Alabama
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STATEMENT BY SARAH SHORT AUSTIN, VICE PRESIDENT, NATIONAL
URBAN COALITION

Mr. Chairman: My name Is Sarah Austin, vice president of the National
Urban Coalition. I welcome this opportunity to address an urban issue that
is of intense concern and relevance to those whom I represent. I sleak here
today, not only as a representative of the coalition, but as a representative of
70 percent of our populationa-the loile living in urban areas who rely on
your help to devise effective and equitable solutions to the problems they face.

To (late, revenue sharing has not proven to be a powerful remedy for the ills
of cities, it also has not be(.ome even a satisfactory substitute for the cate-
gorical programs it replaced. But, given the (lire fiscal situation most cities
face. the National Urban ('oalition well understands why the niayors in our
ranks prefer even an inadequate return of current revenue-sharing dollars as lit
least a partial counterbalance to the overburden of social and public service costs
which cities disproportionately hear. Unable by law in most casts to project
unbalanced operating budgets, heavily dependent on property taxes, seeing
much of the income prxhluced within their bxrders disappearing, untaxed, to
the suburbs and to the State and the Federal Governnernt--ities in the seventies
are In no position to reject what was first misleadingly advertised as "additional"
reven ues,

M. Carl Ilolmnan, president of the National Urban Coalition testified before
Hlowise Subl)-oiniittee on Intergovernmental Relations in June 1974. At that
time. he stated that although the GRS concept promised badly needed assi-tan(e
to tie fi.scally depressed cities, the deficiencies of the program had "made the
phrase 'returning the power to the Ipole' a mockery for the poor, minorities
and the working class 'sidlents of our cities."

As part of the joilnt project, tie National 'rban Coaliti(o joined with it- local
affilir tes in rt'it ring general reveirue sharing in ten cities-I Detroit IL{ait'ie,
()lakhlnd, P'asadvna, Wilnington, Pittstield, Bridge lm)rt, la itia 'ire, St. 1'aid,
Minneapolis. Oor local co)alitions, In tarn, inv'olved Iitundreds of pro)f.ssiorialls
and laynen in the effort to try to determine what lovietits xx ere actually guirg
to whoml.

'l here was broad (.oceasus on the follrowving fintingd :
1) 1 ) spite the rhetoric emlpl(,y)ed, there \%,!s v',ry little real oillortunity f or

local ciiizeriI, too k vnow alot illt'h less partiipidte ial--the la a ijig al and 'ttual
allocation o)f the flll.s

12) l unran service needus vere generally niit prio)ritv f(ir uve if the f uias;
3 ('ivil rigli t s enff' cunmet wa.- generally nit inadeiqicluate:

(4 The formula for di-lretn.-irrg i'mira further di-idv riita.d cities wxith large
ini (irity "anrid [pi verty lpiittlatias anrd t xtretia'l ' criti( at net d.

(5) Ac'olnita hility \va.. as lly la('Lilig in a ltul ('r1 l Ir,'.rain wi,-i c(ruld mpt
and did niot Jill the ga p left I ty the ri'(,grani .- rex tr\,ire -ha riig rep! a ct.

NUt'. its h),'ak1z 1111d the (,tlhvr ('itiz''i. M whIr lealiiv iiiv(,l\id ini tc le ,)i, t :ill
a gr(,d that the slicn(li:g pr'i,,rities xv re v'ry qftf,,n j xi rig. It Ira I ,Iaw 'i arg d.
\vith solice tri.tli, that local g tivu-rnnirenrls \\rtIe rhicta it t, )ii(, litc f,-rindl f,,:- 'ri
pr(,grairi.. Stch illgranis xvmlold ilevvit:!l)y luiid a fi,!lu)\\ilg and l i c:r' i'
citizeis to having (Ilali huiii:in ntc-i-. lir)vil( l f(ir. It "\ : :i '( d Ihat. , i, ,,d
the rionrey lie clit ''If sidtllinily, thelota lulli ie c' dr-x thl-11 havxc to) dI-ll
with tie frustrati(il which x(o ld filo)\v. It \\.Ias- -- lx :'te t alat teie
ln:llgll,'i of tihe lazlatti, aril rvgulitilonis t'lnii- tg (1 ier: iorin lriiiti, ox ,vcr
(it ier, . In ('iti es %\-hich hi:l Itret tv rim t,.li rili(,hf (i rt Ii t ,lIfral I i I ( vo.1 i1f bIdl
t4iNt!ion, it xNtas also natural enough that lrcal )ilitial le trs \,, lcl hail x-:.v
of using lhese funds either for redi 'irig tnx(,i- (or k(eepit z ft.i- it lite <:r)iit l.

The general pat tern as our ion iit ors found, wa ti, -e (;RS fr tol- t) I',\\(er
ta xes, (ir t(o avoid raising them further, to hire (or gi pa !ly raises to) I:i,\ ia fi rc(,-
neit official,, or t,) fillil ce variils pitilic wxo'rks jroji-t. ll l'itt:',ivild. la--a-
chu.zetts vwh(rc th, c militi()n I r( jcet team r (du,'ati (l ,it'zen s to tlie i t ei ce
and p('te ntial of GHSR and mad(, recommendations to the city government nt-the
mayor agreed tio see to it that no less thana 1(0 percent (if the funds xw),ld go
directly for servic(,s.

It x wild he fui tile-, of col rse. to atterupt to :(-t soie arhitra ry rank border fir
)rioritizinug lii n ii needs, one against tie either. (h) r ci(ni-err is that States and

1(-walilits lie -ile to, I)e vli,.(rm-gc'(l to) rise siae (if toir rn-vin nixe sharing finds fu)r
such needs. That to date this has been no easy niatter is; sii,,gested by tlie eXl)eri-
eice of one city \hi.Iti decided to use si)mrn, of its fundas for hiring men to work
with teen-age youngsters in housing projectss as a way of reducing juvenile



delinquency andl iroihliing some 3ymingsters who might lenefit from the experi-
ence with increwIid day to day (on)ta(t with positive litie Inode.. The sanie city
also decided to use s)lie if its (1I{S funds for programs of assistance to senior
citizens. Under existing la ws. such lprgrams hid t,, be aolor,)vel at lith tie
(.4illi ty ari( the St ate levels. Aunhiwitit.s at btdh levels origimally ruled that tlihe
pri grains represented i ni iper uses of reveyiu shlai iring fimrids. , muihli fir tile
principle that those t(i.,sest ti, the a* lie( , k 1141W best." ('ity ,itii ails fillly had t,)
appx'al to (;RS officials iii Washii igt in %% l,, iifi,re( iiie (, t)t e a lid ,'ilit y leaders
thnt it wvils inmideed all right to use thlwoe diliar.,s to help juVt' rilhs aiid s.,em itr
citizens.

'origr(,"'ritnir ~Rariiel lit-N.Y. I hail itledo su)i sti 'imi a!4 to hov i;] (:Imlie

used for ln,gritnm to hill' l,, m% aid mbil1 inle lil, ,s(ilt a'.: re(:w(li'1i etl-
(ati, n. matr'Im l li'alt, l i cent ers, 'hil dtl cl', iplelint IrIn gra ml-, ci imiility Sitfety
and related pr)je'.ts.

It Illight it, lisefull to cite .',fol )of the ('xiiiii - ,,f \\ it ,lr i u) it,,rs fmnil
11a,"(.dCfnol Ii II a'adeila. (;IRS fmin.s. l:irtiiri:irl \ :ifter the tir.,t ye:ir. have for

the mi,.st part lb-en llt iio the general iq rt iL' l'ili-t 1. Ak (lit ,)ii--nlf ,)f first
yem r firidt - \% (-IIt fir plublic snftty llie \\ ilh ii l i iiltt]er (list riliutd a1ii',ig
the ''tlir i (veti operatingg amid iai'tiizr:i ,),,ri's of -nmirn . 'ri the
tidal (;R1 funritt received liv tie city (of lal...y s ltia..2.2.It).:2. 'id -, 45, 0 -4.1
i ren t.. ---wa nllo,)(at d f(or sli il serl i'es.

Bru , ip,,n' : (,RS fuil(.s \t'ellt ilto tille gt-Ili'al iiii,4t. l r , tilari.h s \\f'rt- I' iate
f(r their ist.. This iizt' ')f I mil(k ru m rilt' lri!,irtv ,;t\ rtii, l'lti,,i I ,'i siil,'. ( of
$,:3(;27)3i in (lS funds, BriIgit.pirt ill.aitr d I',o,.7() '1..2 li'r'ni f',r tLdi inni
Ii(,.(ls.

ID tr,,t : I)etro t tl'.,- rec.,iv'vil al)Ir4,xii~ :c,l . )1 lililli,,Tl ill it'\-i ,' pe~Iil ](r

year. Yet thi, ik n nuill I)irtl)i oof t!t, ti)d l iv ri,\i iem at, i- ii,'i'i n' i'f'il
only in li''llinut tie lir,' ni t ll'air- irti:iti l. m alditi', e rt';ir'! ri, rd fir tit'
v'ity' by N ,,\\- Ii .ir, it. lIn ..- ,v.- tl:.it 10k tr,,i, 4 ,s to, ii~i, II, ' 1; r t,.. (,i*;. a , k - ill

Fe(leral .it ,i'ric:il finds. (,li s re.vilit.s arc -iii .1li14 i tni t, (,,\ iF il,' ', I . atill
are riot lv'il~l f.t"' f I Ir th pu rpl it' a I\ \\l a .

.. lfi cu p tijol . : .A c, -11',4iimi t0o I ( itI l -i I '('icp rt s. M i w':1 ' - .- - -*t (;l{S
f i ds fs fir I im rziler qif I 'or i,,ra isiis t (i I' lt,,i' .- , liri:ia riIy ,,q'''laI itl :'i i 1:iilitt v-
Ililieri. ewi z il -l,rvi .es r t,i \ ,il ti $I Init 1tiii f It it' .iiritr r )n I : it;I, ;I it, -. in ll,
ilit It' "it ' -,, ' i l ..,r\i.ts (Ijl);trtil.1.j1 %,hic. .upp ost III .N . ] --f. 11 ,41s
\\ .t a, i ii:Ilit r \\ iT f ti t' f r i i ,j'i- 'i (: 4":'. . :i I' - t': t- fil l-- #-i, 1 1 1 i1iS

mlti' -cis t ir ' [,lL ' greter ll i. 1i t') llt'Z('; iti, l [ T '(. i r'tllie' na' it im) hi-, if : ' 'st| ''-

thenuirita e oS rmliIlii hi ctaf'x Nn]ii''d 1- a- t~ -b 1c1n' 1 ifl th 1f1 iii.t

T hle ci; x looli, y .St' lIA'kI tto fav\',r i,('HWt )!lIl " ( 1" fIllIlI \ itl' 00% 01 til] 1il \ I C ' I 11,*.

t''i t.lillni liti,,ll ',f ti e it''t it'I t fl ' i- of .t fund , tI'i l Ic ]
t i 'll! ,t !i i tilli t i;..lt " h4iti i ',% li\t ptO'na ir( - , z'i.'i i t- the f lli t'V bif , t .lI-

tl aill. l it' ( iS n ll mi,--t I , t\ e O w (i i'-'i is S l'tr'-i ( o il r w t-litn'llt thiA;t r loi have
gath feredl. \\ ' \\, eall r: t iio lit'l iliid I ll ,t .'-t.'tigthnling rathel r ti 'i t lit iiiii5x

thiat rt' ]Ili l'ttt l'lti.
At jjr',hir ol. it, fundsre freci ,ii,i, ii lt l" it'll i .i r( I i f he (l ; U S fun 11d gi . ,lS

8f1herst kth1:1 r i.1 j'a li llnttiit I4, -tts l tid - ' if ci iinit it ('i t t.t hs a i \it"I 111€i
dilltolio y tl heii l ilha 'tj r ltt ills ill 1 i1tt'w ati dl " -fl of;1, itt ,e. a-ltve \ ctr.ltr
I ilil t li i '1 .-(1 \\ jt¢'i tIl r ng T Ip Ilt)!: t' I i I t' il' I t ( it ' wier hll, iM t I g , l('lt :1:14
111,11 t,1: r .%t ! ' illil i ) 11 ,w | '( (it' ill$, N xt il,11; : '!,t 0 ,1F Ti,,ll. l , i :t (I t ':It it
mii tt 10lII't't ) L~ -grV' llt erI' \, iL l it llf't di- Mid t( i n-: too rit-d uct- t ill,' w lll i-v ' t,f l .'.t'k,,,-

W hie -t 71;lli l i-ii i. n, \\mii ItIf t,\\ Irvt.,i is t' , ( ,t i ,, .Vi . gra - t' f imlidir
W hlich] c-,l bv Ie ,t ltt il\ ' 4. '(I ho ,ell ,1 tit \\ lr'k %X her''. ILc, lwed'," \V i';'t grvte[ l'.

' lTe 1 1.- I1w r, 0.-nt (.v filing ]h;t.-. I , dl;to,. lot.11.1liz,,,1 -'-crl lilt 11 1it l : i p" I i) -, ill :Ili

ya) it i -' 7 '1li'.,) t t e -,i ft t\\ ter utans: ofI a ''v , ug f tht, 1-1 ]iti '('llt
t sii er.:. ' lii ' t,);,. \ ill r't (,i v , : ,p Ili 1) . It 4 ) f t I1, f 111(Is t,, v h i cII
i t i s f I It i T Ik, d : i, I) i 1 1,: 11t Ii I , ire 1: I s .'.() loc'('i I~lew ilizo-41 by3 thet 1-15) ]) (v i't Ultit ,,ill
]()cll ,-Illiti]( mi) its. "lThus th ci t 'iy rn.w,.i\,,. S.27 ili'llI rather thanil S34t; hxilli,)m in
(111.1- fi~tlid., licr yct ;;i: Ili(] ( c) i in I)letr,,it. fthe 1.1t5 ]per,.(ent aillm-at ifo liniit invansl.'
that I It.- cityv \\ifl |li,.'< 33 ttlilli(,ll ill (;lCS fillids]. ,iver its 5 yea~r puarti, ilpatirin.

I n 197-1, 'ST t we vre re,',vii i, n,) ii g]ly , )I it- h i rdl #,f tI(he (It S f iinls, \,i tli t lie
other two,-thirotts ipar'elh-d (,lilt t,)ll olsl j~d, t)f (,,lnti,. c'itivs and1( smlnlhr juri.,-
di.t i )ri s -Il, :tIlt I -iu ri sd i t ti,s N )l. Stlntes.' alld smlet ,f tihe wealthier sti,alher
jurisdii(ov l w\'-rv' running s-,vIj )Ns).es \whlilo, many c'itiv., Nv'ere' battling dc lic'its.
"W hilh, thte rvc'(ssi,)n 1may1 have'( (-han[lged( this< pic'lure' SOMWIL .I') t f,)r the( ¢.-2ilndlir
yea:r 1107-5, it -svc,,~ to) us that somei I)t-tter invanlS of ac),i,,\inlg equity should ITe

considered.
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C(tie, wich have sizatole iiiritv tqmiIations an, further elti alized by it i,
1oW widely adl fitted cevloUs undert.,ni t. "l'Iie ( 'el . ., i Bireaini litiis adilitl ted 1hat

it undereminitend lacks i% 7.7 re.-t i in tli 197(0 celnl , t, a rate four tia, K rea ier
than the underet, ilnt fo)r wlit-s. lii ,s .%itl, a sih sllirti;l black IPIl)Ilit1,il|. 1it*e

resiflting ensts iirthrc'n'rt IltH I's ll lit Iint, 1 S, 1ll),.lit itn i is (ii islIeI [ .I In
Calif -iia. tle, t 'e usis Burenn ]m, 1,0miiitted that it ha- ris.ed tii.()0 S l.sl
Anwlrivans ill its 1970 cvnsus etiuil \\ hii )I rvire.t ut a 27 p.'r''tit iiith irimou t. Tle
e'ffects of this ind r,0111W (,T (mins l,'- , n tii-, i i ., i \, in tl:,,s, area-'%, \here
C hl ani. re]rts ,int a -iglilficalli ] i.t' i dgt' ,t I tle I't 'lil ! 'tll. I"o,r it'vxaaltj '. 111it,
of our (''allition vities. Ni'\\:Irk. x\it ll.-. l:'i,. .7,i~t.,i ); m wiall. lt'.'Ii,' 1111oI*
black jwlt',l \ver, Ii(pt I(i tAllq inl 11w' 1(.70I(eI'I..

Ally lltft'12Ji1 to) revise vtder flit lixx ,r aiiiiu Tai gjdii'Ptr tiuli tlwt
ilt'' l'c' ,hu t tlit fa ti tIi:it to it, ',f 4 ili ,rT3 lti-l*l T IS ,'l't' 11,'t
('011ii 1(] : In( I l ii , liii ifitt', l t h: '- l, ' ' aI aI (1,111 ki cl (',,l11"l111f' to

T he (]; It o'l t 1 0r i , , ii-uiva At i , t r i S t I i iI -.i i -alit I! f r th i ,- 1 r ;
1 ll ' (; I s' fi t 5 1 i t I \lfl t o II 1'I1I .I , a I " I I I -f 11 r i i i , I I i ' 'i 1 1 1 ,rI :tI

tSitiz oI Iii IrI 'xl h i I i'x ix fi x tv it I' ( or,,I \ ja v Il t i ,, I -i I ti ' :I i IstJI IAt j (i i

lG Ir l- t- i ' It ' NI ti-i]S l o t . 1 ritit it liart : i ,it ti -1 10''l '-itr .\ r i , ii ,- J hI' lhI

Ml u :Iy 1I It i- ,i " ' , :ir %% I r ,, I i ;i 1 i, .i r ! \ l] i . t i ",'
r IIa 1re1 ,,,he i .'- u lt ,,. itixI, I -, .ui t u'i t ' I'I I If -'. il i, o ff ii t ' ,ilae Ih It or-

il:I.v \% i-, It, I;S iuI ii ll0 ii i [ "; I I-ttto I'lJ and I'itwi ii f,,r I t wi , ,rr. u.

SI i 't r\I. i t' Nv. ' A lit , i "' ' 'f I '()4l?)' e I If'. f ) lI I1 .we I r e s I I . m
NN',\' N V 4' I,l .'

.iA Is i t 4 ,f t Itlv N ti,, i It l ci ' riv h iir , .'. t,,,' I ,,rt on Thi,y t1, t, e

U rtan ha .se ti lt re ,.i;t a t r (, .,l i ' ," (0,a,,ri, .(ig gi' ,'ing irtieii,,
to,\', z Vt' - f- lr e v i t r,- o: IIi iit y cr ix Ii, II tr J IrIi , I I . t ie - at. v t,1 1L o1l v I I
ritvwll . (if art . 't Ih t erf ear, s ai s fol.sk. ir, t lt' gvi"'t'Iitil'l for ils djIriro a I
rt r t' t liers ti-gi ii ;, ti o , i t tot I ye,ri n tl f-, r -ii l' r 1 lixt s, h (Ilio(I rr 1ime t I rd -
ylliZt it ll n "I(] ll i et sir , I r,,, I rd ' x:iie I f l 'n of, ( I i ' , trag (if rati tlitudg tl t ' ar-

inil a i t ervi(wil il,,re trL t lii Xty irt:. g. , ii, eit' i l t i ll ci tiz r.1 hali , . 'r 1 ir, -
tw.er - t 1r > , ht the o ertn,xt - ivdt c, ( , I' I I'e i" (, taa il Ti x s alld lara lyzde

ft ir ci ils iearv. 1 ', of at eg '-I iii 'of Thr year-l i ,n sf udy. ve rele:a ed rl ,r t
onlmilr lfitin, title udt shu'e (cimnlthe legrilq: tlt "'cxa, tirti,n. Thi >luate-
lient is laeto (iol that rlmtdrt ahil sruamiarizes fuer iendiigs, giving partictlarelipn]:hp s., to ct iztI iol\l ,.t ii The rk-\vt-t !|iharlzg all] wtationl ]procc.:.s .11l110
tf, "I',xa - faiiluire to, (.11,11l1ly wi'th I tIi il righ:lt., l(,IJ'i ,. f thet Slatv an,l Localt

ni the Astatec Aict.
THE l" i:XAS 1WI':1G-I-'AUY SYSTY-'M

Texas orats on a wiennial bundget. e itie T i. mbpted y the legisathe
in May (if Inr-arilulieS years and fthe\rded te e e gtivt'rnor r is approvalprior it) the Ill 'iginninlg of tilt*, fisc,1l year ,,It set lilloir I. Texals ha,, it (11111 ll tdge,!
(ysteul. Oiv budget is re trlred ofv it,,, ri'x'ea ,, at the s:nate ugernilert

IM ) , an~d f,,rins thet w,,irking i,,ctij i t flr tiwlt egislatulre. The pivi,mr or,

working through the ovtevcrnr's Budlget O(-li.'-e (GBOR), sutplits a separate livdet
f(,r ciansid-at.rin of the legi-ahtur,. Tlet le. islatire has ilti mte authority for
enaiiltrnt of ti, the (u-ie lthe legislature n appropriate the m ey.The governor's Iower is limited to his lpersuasive influence and his ultimate item
veto) p ower.

STATEr USY OF R1'4:T,'UE SHLN.,.,G I.N, TE:XAS
Once the State and Loc'al F.isal Assistance At had been signed into efftt

revenue sharing funds were injeted into the Texas budgetary p~rcess in the
same manner as mnonies from aniy other rte\'tntw, soulrev t, s rexquir, l by law.
('lcu~laio,,s by state hudIgetary officials r(.\ealedl that the state governnnent

I To,' 'l'\as IW*V studly conc,,rn,,d Its,,wf only within il-, (,f Reven.nr, slaring b to.,I, .,'tft-
(o r m , rt. T w ,, lo c'a l n r -,a -. S i m .\ rto n io a n d C':r n r m, i (CO uty w re im o r! !to e d b yv

tinoth er t -,)lg Ithe (C#Vrlterl Nor Cor'inirminlity C'hanlge.
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would receive $316.1 million for the entitlements covered d by the period January
1. 1.072, through August 31, W75. The sixty-thirit l ,gislature. itt tling ,It erl'.
spring (of 1973, incorporated the $3111.1 lijihm int( blidgetairy ptn nm ftr the
A974 75 biennium. The state was pItid retr,avti(,ly to Ja iatry 1. 1t172, but wAas
unable to send the money until the beginiiiq, of fi ,val 3-ar 13174 I September
1, 1<173). The money, pl1ac'd in a orint fund. cti.lect ed tvr $61 milin in in ter-1
l:ef'tre the recipli, aguen ies tgtl ii too .ltend it il *S(eIpt eltir. 9 :,73.

Although he 'Tex as hgi.slature retai ia, the itlti lila e a t i,<rity ftr detf.r in-
ilng revenue sharing allotcations, the dit.sition t1f how the ftli I sould b. dis-
triltuted was fundamentally made b)y the staMll., ,f Il e IAgiIlLti V+' 1tmtlgt lt,,,ird
anid the, (; ,vertor's B' budget Office. Th, legi.slatitt, reinqits,ed the, tsltmrt1nity
fo r a clo s'r intvol vemi('nt in tile allo i('oLt iI l Irte.ss wilt ml t, urs lliutd i1 , cftl 't!

st'lokitrtLLte the re%(,lue .ihanriig tijolni es for sl'i1cons - rafti(l and del ta- tt'
or t,1 r,-(.va! iatk, the Iirto ritice det,,ritiil 1,ed tI .%, he l (I f t I 4 , 1, i;B
No 0 S1 lecial h en ving wa s hi.d oit rtet lit sha -i rig. \\'WIII i iit, liI w r,, i, I 14 >tli It
Y ;Ilitc ( (0,41t I t tte xit ll l tI lic II(dcr it ' Atlt,, irl:1 i( ,l! 4 a ,c pill''. .i t Ikll it I; \ lg
thew rfvi-', iit-, ;lg t n :.--li' s l r s ( it',ri , (Il t t ,t? . r I (I i i1 ('Il"w ms f " lo- i ] .-
latlrt had! litt a illpt ir tI, t' lt'tliai.i,11 (of tt ItI I t'v et e ' Irit-I l Iu . tt l' lo

aleI 1 'kati 4en -1 IV l wthI Je,] lig " seIII t,(IIIt l Ii nI tit : i l, i Ir:.i Ol:i' i4' I i t t t he II)I 11 "1 1 '' o Id t

tIl ,li. loill-- . d fo'tillltvlll thaat o~li, c - ;i:or kh -( rii.t'ol ,,. " -.'-c k(' jn r(Jjk.... 1i114 ,, , ] .-g A.

l; itr.. t'd r t x4' 1(,ct to cki -i.8 'r a li * il tireb h1 l i ! Ilt it r 1t;.svM t ht. u til ;. i I
tfwoe Wt ere};s til ,,e Jti thi ti 4) a tiin t i M- 'rait t. it ' - lfe iifli I st It lt ' r l' - t fir a

i'u:.-tftil rat!, ltreat lt'\ attac.| k en. tiit ,lit tr+l s+'t'tral stt' t prtln';\,. thr

.illfr'rlt l t rt io t u(e. 'I'ln,- andy of a ,ras tilt 't le Iith irilldi('atjiol tll:it 41 c',tlArI-t jenl'i',t l-i l:.£ ,r iml liZling z t +/uw O s-harijig ii)(,oljis,s tio,
det:11 <diritiy w ith£ lorvs.,. ig z..-ociijl ,r i,. l , l jvkd, oi~'i .f the' .-Ntt \\.- ,i , ( ,r

l'nlidetl thit in' ivy t ft LIM aid (lo,(iu r by thi e e gisla ur,. 1 t fo lu e -bAl ring
f 1.d wit. i t xr l rta,. (iovt r airan . Bmr.t h )f ricr_!i,g t i. itl l-i , rt,\v ii fr, l
it, ll ~ttw t '~rklitl''f- t mi lo (li rie or ,vv rae l s l]r i cn, l e( l ll i ar tcs. tat
rot~til e. He lr i ili a te , \t rt, tl anlrd a, it (,,;tl I hll u liii 'i r4. , ltr4 I a ,-
(listril lt(,A thr , lzilllt tl e lte (i ge t ill t variety ih irva.I - tI I liji.t Ih(, ,t r ,f

1i1 ' rf ' ' iri i , a ring 111"d1 01i-d frh e f r l
tcoll.' i(ot lt ti s :

1. Avl(idiig a tax i l (r .-.e. (o',rtior t risi-i ofd o(n.ett iLI d 'ClitA vm i f,it'raI
(if Ild, . ew t xt -s. 'rig, 316 It million otf r,'in tio.I, s tdtri funds hellr itil k(tqi , vtlt
promise roe threatened to vetoy rigid ill whirkh ( n tailof< t li:Ixincrease. The legislature acted in (tncl(rrc(,v(( with tils IjoilosupIhY. A,- a rt,-ut+
(of Ht- rm,\cmic~t .,jziriiig N\iiidfaii, taxc(,> \\rt, mtr in'reast-d fo r the fir~t tiinj( ill
t\vceI,ty-flvvt yealtrs.

2. Avo¢idlitig thiv ajll(,tjt(,n (of tn£<nie,. to lil program 11lready rte'eivitig ft,(l,.r-al
fumds. T h e, "n -strinlgs-altt'ttht-d" nmonty prom is e~d by the c'r ators (,f rtvcnut
sharing proved to have soiije v'cry rigid re.trictions kn~ottcdq ilito it,+l. (if tlit,.-(,
was tile prohibitio OHl using funds provided under revenue sharing for i,,tii-
federal matching contributions. Past experience with such prvidoi ns caused the
StaLte's budget-liakrs It obe very cai ut(ius. In ll(c(.ating the revelilt. hariznw
liltllies. they scrtHt ul(t sly flvi i(l(l 11ny. irgra lis current) v sN-ul iiiz.d lv filt-
eral funds. " "

6. Put tilig the i Int ilitto li recurrinIg Calpital ext i(litures wie re 4,,qi1 It,
State oificials a re 1r sl itc ( k-i)s t11 hat reven u e ,ha ri 1lZ \vill I I ,t la.-t "litcarefully a V)i( ,( c(i 'Ii itt i lg Ihteltselves t t igl a His whic.l i izlit la t em
reluir e state fin to- ing ftor ('(t intmiiti(n. This attitude pr(venittd I ffttIl fri'ltt
exploring piossibIle new so(.Ial proIgrans for reveitne sharing founding. Su( Iit)r-
grains build a ('<i stituenccy and involve a ('01lilflit In(,t to continuanv.e t hit ti hey
did Iot watlt to imake,.

4. "1'sing tile taono(,y as widely as pIro.sihile."' as one budgetary' official ,tit it
The motivatioun for mnaking this a principle for piautnning is lin(ceatr, Pt'rhaji
Mo. idea was Io let the irllta-t of revIUe sharing lie felt by as allttv li-it's aslosi t'.

Fmlployment of the above criteria led to a plan for use that avoided( most
social programs or programs that votld be a sillstalitial direct bentflt to lit\\-
in('ome people or minorities. Federally funded agencies, such as the )emartment
of Public Welfare, which is responsible for putli( tssiqtan(.e, Medicaid, day ('are
licensing. and like plrogratmis. were left o1ff the revenue sharingz gift list. Monies
were awarded to such noxi-edertally fundt',d entities as tile Tlexal osmetology
Coniissioi-gencies iot noted for their impact on social problems.

512 2 - 5 - -
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The Rcripient Apencies. Table I categorizes the ailoction of rfvenie sharing
by rec'ipient ageticips over the 1974-75 liennium. "Me two slo-ti.ing areas betnefit-
ijg most fromn revenue sh, ring are higher eduk ation aud the judiciary. Texas
college.., and niversitit., will receive $1I0,40,%.030 over the biennium. 'T'he Judic'iary
aIl'itiot of $2,.2210 is playing the major , x*um-, of over a dozen Courts of
'ivil Apl als. ('iinst mttion projects are taking a ha rge share (of the revenue shnr-

itzi funad., over $7,5 miiion lIeing budgeted slmi('ifically for constructionn:
The re.ear'hurs iii this study found it suewhat dithcult to trace revenli,

sharing funds through the coltirse tuf state budgeting to their final destination.
In snaie vases. they were spe.ifili ily all)(ated in the state appropriations bill
too a spltcifiid agety for a set p'urpo se, ;uch us ci nstru{tint or deli neated ujl'rat-
uili ct,,-.- In other r cu.-'s, revenue s0,'i NlIg ful % have bl.n given to the 1geu'('y
tt (lJiririunt-a he:,d. along with o:,hcr reveries. tol loe used at his dis(.retion fl r
ally itmll ,I] Ills budget.

['1,ca! f1opw V 1. N. i eIua mhriag has not signlficantly altered the pattern of
'tate ~baidt:y alllcatioaas ala 'exas, 3#'t it did have a sizealhe fi-al ialnaict

Vile1 t, staltv's rtevelmle Shmtioga alloctatiai (if $316;.1 million tmo~fultt(o only
3 iwvr','au if jt lotal $9 7-li1lia tbuldget f,,r 1.)74-75. the at to t clearly entabled
liv . -tle Ill afi.ini at fiscal .risis lt \\mild ha'e for, ed lbudget-zaaaker., to c hoose
blt-t%evi 1rtagram cutbw tac andail an atlit icipated tax iucrea. .

"rAmnI.t. 1.--Allrwation (of gi id, ro i r, v('1, iAura g GiRS ) pnanm ya by ca t 9iry:
"''ta~tc' ,of "; R "l ' 5

'A 1, p
1. ( e-tar;d i gv e rtaeit fIg-al

A;I~ui[lii' Cu.'ultaiissI'

(''til~?r,,lle.r , ":taate N It laji.g ... . . . .
l vr,, if ' -l -- - - - - - --.-.-.-.-. .
C in t r (i,-. l' r k ' l t-i t t .. ..........--
(;i v(1 N e . 'la tli tr ''--,- - -...- - - - - -

A\lv ,,ry ('ita. lmtrgiivvrn evv r l ttai lt-.latit,-
lard of l'ri\ats- !tavestilars and Security Agetauies- .

(;u-,.-r:al I.:and ()Pia.e _ . . . . . . . . . . . . . . . ..

I{ riau l ' ti ii ... ....-------------------------------------

S e,.u, it i - l ',, t l -.. . . . . . . . .. . . . . . . . .

"|Te v is .\ ll l|",'lllw ilt M a1, Lim -t (C lnllii.". ifll -- ---....- --
t\r'a Wlr l B t l riti t ---- l --r ---------- - .-- - - -

1 7 un~ji 1',;.

4, (X0), 0( K
-4. s1.;, 97ta

,:d2 . 7"1.

C7-1. 3 12
20a1. 1 4

k,2. (Kl)

1. M). (X)
, 0 0(',

'fital ----------------------------------------------- -. 1, :15(0, 4)1
2. Ealnaaa ti~ :i

Tix:. Si'hl.. fir the Blidu finl vaf --- - - - - - - ------- --;."-. -3(
l' Junli,.JTaauanr (', lleies St;ate, .\iil ------------------------- 12. --. ()4 0
" '1ni\ vr..ity of Te\a. at Arling tn ------------------------- 1.1 . 4
't'e I ivr. l(y ,f 'l'Tas at A.\ntiii -------- 1. (I. (OK4

Tlw- t'ui\ur--ity ,if "',\a - at |l l';i s, ..... .. .. . . . .. . 7. 1l
lo,,xas A. & N1. M an n i'i\tvr -ity -- - - --1I -4 .-- -- (
IIrairiev Vi 'v A. & M. (',,lig _ ...........-.-----......- ---------- 4 , X woo
Tarleton State -Cull, ze- -------------.. O. ( . 111
Tvex:as A. & 1. 111i vv r i ty a t i ips ('hri-t - -- -- -- -- -- -- -- -- --- 3. _701 W, X
Texas A. & I. University :it Kingsville --.-.- -.----- ----. 11. -( --
L';:ist ''i n s Stnatev I'nri rity-.......................... ...... - 7. 1411 (1(W

utiivvrsity of l,,iast(in -----.------------------------------ 1;. 0. ( Ol
Limar I 'niversity- ------ _----.--.--.--.--------. - - -. m), (0(,
'Midwestern University -------------------------------------- t-.("0. I(N
North Texas Sta te n'iversity----- ............ .... . -. . . I () W). Ii(NH
Pam .\nAeri(can University --------- - - - ------ . ---... -I, (X 0, 0(

S.-e fi0(0 1I4)l(. aat 0-1 of t itttble.

:Itft,r: curii i ititanii-,. fr,,m ,it ff mta,,.- f mIh Ia.t ii-,lriili:vt ntmiro l d tlt e
Goveror's lugluet ( )1lit,.
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Table .- Allo(cation of general r'renuc *hrriing i GUS ? monel by category: State
of Teras, 1974-75-Continued

2. Fdait ioni-('ontinued
App

flacal year
Stephen F. Austin State University
Texas Southern University
Texas Tech University-
Texas Tech University School of Medicine at Lubbock --------
Texas, Voman's University
Wes. Texas State ni\versity-
Angelo State university _
Sam lHouston Statve University-
Southwest Texas State University
Sul Ross State University

Total

3. Health :
Cosmetology Comm__
governor'ss Comni. on Physical Fitness-
DeIpartment of Health__
I)epartmeut of Mental Health and Retardation-

Total
4. Transportation
5. Social services:

Texms Youth Council ....
Veterans Affairs Commission -------------------------------

Total
6. Ihousing anld (onImunity development--
7. Economic devel,pmet

Tourist I)evelopment Agency_
8. I.Anvironllnenta;l conservation :

Vater Rights ('ouln-n
1). Public .afety :

l)eparn1ent (if Corrections_
Board of 'am rdons and Parole, s

Total
10. Recreation/cult ur ----------------------------------
11. judicial :

Courts (if ('ivil Appeals
1st I)istrict, H ouston ..................
2nd district , Ft. Vorth --------------------------------
3rd )ist rict, Austin ....
4th I )istrio.t, San Antonio-
5th IDistrict, Dallas---
6th IDistrict, Texarkana ..............
7th District, Amarillo ..........
8th District, El Paso -
Dth l)istrivt, amumont-__
10th District, Waco-__
11th I)istrict, Eastland_
12th District, Tyler--
13th I)itri(ct, Corpus Christi
14th district , houston ---------------------------------
Supreme Court_
Judicial Quilifi(.ations Co--
Judicial Section-Comptroller's I)epartment

Total judicial

Grand total
I Agencies Receiving GliS funds for Construction only.
2 Totals adjusted to conform with 11.. 139 as passed and signed by Gover
Source : Governor's Budget Office and Legislative Budget Board.

ropriationA for
1974 and 1975

5,000,000
4. 000, 000

15, 000, 000
1 , 999, 900
5,000, 000
4,000,000
3, 500, 000
5, 0, 0(0
5,000, 000
2, 000, 000

190, 408, 030
250, 000

122, 55)
6, 753, 642
20, 594,827

27, 751,019
None

'2, S67, 362
1, 36, 784

4, 264. 146
None

600, 000

2,000,000

16, 500, 000
2, 000,000

18, 500, 000
None

345, 322
30W, 392
322, 212
334, 4S4
339, 292
321, -03
342, 564
331, 225
325, 028
292, 750
297, 8 (5
325, 157
340, 048
313. 0-10

1, 350, 950
121, 148

17, 1s0, 4:30

223, 222, 210

316, 095, 812

nor after veto.
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What's more, the state's budgetary surplus is reaching unprecedented levels
during the 1974-75 biennium, as can be seen in Table 2.

TABLE 2.--6-YEAR COMPARISON OF CUMULATIVE CASH BALANCES, STATE OF TEXAS

Cash balance
in general Change from

revenue fund ' precEding year

Aug. 31:
1969 ------------------.-------------------------------------------- $94,509,072 +$61,523,845
i970 ------------------------------------------------------------------ 152,855,674 -58,346,602
1971 ---------------------------------------------------------------- 115,083,866 -37,771, 808
1972 ----------------------------------------------------------------- 53, %6, 600 -61,217,266
1973 -------------------------.----------------- .--------------------- 205,898,981 +152,032,381
1974 ----------.---------------------------.------------------------- 553,249,005 -- 327 350,024

3 Accumulated revenue available for expenditure in subsequent fiscal years, sometimes referred to as the surplus.
Source: "Annual Report of the Comptroller of Public Accounts, State of Texas," for cited years.

While much of the surplus can be attributed to unexpected tax revenues gen-
erated by inflation and the energy crisis, one cannot discount the impact of Texas'
$316.1 million revenue sharing allocatio i. Since this income source was not ac-
companivei by a parallel decline in revenue frolu other federal sources, the state
was able to profit handsomely from the program.

l'resi(hnt Nixon Iromised that revenue sharing would reduce the need for
heavier property and sales taxes. His prlolhecy, insofar as it applies to taxes col-
lected at the state level, was indved fulfilled for Texas, but local governments, in
the state have not fared as well. It w,,,; not within the scope of this study to
examlio- the impv '-t of re'-enue shidring (in local Texas governments, although the
groups are conducting such research? However, a few observations concerning
revenue sh .aring and local governmental units (an be made.

Altl(ugh a state tax in,*i.,ase was loev'entcd. the local tax burden actillalv
rose. In Texas the pr(o)erty tax continues to he the principal source of revenue,
for h,.cal government, providing more than 87 )ercent of all locally collected tax
revenues in 1972-73.' Revenue sharing seems to have had little effect on property
tax iiwreiises. (0ne study found that school property taxes in most school districts
have increased b)y at least 25 percent during the last year (1973).5 Many indi-
vidials alL groups concerned with school finance reform had hoped that a new
school financing System would emerge from the Sixty-third Legislature. one that
would alleviate the inequities of tile current system and shift a greater share of
the financial burden to the state as a whole. Such a plan was not forthcoming.
For the present, local governments are not slated to share in the state unantic-
ipated surplus, and Texas continues to be overly dependent on the inequitably
administered local property-tax system.

Citiz c input into rcvnuc sharing allocation8
Citizen input into the revenue sharing allocation process at the state level in

Texas was virtually non-existent in 1973. Several factors contributed to this
non-involvement: (1) traditional citizen apathy to the state budgetary process.
(2) lack of formal mechanisms to obtain citizen input on the specific issue of
revenue sharing, and (3) limited press coverage of the process. A separate
discussion of the above follows.

It must be granted that direct citizen input into the budget process is less
likely to occur at the state level than It is at the local level-geographical distance,
the complexities of state government, and a budgetary hearing process that- Is
largely centralized in the state capitol make direct participation a difficult task
for most private citizens and low-budget community and public interest groups.
These considerations have fostered a greater dependence on elected officials to
execute the "will of the people" where budgetary matters are concerned.

Unfortunately, there is little evidence (1) that public interest groups were
aware of how revenue sharing might have been used or of how it was us( (I or
(2) that legislators exercised their prerogatives to debate the allocation of

3The groups mentioned In footnote 1 and the Texas Advisory Connilttee on intor-
governmental Relations.

• U.S. Bureau of the Census, Governmental Finances In 1972-73, Series GF 73-No. 5.
Table 17, p. 33.

5 Bsed on research conducted by Texas for Educational Excellence (San Antonio, Texas).
See their Newsletter, Vol. 2, No. 5, May 1974.
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revenue sharing monies. The legislators accepted the recommendations of the
staffs of the LBB and GBO with little question. Further, interviews with legista-
tors clearly indicated that most lacked awareness of where the money had gone.

Structurally, there are numerous avenues for citizen participation in the
budgetary process in Texas. Citizens can testify either in the public hearings
held by the LBB and GBO in the summers of even-numbered years or during the
more highly publicized, heavily attended hearings of the House Appropriations
Committee and the Senate Finance Committee. Perhaps the most effective and
least publicized opportunity for citizen input is directly to the agency or depart-
ment while it is preparing its budget. Departmental budgets are rarely examined
very closely by citizen groups. In the case of revenue sharing, the process was
made even more difficult because there was no hearing specifically devoted to
receiving testimony on the allocation of the funds. Our researchers could find no
evidence of citizen groups testifying directly for revenue sharing monies.

A l:,':mnanent advisory council on revenue sharing, had one been established,
might have offered citizens another formal mechanism for input. Even before the
State and Local Fiscal Assistance Act was signed into law, Texas officials
established a temporary Revenue Sharing Council, composed of city, county, and
state officials, to assist Texas governments in implementing revenue sharing.
However, this council was not intended to become a permanent advisory com-
mittee. With no official mandate for a continuing advisory committee or system
for regional or statewide planning coordintion, the state felt no pressure to
independently organize such an advisory committee.

SOmIe evaluation of revenue sharing is being conducted by the Texas Advisory
('ommission on Inter-governmental Relations (ACIR) through a $55,000 grant
from the state's portion of revenue sharing monies. This evaluation centers on
the use of revenue sharing funds by local governments and is not primarily
directed toward the state's share.

The Texas Department of Community Affairs assigned a staff person to provide
local governments with information and technical assistance. This assistance
was primarily limited to the early stages of revenue sharing and never took the
form of an aggressive effort to coordinate planning or to evaluate what was
happening across the state at other governmental levels.

Prcss Coverage. Citizen participation is often generated by press coverage of
gvernmental proceedings. Press coverage given the state's revenue sharing
allocation process in 1973 was limited and state officials (lid little to encourage
it. 'Tlie State and Local Fiscal Assistance Act requires recipient governments to
publish an exact copy of the Planned and Actual Use reports in a newspaper of
general circulation within the government's geographical area. Further, the gov-
ernment is obligated to advise all other local news media, including minority
and bilingual news media.' The latter part of this regulation was not complied
with. State government officials have admitted making no special attempt to con-
tact minority and bilingual media. A poll of ethnic and minority media indicated
that their lack of awareness of state revenue sharing decisions was attributable
to the state's failure to communicate with them either through press releases
or the required reports.
Rerenuc sharing and discrimination

While state officials in Texas gave careful consideration in 1973 to the non-
matc thing provisions of the General Revenue Sharing Act, they were far less
cautious in fulfilling the antidiscrimination provisions. Programs funded by
revenue sharing are expressly prohibited from discriminatory hiring practices
and provisions of services The hiring practices of many Texas agencies over
the years have resulted in a legacy of discrimination, the extent of which is only
now leing uncovered. A study of state employment is now being prepared by
the Governor's Office of Equal Employment Opportunity (EEO), an agency cre-
ated by legislative mandate during the Sixty-third Legislature, and subsequently
given the task of gathering information to meet requirements of recent amend-
ments to the federal Equal Employment Opportunities Act. By aggregating data
to meet these requirements, the Governor's EEO developed a statistical break-
down of Texas state employment by agency, salary, ethnic group, and sex.*

I See Regulation 51.13(b) of the State and Local Fiscal Assistance Act of 1972.
"See Section 122 and Regulation 51.32 of the State and Local Fiscal .4ssistance Act of

1972.
- Portions of this dota have recently been compiled into a publication Affirmative Action

Report, 1974 by the Governor's Equal Employment Opportunity Office.
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The data, which included employees of all Texas agencies except educational
Institutions and agencies. was analyzed by project monitors. We found that the
data clearly indicate that ethnic minorities and women are underrepresented
in Texas state employment.

The data reveal two patterns of underutilization of these groups. First, minori-
ties and women have not been hired In numbers commensurate with their inci-
dence in the population. Blacks, both male and female, held only 7.7 percent of
the 70,976 Jobs included In the Governor's EEO study, while they make tip 12.7
percent of the total state population, according to the 1970 CensusY Spanish-
surnamed individuals amount to 18.4 percent of the population, yet they held
only 11.1 percent of the state jobs.

Second, a comparison of salary levels among the various categories shows that
employment incidence among minorities and women is positively skewed in the
direction of low-paying, low-skilled jobs. For example, 71.2 percent of the state's
black employees earned $5,999 or less in 1973. As salary levels increased, minority
percentages at each higher level decreased. For examlle, in the $16.000 to
$24.999 bracket. 96.4 percent of the jobs were held by white. non-Spanislh-sur-
naitled persons; only 2.5 percent were held by Spanish-surnamed persons an, d
0.4 percent by blacks. The top salary level ($25.000 and up) was the tane exception
to this, rule: blacks and persons with Spanish surnames amounted to 11.4 per-
cent of the employees in this category. The significance of this percentage is
somewhat questionable, however, when one translates it into actual numbers
of employees, as the 11.4 percent earning $25,(") or more amounted to only 2.4
Individuals. Thus, our analysis indicates the greatest concentration of minority
person, in low-paying Jobs, with only a very small number employed at highest
salary levels.

Women did not fare much better. While they constitut(d -1.3 percent of the
state's employees. they did not hold the high-paying job,;. The majority (57.4
percent) earned less than $6,000; only 10.6 percent of the jobs paying $16.000
or more were held by women.

Reveniz ue-Sharia -Funded Agencies. As agencies were selected to receive reve-
nu sharing funds, no consideration was given toi their hiring practices opr
employment records. Consequently, some of the agencies receiving revenue sharing
monnies have the worst records. Employment data was available for 42 agencies.
commissions, and courts receiving revenue sharing fund.4. In these agencies
79.9 percent of the black employees. 68.2 l)ercent of the Spanish-sirnam(ed, and
66 percent of the women earned $6.00) or less. Of those earning $16,(0) or more,
only 5.1 percent were Spanish-surnamed, 0.8 percent black, and 12 percent female.

Based on our analysis of the governor's equal eml)loyment opportunity reports.
the monitors In this study concluded that the allocation of the state's revenue
sharing funds may have reinforced discriminatory hiring pattterns among funded
agencies. There can be no doubt that the allocation process failed to penalize
agencies for discriminatory hiring patterns.

Equity of Services. It was not possible for this study project to make a sys-
tematic evaluation of the equity of services provided by revenue-sharing-recil,ient
agencies. However. it can be surmised that minority citizens of the state will not
share in the benefits provided by many of the funded agencies to the extent that
non-minority citizens will. For example, a large portion of revenue sharing.
$1.0,408,A90, was appropriated to colleges and universities. Minorities will not
Ienefit equally from these appropriations, since minorities (o not reach college
in numbers proportionate to their incidence in the population. While such
Inequities do not necessarily result from purposeful (liscriminatiln, they never-
thwless have the effect of advantaging certain ethnic and racial groups more
than others.

COMPLAINT WITH U.S. ATTORNEY GENERAL

Examination of employment records of the revenue-sharing funded agencies
and of the state as a whole caused us to conclude that Texas is in (.lear violation
of the laws governing its receipt of revenue sharing monies. On February 1, 1975,
the Texas ILeague of Women Voters filed a complaint with the I.S. Attorney
General, charging that 1) ethnic minorities and women are under-replresente(d
In Texas state government employment. 2) ethnic and racial minorities and
women who do income emlploye,,s of the state are under-utilized and under-paid,
3) as state officials allocated Texas' revenue share, little or no attention was

P Ofre of the Governor. Offiee of Information Services, Summary: Sciceted Censua Data,
Fourth Count, Aug. 2, 1972, p. 2.
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given to the employment records of funded agencies, with the result that most
agencies funded with revenue sharing monies exhibit employment discrimination
records similar to the state as a whole, and 4) neither the Equal Employment
Opportunity Commission nor the Office of Revenue Sharing have acted to remedy
violations of the law, despite the fact that records documenting discriminatory
practices have been on file with the federal government since at least the fail
of 1973.

Texas agencies and departments are currently under no official state mandate
to prepare and maintain aftirniative action plans to prevent discrimination.
Legislation calling for such plans was declared unconstitutional by Texas Attor-
ney General John Hill in July, 1974. This lack of a comlpulsory state affirmative
action program further prompted our decision to file the complaint directly with
the U.S. Attorney General.

Suimmary and recommendation8
It is the opinion of the Texas League of Women Voters that revenue sharing

has not been used to the best advantage of the state. The funds were distributed
in a fragmented manner without the benefit of a well-defined comprehensive plan
incorporating careful analysis of the state's greatest areas of need. There was
no direct citizen input to the allocation )rocess. Our study placed heavy emphasis
on evaluating the impact of revenue sharing on the poor and minorities. It is
our conclusion that revenue sharing allocations have had little impact in meeting
the needs of minorities or of the poor who constitute one-fifth of the state's popu-
latioii.' Allocations, for the most part, went to programs that will be of little
benefit in attempting to deal with Texas' pressing socioeconomic needs.

As a result of the study, suggestions were (levelolIed for policy and procedural
changes which we believe will lead to a more equitable distribution of future
revenue sharing funds:

1. Improvement of the data based for revenue sharing allocations. The U.S.
Census reports that there was a 7.7 percent undercount of the black population
in the 1970 Census. The undercount of persons of Spanish-,'p)eaking ba(.kground
is estimated to be even higher. Some governmental agencies, notably the Cabinet
Committee on Opportunities for Spanish-Sp~eaking People, believe there may be a
30 percent undercount." Since iJopulation characteristic-s form the basis for
revenue sharing allocations, failure to count minority individuals means heavy
monetary los-ses for states like Texas, which have substantially large under-
counted minority populations.

If one assumes that per capita income is low among the uncounted minority
populations, one can surmise that the use of uncorrected Census (ata will result
in an inaccurate portrayal of the extent of poverty in a state like Texas. Thuis,
the monetary loss to Texas is compounded by the use of inav(urate per capita
income figures as allocations are made under the existing revenue sharing formula.

2. Reconsideration of federal prohibitions against using revenue sharing money
as matching funds for other federal progranis. This prohibition, perhaps more
than any other, has prevented revenue sharing from being used for social
programs.

3. Identification of broad objectives and priorities for the use of funds by loc'll
and state governments. Such elements are com)rehnsive planning ba-ed on needs
assessment, priority ratings for proposals, and development of sle'ific goals for
the use of funds must be l)rought into revenue sharing. State planning agencies.
such as the Texas l)epartnient of Coniunnity Affairs and the Governor's Planning
Otfice, should be tt ilized in (leveloling revenue sharing plans.

4. Citizen participation structure. If the federal government is sincere in Its
declaration that revenue sharing is a tool to bring government closer to the
pw(llle. it needs to (1o more to involve the public than just require that Planned
and Actual Use Reports be published in a major newspaper. Decentralized public
hearings for revenue sharing, held early In the decisionmaking cycle, should
become an integral part of the l)rocess. Governments should be required to give
notice of these hearings at least two weeks in advance, Including press releases
to inform local media. Ongoing citizen advisory commit tees with broadly relp-
resentative membership should be established. The federal off e of Revenue Shar-
ing (O1S) should mount an aggressive public education campaign to help the

IlTexneq Donnrtment of Community AfTairs. Porcrhi in Tras, 197.1. A Report by the
Oflitv of Economic Opportunity (Autin. Tex. * %My 1974). p. 1.R5.

It Quoted in U.S. Commission on Civil Rights Report, Counting the Forgotten, April 1974,
p. 4.1.12 IBid., pp. 4q- 49.
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average citizen understand the program and become aware of the ways in which
he can participate in the allocation process. The ORS has published several

-worthwhile documents explaining revenue sharing, but distribution has been
limited due to the cost of the documents. A free publication for general distribu-
tion would be useful.

5. Stricter compliance procedures. In other sections of this report, it has been
noted that Texas ignored provisions of the General Revenue Sharing Act requir-
ing that funded agencies be nondiscriminatory In hiring practices and the
administrative regulation requiring that ethnic media be notified of Planned and
Actual Use reports. There Is obviously a laxity on the part of federal ORS
officials to make their own rules stick. This should be changed.

6. Modification of Planned and Actual Use reports to require more specific
reporting. If the purpose of publishing Planned and Actual Use reports through
the media is to Inform the public, the reports should be made more infoi mative-
perhapq by requiring a listing of the agencies or departments allocated monies
and of the specific projects being funded. This would facilitate accountability to
citizens in the use of the funds and monitoring compliance by the Office of Revenue
Sharing.

Senator HATHAWAY. Our last .witness for this morning, before the
lunch hour, is Mr. Clarence Mitchell, who is director of the Washington
Bureau of the National Association for the Advancement of Colored
People.

Mr. Mitchell, it is nice to see you again.

STATEMENT OF CLARENCE MITCHELL, DIRECTOR, NATIONAL
ASSOCIATION FOR THE ADVANCEMENT OF COLORED PEOPLE

M . 'MITCHELL. I thank you, Mr. Chairman, for hearing me in this
selunce, I could not come earlier because I was over at- the Iouse
watching the marking up of the amendments to the Voting Rights Act
of 1965.

I would like your permission to offer my statement for the record,
and ,ocom ent on' it.

Senator IIATHAWAY. Yes, without objection, the entire staten tent will
be put in the record.

Mr. MITChmEM,. In general, I think what Mr. Taylor has said is what
we as an organization would support,. I would also say that in our
organization we have, as our statement indicates, spent a good deal of
time trying to be sure that the message of what revenue sharing is all
about is getting(Y across to the peole.

We point out that we distributed over 10,000 copies of program
guidelines to 1,800 of our local branches, and we have reached directly
some 3.000 community leaders around the country trying to get them
to be aware of what this program is all about and hiowthey might make
the most of it.

I would like also to call specific attention to the incidents that we
hav( given on how the program does "not" work. There are some things
in this country that are recurring and some communities that are
habitual offenders in the areas of human rights.

Tle communities that are listed here more or less fall in that cate-
gory. As I was looking through Mr. Taylor's statement I noticed the
name. of Ouachita Parish, La. That is one of the habitual offenders on
all fronts, with respect to matters of civil rights.

As anyone who reads the testimony of the voting rights legislation
will know, Ouachita Parish in Louisiana was one of the reasons why
we had the first Voting Rights Act passed in 1957. There was a sys-
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tematic effort to purge the blacks from the voting rolls in the parish at
that time. Several thousand were taken off, even though they had
registered.

*o it is not surprising to find that when they get revenue sharing
they proceed to do it in a way-expend it in a way that is discrimina-
tory. But here we have Auburn, Ala., which was giving the use of the
city football stadium to a racially segregated, private school. Every-
boiy knew the private school was being used to obstruct compliance
with the 1954 school desegregation decision, and yet the city fathers
blithley went ahead and said, sure, you can use the city stadium, even
though they knew that the school was discriminatory. They used
revenue sharing funds for the upkeep of the stadium. Fortunately,
because of this process that we have of making people aware of what
is involved, we were able to correct that situation.

Peoria, Ill., is another example. I think one of the difficulties in this
country-and there are a lot of them-is that there are well-meaninoc
people who do the wrong thing in response to various kinds of local
press re.

I have been in Peoria and had a wonderful time there. I got a key
to the city, and I found the officials there are very nice people. Yet
the local pressures were such that there was a lot of discrimination in
the city's hiring. Finally, because of the efforts of our organization,
wv were able to get an improved situation in minority employment, at
all levels.

Of course, this came about because we were trying to make sure that
the revenue sharing money was spent in a proper way.

Dover, Del., has been a perennial problem, in many ways, to us in the
area of civil rights. In fact, the State of Delaware up until recently
was a kind of a roosting place for segregationists.

We have a lot of cases which involved efforts to correct discrimina-
tory conditions in the State of Delaware. But here you had a fire de-
partment which was the town's volunteer fire department. They were
getting $600,000 in revenue sharing money. I cannot imagine wllat they
were going to do with that much money, because I do not think they
had $600,000 worth of fires there.

But, in any event, they got it for a fire department, which had
bylaws requiring that membership be limited to whites.

Chicago is another example where you would surely think up there
they would not have a whole lot of racial discrimination. But it is a
fact that our organization has had to challenge the hiring system in
the police department, along with members of the police force.

As has been pointed out in previous testimony, one of the things that
revenue sharing is spent for is law enforcement. Yet here in a great
city like Chicago, you have that revenue sharing money was being
spent to bolster and continue a system of discrimination in the hiring
of policemen.

Another perennial here is New Bern, N.C., where the city had been
promising that parks would be repaired in certain areas-which hap-
pened to be heavily black areas- but never got around to doing it.

New Bern got revenue sharing money and, true to form, top officials
there started to spend that money in the all-white neighborhoods.
Fortunately, that was another situation that our people were able to
correct.
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Senator PACKWOOD. Let me interrupt you a minute and ask you a
question, if I can? Clarence, what is the best way to make sure, in this
revenue sharing program, that discrimination ends? Simply to say
you are going to lose all your money aid have to pay back everything
you ever got if you do discriminate ? Would that be a significant
deterrent?

What is the best way?
M r. "MITCIIELL. I am sorry to say that I am of the opinion that

rex-enue sharing is a serious mistake. I think that we did not have a
perfect system under the arrangement where we were making specific
grants, but it is better, really, and easier to watch from the stand-
point of those of us who are trying to police it, than the present system
were the money comes in and unless you have got some pretty good
watchdogs around, it can be spent and disposed of.

Tel idea of ever getting it back, I think, is remote. I cannot imagineany city) c)ulty, 01 StIte pyi1g l)at(k to tile 1lral ( ,Tovnmnt

nioevl that it lhas exl)en(led iilnp)roperly, if it, was spent, by tile duly
c(w: tltulted aid authorized officials.

Senator 1"ACKWVOOD. Let us presume that revenue sharing is likely
to continie-which I think it will. )o we say that if they (liscrinlinate
in any form in the revenue sharing, they do iot get any Federal money
ill grants, Or otherwise ?

Is thfat not really goig to hurt the people who the specific grants cno
to? I ai)i looking for the practical answers, as long as revenue sharing
is going to go on, the best way to try to deter discrimination.

Mrl'. MITCHELL. Well, I would think that if it is inevitable that we
are going to have it--and I (1o not concede that it is inevitable-that I
wolild say that surely the best way of doing it is not to give it to
amlvl)odv who (liscri'ilnates.

If a go-verling body discriminates in voting, if it discriminates in
expen(litures for trash collection, or street paving, it shows a pattern
of an unjust mind on the part of the publicc officials. In nINy judgInent,
anybody who comes in and asks for money collected from all of the
people n this country, they ought to come in with clean hands. As all
01.us know, while all States contribute to the general revenue, there
are many States which contribute a larger share to the national rev-
enue. And. tlerefole, it seems to me the least. we can (1o is to niake
sure that that money collected from all the people is mot used to sup-
port unjust acts.

Senator IIA''J.[WAY. I was just going to follow up on that point.
You said yot were against continuation of revenue sliaring, )ut has
not revenue slaring opened up a new area for antidiscrmination
actions?

I mean, if it, is all local money that is being used for trash disposal,
I suppose there is nothing that we can (1o if the local officials decide
they will pick up the trash in the white neighborhoods but not in the
black neighborhoods.

But, once we have put revenue sharing money in. Federal money
in, and any portion of that is used for that trash collection, then we
have been able to step in and say, well, look, you cannot discriminate
in the use of this money for trash collection.

So that we have made an inroad into an area of discrimination that
heretofore we were not able to make.
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Mr'. "MITCHELL. IVNe have been able to make it before, because any
State action is subject to an attack under the 14th amendment. And,
indeed, the way we have been able to make changes in tiiigs like that
is to institute an action challenging it as a denial of equal protection
under the law.

Senator IIATHAWAY. But then you have to go through some kind
of a court action, whereas here we can simply say OK, you do not get
the money, which is much (uicker.

Mr. MITCIELL. OK, if they said that. But actually we usually find
that the Federal Government is very much like putty in the hands of
the discriminators. In all of the years I have been around here. I have
found it likely that , person in the executive branch of ('trnmllent -will
sand up against a Mayor Daley, for example, even if he feels that
Mayor )aley is discriminating.

Or, maybe the mayor of Memphis, or some other city, where officials
,who run the city haA'e a lot of political clout in Washington. I think
from tle standpoint of a practical l)erson-and here I am only giving
m11y own personal view, not the view of the organization-I think front
t le standl)oilt of a practical person, it is much easier to keel) track
of wroNN gd(oers when they have money which is allocated for a specific
purpose . and you can find out just how they are using it.

I happen to be familiar with Mobile, Ala., an(d I offer it as an
example.

To show you t]e continuity of that city's discrimination problem,
I welnt dowil there in 191 2 or 1941. I believe it was, when there was a

i,, race riot at tihe Alabama Ship B1uil(ling & )ry i)ock Co. There
was a black dentist, down there who had a beautiful lhome. He had a
whllole closet full of beautiful luggage, l)ecause he sipent much of h)is
tine traveling, if lie had any spare time, doing tlings le could not
(10 in tlat community.

The city could n(t pave the street in front. of that beautiful home,
lbecalse it was a )lack neigblborhood. lhe prol)lem that comes up lere,
in 1974, from Mfobile, Ala., is somewhat the sane thing. City officials
vere not willing to spend the rev-enue sharing funds for streets, and

sewer ill)rovement, recreation facilities in the black neighborlhoo(ls.
I was personally involved in trying to straighten that out, and it

was incredible the number of pseudo scientific explanations which
were given as to why certain i ml)rovenlents could not be made in an
area where the residents were black. I think tlere is great hope for
Mobile. It is a beautiful place. I do not know whether you have ever
been there, but there is a lovely redevelopment down in the downtown
sect ion.

I missed a plane one night, at 10 o'clock at night, and I spent time
just wandering around there, enjoying it. So tlere is a possibility of a
forward thrust. But, as long as the officials in charge of some of these
coniimmnities think they can get away with it-they will discriminate.

But, as-I say, it is much1 easier to keel) track of the wrongdoing if
there is some kind of a category that you can keep track of. I admit,
of course, that such safeguards are not perfect. I would like to say,
also. Senator Packwood, I heard your exchange with respect to
whether you could be expected to know more about a community than
a mayor does.
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I think, in many situations, you as a Senator would know more
about what is "just" in a situation than the mayor and would be in a
beter position to see that justice is done. After all, a Senator draws
his support from the whole State, and therefore can take a more con-
structive view than a mayor who feels that in the fifth vard, let us
say, if he puts that sewerline in a place where residents do not want
it, they may vote him out of office.

Senator PACKWOOD. You know, you were speaking of the roads. Ten
or 12 years ago, when I was living in Portland, a relatively rural en-
clave and there is only 1 paved road and I (lid not live on it., there was
a small carriage house that I lived in. I was a bachelor then. It was a
funny road. It went ul) and turned left about 100 feet and then it
turned right for about 100 feet. And. although it bore the same tine.
it was paved all the way ill) to a rather large house, and I discovered
that 30 or 40 years ago-Lthe history of the thing-the county commis-
sioner had lived in that house.

There were appropriations for extending the street. The street did
not go to his house. He simply had the street renamed so it did run to
his house. I understand now how these things work.

Mr. MITCHELL. It is true. I think that is why it is so important to
have the categories clearly defined, and properly restricted so you do
not have a lot, of boondoggling and favoritism and that kind of thing.

Let us be realistic. I happen to come out of a family which is repre-
sented in the Maryland Senate and in the Congress of the United
St ates, and I know, over the years, of the kinds of things that we have
had to battle in order to get the ear of the white elected officials.

I Would say that generally speaking it has been my experience that
in many cases the poor only get the ear and the attention of elected
officials, at the lower levels, when it is election time. When the election
is over, the people who have the best chance of getting the ear of the
elected local city council member or the mayor are usually the kind
of silk-stocking'-folks who live out in nice neighborhoods, and the
mayor likes to have his tuxedo on. croing to some big affair where they
are goin.r to be photorrapliwed together. and that sort of thing.

But, the poor in many instances, first are inarticulate anyway. And,
next., they have a hard time getting past the receptionist, after the
election.

Senator PAcKwoor). I would appreciate it if you would do me this
favor, because T think revenue sharing will continue, and I want to
draw the strongest possible antidiscrimination clause we can put into
it. I am not sure how it should work. hut at least I do respect your right
to oppose the whole program, and if you could give me a hand as to
how it could be drawn if it is to exist, T would appreciate it.

MNr. MITCHELL. I certainly would be alad to do that. Senator Pack-
wood, because you always try to prepare for all eventualities, and I
wold be delighted to try to submit that.

senator PAcKwoon. Would you give me a call?
M r. MITCHELL. Tndeed.
Senator PACKwooD. All right, thank you.
Senator HATHAWAY. Let me get it straight, Mr. Mitchell. Are yon

saying that even if the antidiscrimination provisions are applied to
all of the funds, not just the revenue sharing portion thereof, as Mr.
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Staats testified to this morning, that you would still not be in favor
of continuing revenue sharing?

Mr. MITCHELL. Yes; and I hasten to add that that is my personal
as distinguished from the organization's, position. The reason I cannot
say the organization believes that, we will not hold our policymaking
convention until July, here in the city-June and July, here in the
city of Washington-'where we formulate our policy.

So, as far as the organization is concerned at this point, we would
hope to have the kind of amendment that Senator Packwood is talking
about. And that is, a real, ironclad, foolproof antidiscrimination
amendment. which would, require that the expenditure of revenue
sharing funds be on a nondiscriminatory basis.

I just aiii not very sanguine about how that would work. I think we
have had so much trouble trying to make present antidiscrimination
provisions work, that once you get over to an area where there, as
somebody said, "controls are loose as a goose", you just never know
what might happen.

Senator HATHAWAY. Well, the fact that it would cover all local
f nds, I would think would be a sufficient threat to the local govern-
ments that they would be much more chary in their programs. And,
even though I agree with you that it is much more difficult to enforce,
it. would be less so. I think, once such a provision was put into the law.
It would scare them more.

Mr. MITCHELL. Well, to a certain extent, our Federal statutes already
cover a lot of those local activities, in addition to the 14th amendment
)rotection.

For example, we have a provision in the 1972 Equal Employment
Amendment, which makes it unlawful to discriminate in the hiring of
police. And yet here we had to get after them in the city of Chicago,
even though that provision was in the law.

Senator HATHAWAY. Mr. Mitchell, thank you very much for your
coming here. We appreciate your testimony.

Mr. MITCHELL. Thank you, Senator Hathaway.
[The prepared statement of Mr. Mitchell follows:]

STATEMENT OF CLARENCE MITCHELL, DIRECTOR OF THE WASHINGTON BUREAU OF
TILE NATIONAL ASSOCIATION FOR TIE ADVANCEMENT OF COLORED PEOPLE

Mr. Ch:tirman and members of the subcommittee, I am Clarence Mitchell,
director of the Washington bureau of the National Associ'tion for the Advance-
tinent of Colored )eole. I thank you for this opportunity to appear and present
testimony on revenue sharing.

The National Association for the Advancement of Colored People has found
thot the needs of the Nation's disadvantaged have low priority under revenue
sharing. In its annual report dated ,Mairch 1, 1975, the Office of Revenue Sharing
stated that local government expenditures for social services for the poor and
oged amounted to 2 percent, while 36 percent was spent on public safety and
19 percent for transportation.

Our organization, since early 1973, has distributed over 10,000 copies of its
program guidelines. to 1.800 local branches and others In an effort to hell) assure
people of their rights under this program. We have held over 72 workshops at
conferences on the program, reaching directly some 3,000 community leaders. A
staff of two, working part-time on this program, is providing an outreach service
which should he performed by the Federal Government.

Over $17 billion has been distributed to date by the Federal Government
without minimal assurances against discriminatory treatment by Federal, State
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and local -governments. A cross section of the complaints we have handled is
as follows:

(1) Aubur, Ala. The city was stopped from permitting a racially-segregated'
private white academy from using the city football stadium when we found it
using revenue sharing funds for upkeep of the stadium.

(2) Peoria, Ill. Long-standing discriminatory hiring practices by the city gov-
ernment ended with a 2-year agreement calling for minority employment at all
levels, in all departments, to be increased to 15% above the percentage of minor-
Ities living in this city-after the NAACP branch initiated a complaint.

(3) Dover. Del. The local NAACP successfully challenged 100 years of dis-
crimination by the town's volunteer fire department when the city attempted to
allocate $600,000 of its revenue sharing money to this all-white (by its by-laws
and practices) fire department.

(4) The NAACP branch in Chicago together with the Black Policeman's Associ-
ation, challenged Chicago's discrimination in hiring and upgrading black police-
men. when revenue sharing funds to be used by the city.

(5) New Bern, N.C. After six years of city failure to repair parks in the area
of town where blacks are concentrated, the branch challenged use of revenue
sharing funds to build and improve parks in areas where whites are concentrate.
Then a contract was executed to improve parks in the area of black concentration.

(6) Mobile, Ala. The local NAACP challenged the town's use of revenue sharing
fumds for street and sewer improvements. reereation facilities. etc.. in a (lis'rim:I-
inatory manner. After restoring balance to its use of fund-, the city executedd an
agreement to communicate with the black community on future plans for use of
these funds.

These cases were brought to light because of efforts on the part of private
citizens and organizations. In our experience there Is not enough monitoring by
the Federal Government to see that funds are spent in a n,,nidiscriminatory
manner.

At this time we have a serious doubt about the wisdom on continuing the reve-
nue sharing program.

Senator IA'rilXWAY. The subcommittee will recess until 2 p.m.
[Whereupon, at 1:10 p.m., the subcommittee recessed, to reconvene

at 2 p.m. the same day.]

AFTERNOON SESSION

Senator IIArIrAw AY. The subcommittee will come to order.
Our first witness this afternoon is Mr. Charls Walker, former Under

Secretary of the Treasury and presently what, Charls?
Mr. 'WALKER. I am a Washington consultant, Mr. Chairman.
Senator HATHAWAY. On what?
Mr. WALKER. Anything you want, to consult on, I guess. I kind of

specialize in legislative and economic matters.
Senator HATHAWAY. We are happy to have you here, Charls. Yolir

entire statement will be made a part of the record. You may summarize
it if you wish.

STATEMENT OF CHARLS E. WALKER, PRESIDENT, CHARLS E.
WALKER ASSOCIATES, INC.

MTr. W.LKERn. It is very l)rief. I would like to run through it if I
coil(l. I waNlt to tell you and members of the, coimiiittee that I aii
greatly l)(,asel to )e invite(l as a private citizen to testify on general
reveiie, slarintf. Iniasmich as tie program has, accm)It(ing to the
strong weight of tile evidence I have personally seen, lived lp to its
exl)ectations. anl inasmiuch as I played a role, -is Depuity Secretary
of tie "'reasil-v\, ill 1oth its design ailld movement through the Con-
gress in 1971-1b72, I naturally feel some parent's pride in this worthy
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effort. I hasten to add, however, that I am a firm believer in the late
House Speaker Sam Rayburn's famous dictum: "The President pro-
poses, but Congress disposes." Therefore, the credit for this successful
experiment toward decentralization of Government must go to Con-
gress in general, and the House Ways and Means and the Senate
Finance Committees in particular, which were the parent committees
at that time.

Since I am not at present involved in any way in revenue sharing,
it is neither jmy intention nor obligation to refer to the data and
events which seem to me to confirm its success. I believe that was
done most convilneingly yesterday by Treasury officials, the Depart-
nment, that nlanaged tle original legislation and which Congress wisely
-charged with responsibility for its administration. I say wisely be-
cause of the Treasury t radition for l)erformning difficult tasks, at max-
imumn speed and efhiciency, at minimum cost-and that is not just
paroclialism, Mir. Clhairnian.

This was fully demonstrated in thie fall of 1972. The legislation
was sizne,1 into law on Octolbr 20, and )y I)ecemler 8,. 36,000 checksaggregating $2.6 billion were in the mail to States. counties, and cities.

According' to all reports. snafis have )een minimal, and still the
Treasury staff administering this $30 billion program numbers just
oeer S0.

This brings us to one of the chiief virtues of general revenue sharing
as conceived. enacted, and iini)leluented. anl tlat is that of all large
Federal progrrans to bell) State and local governments, revenue shiar-
ingW probably provi(les the biggest. 1)ni for the bluck. There is no
giant bureaucracy with heavv administrative costs in running the
program, nor is there any need to rely on expensive delivery systems,
since the funds go directly to responsible bodies at each governmental
level. If I minight interject, lere, Mr. Clhairman., a story late President
Jonsonll told ne wh en I was visitimi downl at the rancl with him1
and talking over revenue sharing and how we might get. it through
the Congress back in 1971-1972. Ile said Clarley. I want to tell you
about thle little bov whose family was in very great difficulty and
needed money badly. lie wrote a letter to God and said : "Dear God,
would oit please send us $100? We need it bad. Thank you, ,John
Jones.'" The Post Office (lid not know what to do with his letter ad-
dressed to God, so they sent it to the President. When the President
looked at it, he was touched. lie sent a letter on White House station-
ery back to te little box, ,John Jones, and said the Lord had gotten
his letter and asked the President to sendl some money. lie enclosed
a $1() bill. About 6 weeks later another letter came in to the White
House ad(lressed to God. It was from Jolhn Jones and it said "Dear
God, I got the money. I appreciate it very mucli. But we need another
Sl"0O. Please, thlis tie l(1 not send it through Washington, because
list time around those so-and-sos took out all but. $10.!'

Before closing this brief statement, let, me comment on three criti-
cisms that have been raised. First, some have argued that too much of
the money has been spent, for capital purposes rather than ongoing
programs. The data (1o not in my ju(lgment. support this conclusion.
But I can well imagine that many State or local officials are wary of
long-terms spending commitments based on Federal funding that
might end next year. I, therefore, believe strongly, as I have from the



220

first, that general revenue sharing should be permanent, tied to the
Federal tax base, and therefore reasonably predictable in amount for
the governmental unit involved. However, outright extension of the
1972 legislation would be better than no extension at all, sharply re-
making the program to emphasize other goals, or subjecting it to an-
nual appropriations.

Second, some argue that need should be given greater weight in the
distribution formula. As you know, there are inherent shortcomings
in the data that would have to be used that complicate this task, since
living costs vary so much around the country. But the fundamental
purpose of revenue sharing is not the same as that of a categorical or
bloc grant. It is to return to the States and local governments part of
the. tax money which the Federal Government lays first claim to, has
sort of preempted, because of its more or less accidental adoption of
the progressive income tax in 1932. This resulted in Federal revenues
that grow faster than GNP-that is when GNP is growing. The
revenue sources available to State and local units are much less respon-
sive to economic growth and inflation.

In addition, I have seen no convincing evidence that needs have
indeed been neglected.

Finally, there are. those would increase many times over the Treas-
ury Revenue Sharing staff in order to establish a major new civil
rights compliance program for revenue sharing. Treasury has played
ani lml)ortant and proper role in civil rights with respect to financial
iu-titutions which are well within its realm of responsibility. But to
inject the finance ministry, whose main job is handling the Nation's
Iiian-,'s, miiore centrally into the civil rights area would in my judg-
ment be a mistake. The Department of Justice, other Federal and
State agencies, and the courts have both the responsibility and suffi-
cient power to ascertain that revenue sharing is delivered to the
people. fairly and impartially. Moreover. the Office of Revenue Shar-
ing in Treasury has, I believe, made full and effective use of all of
the approaches available through established channels to comply
with the civil rights provision of the legislation.

I (1o not believe that a major new civil rights compliance program
in ORS is either desirable or necessary. But if the Congress believes
that, it is, then I would recommend strongly, albeit reluctantly, that
administration of general revenue sharing be shifted from Treasury
to another Department. The task of the finance minister, the Secretary
of the Treasury, is to run a good finance ministry, not to devote large
antounts of his precious time to correcting abuses that are the proper
province of other governmental units.

Mr. Chairman, that concludes my statement. As I said, I was in
on the formulation, enactment and implementation of general revenue
sharing, and it may be that something from that experience will be
useful to you and your committee. I again thank you for asking me
to appear and hold myself ready for questions.

Senator HATHAWAY. Thank" you very much, Charls. I appreciate
your testimony very much. and I also appreciate the experience that
you add in being in on the innovation of the program. I take it from
your testimony that you did not think the program was designed to
fulfill any particuLar needs. It was just. to give I)ack to the States ald
the communities money that they could not raise themselves.
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Mr. WALKER. Not quite, sir. I should restate that in this sense. The
proposal which we sent to the Congress in 1969, which was devised
under Treasury leadership and revised in 1971, did not have need as a
factor in the formula at that time. It became clear in the Executive
sessions in the House Ways and Means Committee and again over here
in the Senate Finance Committee that the Congress would insist on
some degree of need being considered.

What I am saying is -hat I would not sharply shift the program's
emphasis away from the emphasis that we have had; and when you
look at how the funds have ben expended-public safety, transpor-
tation, education, many, many vital areas-I am not convinced that
the evidence is there that needs, in that sense, to help poor people have
been neglected by the program.

Senator HATHIAWAY. You think the needs requirements would be
fulfilled by our categorical programs? But it has been our experience
that a good percentage of some of the categorical programs have been
cut back.

Mr. WALKER. I think a lot of the needs would be fulfilled by gen-
eral revenue sharing because of the pressure upon State and local
officials to spend revenue-sharing money in ways that are needed. But
that decision would then be made, instead of on the banks of the
Potomac here, it would be made in the local community or county or
State or whatever. I think the burden of proof is on those who say
needs, however defined, have been neglected, and I have not seen con-
vincing proof otherwise.

Senator HATHAWAY. We have ha, some testimony, just the last
testimony this morning, indicating that a lot of so-called priority
items were not taken care of by many local governments.

Mr. VALKEn. Do they have hard data on that?
Senator HATHAWAY. Well, I do not know.
There was a testimony, I do not know if any other data was sub-

mitted or not, but that is a matter, I guess, we would have to go into.
Another question I want to ask you before I go answer that rollcall.

you advocate, as somebody else did this morning, that the amount of
the revenue funds be tied to the tax base, sort of as a percentage. But
as Senator Brock and I pointed out this morning, it may mean that
as we collect less money, of course the States and the communities will
get less money. and perhal)S we should have a certain floor so that it
will not go all the way down wlen they need it the most. It will go
down at the time when they need it to go u).

Mr. WV.rLKEP,. I agree with that. I think the idea of a floor is a good
idea.

I would like also for this 1)restigeous full committee, that you are a
member of, to take a look at the tax base and see how you can get a
stea(lier tax base. We rely so hea%'ily on the corporate tax for marginll
piiposes that, when profits go u) and (lown you have a big change in
the amount of taxes that are being paid. As long ais we have a base that
is that variable, then 1 would t1gree with the floor idea that you at-
I ribute to Senator 13rock.

Senator IHATHIlAWAY. What about the countercvclical proposals that
have lt-el made by Senator Muskie and Senator' ImImphrey.

Mr. WAL.%m:i. I was rather attracte(l to them. I am deeply con-
'erned about the rate of increase in Federal spending. Oly :i years

52-60275-15
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ago we were arguing over a $050 billion spen(lg ceiling, and now we
are trying our best to keep it down to $360-$370 billion. That is an in-
crease of over 40 percent. To me it is unsustainable. To me it means
the possibility or probability of a return to very high rates of
inflation.

Nevertheless, I see the need to recover from recession, and I can see
the case for somne types of increase in spending-so long as it is what I
call selfdestruct and aitonmtically disappears when the recession is
over. So, I think that countercyclical revenue sharing, especially in
light of the fact that some of your State and local units are so hard
pressed in periods of -recession, has merit. The idea has come on rather
quickly. I think it. needs more discussion and airing for all of the pros
and cons. But I an initially rather sympathetic to it.

Senator PACKWOOD [presiding]. 'Why would we have the inflation
with the big spending? You tie the two together?

Mr. WALKER. Living beyond our means: thinking there is such a
thing as a free lunch. I think there is a certain naturallevel of taxation
that people will take. Maybe it is 32 percent of GNP or 35 percent of
GNP. I do not know where it is. but once you pass that point

Senator 1ACKWOOD. Almost all of them think we have gone beyond.
Mr. ALKER(. Well, there is time to retrench. I am encouraged about

what the Bu(dget Committees have come out witi. I was very worried
about thc Budget Committees getting started in the middle of a
recession. I am encouraged with the way tley have come out witl
something that is considerably closer to what the P)resident has been
recommending.

Senator PACKWOOn. I am curious about inflation. You and I had a
phone call and we exchanged letters on this. Is that because of the
deficit you are now saving this, or just the , magnitu(le of the splending.
even if we paid for it all.

Mr. WALKER. Sir, it. is the time horizon we are talking about. Let is
talk about, the deficits for just a moment. I am not worried about a
deficit of $50 billion next year. I would be scared to death of a $101)
billion deficit. I cannot tell you the flash point. but I think we could
probably cet along witl $70 billion or so miless the recovery is very
rapid and you have a huge upsurge in the demand for private credit.

I am looking (own the road. We have got to flex the Fe(leral spend-
ing curve in a downward direction. You cannot get it down absolutely,
1)ilt flex down so that we have a lesser rate of increase in Federal
spending.

I think the people want that.
I think they were saving that in 1972, iind I think they were saving

it over the Easter recess.
Senator P)A('KWOOD). You mean a dowint urn in Federal spending?
Mr. WALKEIR. No; not downturn. It is thle first derivativee. It is a

slower rate of increase in Federal spending, which has gone up over
40 percent in the last 3 years. I say that is unsustainable. and youi will
either have to pay for it tliroiglh'if Von borrow genuine savlncs, in-
terest rates will go through the ceiling; if you monitize the (debt, turn
on the Federal Reserve to do it. prices will'go through the ceiling and
interest, rates will go through the roof anyway, because of inflation.

Senator PACKwoOn. $50 l)illion yes; $100 billion no; and $70 billion
maybe. And you are a little uncomfortable beyond that ?
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Mr. WALKER. I ain a little bit uncomfortable beyond that because
I have a sneaky feeling coming on me now watching the figures roll
out that this recovery coull cone on pretty strong, maybe even like
like gangbusters. And if it does, if it does we could lind ourselves back
in a credit crunch in less than a year.

Senator Pciwooi). Refresh my memory, ('harley, in the Budget
Committee in the Senate they came out with $67 billion did they not

Mr. VALKER. Yes; depending upon definitions of taxes.
Senator P-AeKWOOD. They are presuming these taxes that would be

put into effect are temporary.
Mr. WALKER. I do not think politically that is achievable-
Senator PACKWOOD. I do not either.
So, you are really talking about $75 billion with their deficit.
Mr. WALKER. You are talking about upward of $70 billion iii )oth

cases. But I was afraid they come out with something that would run
$80 billion or $85 billion or so, and I am more concerned-

Senator PACKWOOD. Give us time.
Mr. WALKER. Yes. You know, everything is relative, sir.
Senator PACKWOOD. Just one last question. Do you feel so strongly

about thb ci,,i-! rights enforcement that if we were going to insist
upon enforcing it we ought to throw the whole revenue sharing pro-
gram out of Treasury?

Mr. WALKER. If you insist on enforcing it through Treasury by
saying this Treasury staff of 80, which they have asked to have in-
crease to 100 and .r, whatever it is-and they think they can do a
good job with that-if you say they have got to be into a position
like EEOC, which is now behind I do not-know how many thousand
cases, and need 300, 400, 500, 600, or 1,000 people to do it, that is
not the Treasury I know and love. That is the only circumstance under
which I would argue for a shift.

Senator PACKWOOD. I have no further questions.
Senator BROOK. We have a rollcall., so let mie just ask you two

(jlickies.
First of all, with the $370 billion expenditure level of government

and $5 or $6 billion worth of revenue sharing, is it really realistic to
ask revenue sharing to carry the total burden of enforcing civil rights
compliance?

Mf'. WALKEFR. T do not think so, sir. It is loading the frog down with
buckshot, and awfully good frog that has proved itself here an,1 at
the risk of ruining that program. I think it would be something-I
just do not think the gain that you would get from that would he
worth the risk of what you do to the program.

Senator BRocK. Thank you very much.
AMr. WALKRa. Thank you, Senator.
Senator BIOCK. I am sorry we have to run.
Well. the committee will return in about 20 minutes.
[A brief recess was taken.]
Senator II'.vrm .. Av [presiding]. The hearings will resume and we

will have a panel of witnesses-Prof. David A. Caputo of Purdue
ITniversity and Irof. Richard L. Cole of George Washingrton
University.

Mr. CAPI'TO. I am Prolessor Caputo.
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Senator HATHAWAY. Why do you not go right ahead. Both of your
statements will be made a part of the record. You may proceed to
summarize them if you would.

STATEMENTS OF DAVID A. CAPUTO, PROFESSOR, PURDUE UNI-
VERSITY AND RICHARD L. COLE, PROFESSOR, GEORGE WASH-
INGTON UNIVERSITY

STATEMENT OF DAVID A. CAPUTO

Mr. CAPUTO. Yes; that is what we were planning to do. You should
Nave three documents from us: A short biographical sketch with a
fisting of some of our publications dealing with general revenue
sharing; an abstract of our testimony which will be what I will sum-
inarize to some extent; and then the actual statement.

We are going to split the presentation, really, into three parts. I
w\ill summarize, briefly summarize, the general expenditure patterns
that we found, the attitudinal data that we have from city officials
toward the program, and then some specific policy recommendations.
l'rofessor Cole will direct himself to some discussion of citizen par-
ticipation, which is an aspect of our research which we think you will
find especially relevant, given some of the earlier discussion.

We have been at work at this since October of 1972 and our con-
clusions and recommendations are based solely upon our work in cities
over 50,100 in that time period. We have done our research in a
variety (if ways, namely, through a mail questionnaire to city officials
to chief elected officers or city managers in cities over 50,000. In the
appenldix we have provided you with a response note as to which types
of cities have tended to iespond and which have not. The tables 1
through 3 summarize the responses when chief executive officers were
asked how they spent their funds and I would like-to just highlight
those before I move on.

First of all, if you take a quick look at table 1, table 2, and table 3,
elie next few comments will be, directed specifically toward that. You

will find that the five categories of law enforcement, fire prevention,
environmental protection, street and road repair, and parks and rec-
e',ation accounted for a combined total of 53 percent of total general

r,,venue-sharing funds in 1973, a little over 68 percent in 1974, and 66
percent il 1975.

Now we are well aware of the fungibility problems that have been
discussed in terms of trying to trace the expenditures. However, our
feeling is that tlese are the perceptions of the respondents as to how
they, in fact, have spent their money. And that. in and of itself, their
perceptionss are quite important as to where they feel that money has,

in fact, gone. We could argue whether it has been replacement or non-
rephicen.ent or sulbstitution funds. But how that money has been used
is (quite important.

Senator IArIIAWAY. On that )oint, though, do you have any-what
was the )asis of their perception

.Mfr. ('AIre'To. The basis was a questionnaire which they filled out.
This is not Treasury Department information. This is questionnaires
tlat they filled out and sent hack to us indicating to us how they spent
leir money. We made it clear to then we were interested in what
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they were used for and not what they officially rel)orted or whflatnot,
but actually how the funds were spent. This is what they indicated
back to us.

Now yc i could raise-the point that their perceptions were wrong
and so forth, but we think at least this gives some collaborative
data -

Senator -IATHAWAY-. Well, they may not necessarily be wrong but
they may be different in each case.

Mr. CAPUTO. That is possible. You could make that conclusion.
Senator HATHAWAY. One might say we were going to cut back on

education funds but we spent them. They would say we spent that
$5,000 for education even though they did cut back $5,000. They would
legitimately think that they had used the Federal revenue-sharing
money for education because they had planned to cut back that amount
of money anyway. Another one might have a ditferent perception of
that and think that it did just balance one another and he would not
count any money spent for education.

Mr. CAPUTO. That is possible. When we sent this, we did not ask
them what happened in terms of substitution funds and so forth. We
asked them how they perceived spending the revenue-sharing funds
specifically.

Those five categories that I have just mentioned, it appears. are
going to continue to account for a large share of the total expenditures
at the city level. There has been a good deal of discussion, and part
of the testimony you have heard today, about funds going to social
services for the poor and aged. And we found that if you take a Quick
look again at table 1 that the percentage has been relatively small. It
began in 1973 at 1.7 l)ercent, and went to 3.4 percent. However, there
are several things that have to be pointed out there. One is that there
has been an increase in the amount going to social services; and see-
ondly, and probably every bit as important, is when you compare the
percentage that these cities were spending on social services prior
to general revenue sharing, you find that they were spending about
1.5 to 2.0 percent.

So actually, they are spending a larger percentage of general
revenue-sharing funds in social services than they were prior to
general revenue sharing.

Senator HAThIAWAY. Did you get your numbers on an iten basis
er a percentage basis?

.Mr. CAPUTO. We asked them item by item to indicate the percentages
spent. In other words, we asked them what, percentage of the funds
were spent for operating capital in the various categories.

Senator HATI[AWAY. But you would not know the capital eXplend(i-
tures were for a firehouse or-

Mr. CAPUTO. No. In other words, we (lid not ask them specific itens.
Senator HATHAWAY. There is no way of telling whether it was

actually needed or not or whether it was frivolous spending.
,%fr. CAPUTO. No, we have no way of knowing, for instance, whether

or not the funds went for fire protection in what area of the city or
for what. We did not have data that specific.

Incidentally, it is interesting you should raise that because we
specifically had a proposal in with the National Science Foundation
in their competition to do just that because we thought that was
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the type of question that was going to come up when the renewal
legislation was discussed and we (lid not receive support for that.

Now, if I could move on for a few moments to several other points
that we think our expenditure data gives some evidence to. One is
that one of the points that people referred to in the testimony today
has been whether or not the funds have been uised for new or exist-
ing programs. Our (lata very heavily supports the contention that
the f1nds hav'e largely gone to existing lrogranis and not to new
1rograins. This is true for most of the categories except for two, and
tlat vouldl be social services and also parks and recreation. We think
there are a variety of reasons for this which we would be glad to
explore if you Would like us to.

'hen finally table 3 summarizes differential expenditures according
to city size, and we think here this provides some evidence for those
who want to argue that the ceiling, the 145 percent ceiling limita-
tion might be reconsidered in that we thiink clearly indicates that
cities according to size apparently are feeling different fiscal pres-
sures, especially in terms of fire and police protection. And the larger
the city. the higher the percentage of their funds have gone for fire
and police protection. We do not think that is an artifact of report-
ing where they are just trying pro formna to report an easy way to
fill out the forms. We think in fact they proba ly are under much
more intense pressure in those articularr areas.

Now the second major category of things I would like to touch on
for just a moment, and something that actually-we read some of
the testimony yesterday and did not see any hard data on this and
1 think we do have hard data here which might be of interest to the
committee. If you will take just a minute and look at table 4, it con-
pares two things. It talks about the effect of general revenue sharing
on thffiscal 1974 and fiscal 1975 city tax rates, as well as the city
officials' perception of long-range effect on taxing levels.

And here you find, quite interestingly. that general revenue shar-
ing is viewed as being quite important in either reducing the amlout
of tax increase or preventing the rate of a tax increase. It has not
been largely responsible for reducin,, tax rates. So it has had, we
would argue, depending upon the viewpoint of the local property
tax as perhaps being a regressive tax instrument, that perhal)s general
revenue sharing may have had an unintended beneficial aspect here
in that it is replacing a largely regressive tax. Funds raised with a
regressive tax were actually raised with a more regressive tax.

Now the important thing. though. is a shift over the time from 1974
to 1975. And it is ol)vious to us in interpreting these results that as
the cities have conic un(ler increasing fiscal pressuree due to the infla-
tion and due to the economic downturn, that one of the thinsxs that
in fact has happened is that general revenue sharing has become
even 1mre critical to them, even more inortant. especially if you
look at its impact in re(icing the amount of a rate increase, tax rate
increase, you will see that it has been a substantial l)lan for this
particular year.

And finally. table 5. we think, I am sure that the Members of the
Senate do not have to be convinced as to the likes and dislikes of
local officials toward general revenue sharing, but we think this is
very hard evidence that indicates that the program is deeply re-
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spected and also it probably has a very strong contingency of support
(li0nong city officials, at least those in cities over 50,000. And here.
if you read across the top, this simply asked city officials what effect
they think general revenue-sharing funds will have on their total
Federal funds, whereas the bottom table simply asked them how
satisfied they are with the program. And what we think to be a very
fascinating thing is that less than 40 percent of the respondents. if
you I'mead across all cities in 1975. less than 40 percent, of the respond-
ents feel that it is going to result in increases in Federal funds. In
other words. they (1o not see general revenue sharing funds as net
added funds to their communities. They see some trade-off between
it and the special revenue-sharing and ihe decline of the categorical
grant prog rams.

And despite this. despitee the fact that they see that they may still
be receiving g the iame total amount of funds from the Federal Gov-
erinent, nonetheless over 63 percent are very strongly satisfied and
'26 percent somewhat satisfied. So actually, you have 90 percent of
city officials who are verv satisfied with the program. In this past time
i our sample only two people were really dissatisfied in any respects
with the program. 'e think there are several reasons for this and
these reasons are not unimportant. Certainly, one of them would be
the fact that there is no need for the cities to iave a large bureaucracy
at the city level dealing with the program. And if you begin to raise
questions about enforcement and so forth, you can see the problems
that this could encounter for some cities where they might have to
devote more staff and personnel to it than they would wish to. So you
have that situation.

In addition, you also have that. they like very much the idea of no
strings. The concel)t of no strings is very important to them.

Before I come back to siummarize our specific policy reconimenda-
tions. I would like to turn to 1)r. Cole for a minute to summarize
some of the citizen participation findings.

STATEMENT OF RICHARD L. COLE

MIr. COLE. Thank Vout verv much. Senator.
As we all who have been here today know from the discussions which

we have had and from the testimony which has been presented, a per-
sistent area of controversy and concern in the revenue sharing debate
involves the issue of citizen participation and distribution of its funds.
And again, as we all know. unlike much of the major domestic pro-
grams of the past couple of decades such as OEO and urban renewal
ani model cities and so forth, the general revenue-sharing legislation,
as was passed in 1972. includes absolutely no requirement for the par-
tic i)ation or mandatory particil)ation of citizens in the allocation of
those funds other than what the city or State may be required by
local legislation.

Some have felt, therefore, that general revenue-sharing funds might
l)e allocated without proper regard for expressed citizen needs and in
particular that the areas of social service, health, welfare, and other
ameniities might be slighted while areas of public safety might be
benefited.
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We think the data which we have collected can bear directly on this
question of citizen participation and allow us to explore the following
questions. No. 1, and I want to go through these very rapidly, No. 1-
what has been the extent of citizen involvement ini revenue-sharing
allocations to this point and second how has it changed over the 3-year
period that we have data for. Three, how effective has this participa-
tion been in terms of affecting the distribution of revenue-sharing ex-
penditures. And fourth, are some forms of participation found to be
more effective than others in this distribution?

We believe that answers to these questions should be of obvious
interest to those considering extension of and possible alterations of
the general revenue-sharing legislation bill. as well as to those citizens
groups interested in effecting revenue-sharing decisionmaking.

Turning to our findings, in the first instance, as to the extent of
citizen participation in revenue-sharing funds, if you have the testi-
mony in front of you, it would be very helpful if you could turn to
table 6, indicating the proportion of city officials in our survey in
this 3-year period who have indicated that they did experience public
hearings and citizen participation, did allow citizen participation and
public hearings in the distribution of revenue-sharing funds and the
extent to which they will allow such paiicipation in the future. We
think the findings are interesting.

In 1973 we find that about 49.7 or about 50 percent of the cities
which responded did experience some form of citizen participation
in the expenditure of revenue-sharing funds. That is in addition to
whatever public hearings they may have held for their own.

The CIAIRMAN. Please do'not read quite as fast. I am trying to
keep up with you.

People talk slow where I come from. Go ahead.
Mr. COLE. All right.
As it shows in the first, half of that, column, the left-hand side of

that table, in 1973 about half of the cities experienced some form of
public hearings and citizen involvement in revenue sharing in addi-
tion to whatever else they may have experienced by their budgetary
process. By 1974 that had increased to about 10 percentage points to
58.6 percent. And by 1975, the data is just preliminary but on the basis
of the returns which we have at this point which is'almost complete.
about the same percent as in 1974 had experienced some form of
public hearings and citizen participation.

We think that is an interesting finding.
The second half of the table, which is also, we think, of interest,

indicates the extent to which mayors and city managers felt that they
would encourage some form of public hearings and participation in
the future. We note here a steady increase and rise in the proportion
of officials who are positive in that direction, from about 37 percent in
1973 to about 60 percent in our latest 1975 survey.

Concluding simply that table, we feel that public involvement in
general revenue-sharing decisions appears to be relatively high for a
program which requires no such input. In this sense, it might be
concluded that model cities, OEO, and urban renewal programs of
the 1960's, have left a legacy of expectations, of participation by
citizens and city officials, and this legacy has carried over into the
revenue-sharing field. And even in the absence of such mandates there
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is a considerable amount of citizen participation in public hearings
involving revenue-sharing expenditures.

Table 7 briefly summarizes the characteristics of cities which did
and did not hold public hearings and I am not sure of how much
interest that is. We included that because it may have some regional
interest here. It is known from previous social science research citizen
participation in all forms in the budgetary process and other forms of
public debate is generally associated wit h larger cities, with central
cities, with cities having large proportions of nonwhite residents, with
major cities, and so forth.

We find pretty much the same thing involved in the general revenue-
sharing expenditures, and I do not think there i. a whole lot to say
about that other than just to make that note. We do find that central
cities are experiencing somewhat more citizen participation, and one
allowing somewhat more citizen participation than are suburbs. We
do find that those cities with a larger proportion of 'nonwhites a-re
experiencing more citizen participation in revenue-sharing decision-
makings. We do find some interesting deviations from what we had
expected. For example, southern cities and western cities are more
likely to allow citizen participation than those in other sections of
the country. That was unusual. And then we found that managers are
more likely to experience and encourage citizen participation in
revenue-sharing decisions. That is something else which is unique.

But essentially, that is the essence of that table.
I think, summarizing those two tables-that is the extent and fre-

quency of participation in general revenue-sharing decision-our
major conclusion is that, and unexpectedly to us at least, a large pro-
portion of cities in all demographic and political categories have ex-
perienced such participation and such involvement appears to be
increasing or at least remaining stable.

Table 8, we look at what I feel is one of the most, interesting aspects
of citizen participation in the debate here, and this is the consequence
of citizen participation in revenue-sharing decisionmaking. That is,
those cities which are experiencing public hearings and allowing and
encourging public participation, do they tend to allocate their funds
differently? Does citizen involvement in revenue sharing a program
which requires no citizen input. Does citizen participation in that pro-
gram make a difference? Does it have an input in terms of monetary
distribution of the funds and we believe it does, at least our data sup-
ports that it does.

The general assumption, of course, made by those advocating greater
citizen oversight in revenue-sharing decisions is that decisions made in
al)sence of such participation are likely to be more status quo oriented;
that, is, in the case of revenue-sharing decisions are more likely to
emphasize public safety, police, and fire and so forth and may be less
attentive to social and welfare needs.

Our data do show some important deviations between cities holding
and those not holding public hearings and table 8 is a little bit diffi-
cult, I think, to read as I was going over it this morning because we
have so much data crammed together. But we have our two latest sur-
veys, 1974 and 1975, combined. The first two columns indicate all ex-
penditures for all cities in 1974 and 1975. The middle two columns indi-
cate the distribution of funds by cities which held public hearings. And
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the final two columns indicate the distribution of funds among those
cities which did not hold public hearings. And we find what we believe
to be an important and significant deviation here.

For example, those cities, both in 1974 and 1975, which did not hold
public hearings spent considerably larger proportions or at least re-
ported spending considerably larger portions of the revenue sharing
money for public safety functions than did those cities holding public
hearingors. That is, in each year, 1974 and 1975, cities which did not hold
public hearings spent about 40 percent of the revenue sharing money
for public safety compared with only about 25 to 26 percent spent by
those cities whicli did hold public hearings. and of course that is what
would be predicted.

It is also found that those cities which did hold pul)lic hearings were
more likely to, No. 1, evenly distribute their funds throughout the
categories, and No. 2, to spend large proportions in such areas as street
and road repair, parks and recreation, health services, and social wel-
fare needs.

In the latter category, health and welfare, cities holding public
hearings were found to allocate about twice as much revenue sharing
money as those not. holding public hearings.

So again, we think we find significant and important deviations
among those cities which did and did not hold public hearings.

An interesting question, we feel, is the extent to which different
forms of participation and different types of )articipation may have
made a difference in the allocations w-hich I have just discussed and
that is do those cities which hold more public hearings, more frequent
hearings, and those holding hearings specifically for the consideration
of revenue sharing money spend their funds differently from other
cities?

Tables 9 and 10 of the testimony-table 9 examiines the distribution
of revenue sharing funds by mimbers of hearings by those cities which
held none and those which held one. those which held two, and those
which held three or more. Again, we feel the results are very interesting
considering the number of hearings. It is found that number of hear-
ings does apparently have an effect and as the umnl)er of hearings in-
creases money spent on public safety tends to decrease and amounts
spent on social services tend to increase. It is not a steady monotonic
trend throughout. but it, is, we think, a noticeable trend in those
directions.

Table 10 compares the. distribution of funds among those cities
which held hearings specifically to consider revenue sharing and those
which held public hearings on revenue sharing (liiring the total budget
considerations of the cities.

Again, we find what we believe to be important deviations. Cities
which hold hearings specifically for revenue sharing funds spend less
for public safety and more for social services.

Thus, holding or not, holding pul)lic hearings can affect the distri-
bution of revenue sharing funds and the form of participation is also
important.

In conclusion, we find a considerable amount of public participa-
tion in revenue sharing expenditures, even in the absence of legislative
mandate which would require that. As I said before, about 50 to 60
percent of cities in our surveys do report some form of participation.
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Two, participation has had an impact. Those holding hearings
spend significantly less on public safety functions. They spend signifi-
cantly more on social service and welfare needs. In addition, they more
evenly distribute their funds throughout the priority categories.

Third, the form of participation may make a difference, we feel.
Those holding more hearings and those holding hearings specifically
for the consideration of revenue sharing funds spend less for public
safety and more for social service functions.

And I would like to conclude by saying that we find, I believe both
Dr. Caputo and I agree, that while the general revenue sharing legis-
lation as was passed in 1972, obviously does not represent the optimum
political situation for those groups seeking greater citizen control over
local expenditure decisions, the act does not prevent, meaningful citi-
zen participation, we believe. Groups seeking larger allocations of reve-
nue sharing funds must organize. Obviously, they must compete with
other sometimes more established groups at. the local level. Such orga-
nization and competition undoubtedly will be difficult. In some cases,
maybe even impossible. But our findings indicate that such organiza-
tion , when possible, can be successful and has a direct and positive in-
pact on expenditure of general revenue sharing funds.

I think now Dr. Caputo would like to summarize our conclusions and
our recommendations.

Mr. CAPUTO. Table 11, what we have (lone is we tried to summarize,
and we apologize for trying to summarize a great. deal of data in a
relatively short period of time. That is one of our faults in terms of
trying to figure out the best way to present this, but we wanted to be
sure that it did. in fact, get in the public record.

W hat this does is it considers four basic consequences of general
revenue sharing, and it tries to describe as it fits into two types of cities,
and what. we have done is set up a dichotomous relationship between
the less wealthy. larger central cities and the more wealthy, smaller
sutburban cities. in essence. inner city versus suburban.

When you ask several questions you get, a variety of answers, but, on
the whole, the statistical pattern which emerges is quite clear, we feel.
First of all, as to how the funds are used, we find to a very large extent
the larger central cities, less wealthy, had to use the funds to support
existing programs: smaller, more wealthy suburban communities have,
in fact, been able to be innovative and have, in fact, started a much
higher number of new programs.

As far as public hearings, we find almost the opposite. We find that
the less wealthy large central cities attempted to have greater citizen
participation in the form of pul)lic hearings, than the more wealthy.
small suburban cities. In many respects that particular finding is
almost in direct conflict with some of the statements this morning say-
ing that large urban groups have been cut out of public hearings.

As far as impact on taxing levels, this in man) respects is similar
to what Mayor Gibson said yesterday, that in larger, less wealthy cities
the effect of general revenue sharing ouite often has been to lower tax-
inq levels, whereas in the more wealthy. small suburban cities. the
effect, has been much more limited, or there has been no effect, and then,
finally. the total impact in the ,larger cities has been to decrease the
total Federal dollar and to increase it in more wealthy cities.

Now, specific recommendations that we would make are the follow-
ing: that there should be very serious considerations given to increas-
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ing the total amount of funds going to the larger cities-and we define
a larger city, in this case, as those over 250,000-perhaps by raising the
ceiling, or perhaps by increasing the weight of income on the per capita
effect In terms of the formulas.

Our feeling would be that in order for this to be done most success-
fully, the general revenue-sharing legislation would have to- be funded
At a higher level than it presently is.

No. 2, that the general revenue sharing funding process should con-
tinue to be a multiyear program and continue to be funded separate
from the annual appropriations process, specifically, that it be renewed
for a minimum of 5 years so that the recipient units of government
can do the appropriate planning and have some real leadtime as to
how the funds could be spent.

Third, our feeling is that there should be a concerted effort to try to
enact continuing or renewal legislation this session, not in the session
beginning in January of 1976, largely due to the fact that it could
create a great deal of fiscal and financial chaos at the local and urban
level if people are held in abeyance, if local planners are held in abey-
ance as to whether or not, in fact, the program is going to be
continued.

Finally, then we would argue that there should be very careful con-
sideration to the civil rights aspect of the legislation; however, our own
personal feelings-and I believe, again, I speak for Dr. Cole on this-
is that some of the efforts that the Office of Revenue Sharing has ini-
tiated in the past few months have gone a long way toward eliminat-
ing many of the compliance problems that people have raised.

And then, finally, we feel there should be very careful consideration
given to any requirement to hold formal public hearings prior to gen-
eral revenue sharing expenditures. We feel our data c early indicates
that the evidence is not conclusive on what the impact of those hearings
may be and also whether or not, in fact, there is a real need for manda-
tory hearings.

Now, in closing, then I would like to, if I might iust quote briefly
from our book dealing with this subject, "Urban Politics and Decen-
tralization: The Case of General Revenue Sharing," in which we say
the following:

Thus, our conclusion is that general revenue sharing with reservations noted
above is working at least as well as previous Federal grant programs, and our
major policy recommendation would be the continuation and, perhaps, extension
of the program. General revenue sharing, in summary, has not and will not be a
panacea for the ills of urban America. In the final analysis the most important
contribution of general revenue sharing may be the stimulation of citizen interest
in local politics and the encouragement of increased and more effective participa-
tion in the urban decision-making process by previously ignored and uninvolved
groups.

We thank you for the opportunity to present this evidence and our
views, and we would be-pleased to answer any questions you may have
at this time and in the future.

Senator HATIHAWVAY presiding,] . Do you think the pattern of spend-
ing revenue sharing funds would increase the amount of the capital
exl)enditures or the other way around?

Mr. CAPUTo. We notice some shift. There has been a decrease and
we (lid not report this because we did not have a chance to analyze
this closely in our 1975 data, but there appears there has been some
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decrease in the amount of funds going the capital expenditure route.
We think the reason is initially, wen, two reasons initially. In the
first case, in many cases with the passage in 1972 it was treated as
a windfall, because it came too late in the budgetary year for many of
the communities.

Second, I think initially many communities were somewhat reluc-
tant to start a program with fear that, perhaps, the program, the
general revenue sharing, would not be enacted. If, in fact, there is
real assurance that the program will be renewed, I think you may
see a different expenditure pattern moving more toward operating
expenditures, toward trying to support new programs; certainly, per-
haps. not a dramatic shift because we know the evidence is very clear
that local decisionmakers move slowly, but, nonetheless, I think this
shift will be very perceptively toward that.

Senator HATHAWAY. Professor Cole. I did not hear all of your
testimony, but do you advocate Federal guidelines for greater
participation?

Mr. CoL& No; I do not. I think Dr. Caputo and I both are probably
in agreement on this, and we both feel torn between what we both
feel are two goals which we both support. One is that we do both
support greater citizen participation in local affairs. We do support,
we all like to see greater funds spent for social services, there is no
question about that, and we feel that citizen participation can effect
it. But, we think that on the whole we feel that the general revenue
sharing legislation is best served by not having mandates for citizen
participation.

As a matter of fact, that is one of the points of our testimony. That
is, even in the absence of such mandates, about 60 percent of cities are
experiencing some form of participation, and in those cities it is
having a direct effect. I think we feel that citizen participation man-
dates, which were required for the community development legisla-
tion-a special community revenue sharing-were fair and was
equitable, and I think we feel, in the long ru, it is a fair situation
as it is.

Senator HATHAWAY. Mr. Chairman.
The CHATUMAN. I have no questions.
Senator HATHAWAY. Thank you both for your testimony. The other

members may have some questions in writing that we would like
to s.tbnit to you.

Mr. CAPtro. Thank you.
[The prepared statements of Messrs. Caputo and Cole follow:]

STATEMENTS BY DAVID A. CAPUTO, ASSOCIATE PROFESSOR, DEPARTMENT OF POLITI-
CAL SCIENCE, PURDUE UNIvERsrrY, AND RICHARD L. COLE, ASSISTANT PROFESSOR,
DEPARTMENT OF POLITICAL SCIENCE, GEORGE WASHINGTON UNIVERSITY

We appreciate the opportunity to present this statement and to respond to any
questions you may have. Our statement Is divided into three sections and we will
alternate our presentation. I will Summarize the general expenditure patterns we
found, attitudinal data towards the program, and specific policy recommenda-
tions. Dr. Cole will summarize the major points concerning citizen participation.
You have before you, three documents. The first is a brief biographical sketch
of ourselves and research publications dealing with general revenue sharing. The
second is a one page abstract of our presentation with the major points empha-
sized. The final document is our statement itself.
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BACKGROUND OF RESEARCH

We have been Investigating the impact of general revenue sharing expenditure
decisions In 407 urban centers with population over 50,000. The research has been
underway since October, 1972. In the ensuing 30 months, we have completed three
mail questionnaires to the chief executive officers in each of the 407 cities and
completed several other closely related projects. Table A-1 summarizes the re-
sponse rates for the various categories of cities included in our survey. We have
completed other research analyzing our response rates which indicate that we
have the basis for generalizing from our respondents to other cities with similar
characteristics. Due to the continued and excellent cooperation and assistance of
the chief executive officer in cities over 50,000 we are confident of our results and
the policy recommendations based on them. One cautionary note should be raised;
the data for 1975 are based on 172 responses; we have over 210 responses to date,
but were unable, due to time constraints, to Include the remaining ones in the
analyses summarized here. These results should be available by early June, but
we don't believe they will significantly alter the points discussed here.

EXPENDITURE PATTERNS

Tables 1 through 3 summarize the responses when chief executive officers were
asked how they spent their general revenue sharing funds. We believe that the
responses indicate the chief executive officer's perception of how the funds were
actually spent and reserve close examination (see Table 1).

The five categories of law enforcement, fire prevention, environmental protec-
tion, street and road repair, and parks and recreation, accounted for a combined
total of 53% of total general revenue sharing funds in 1973, 68.2% in 1974, and
66.3% in 1975. It Is clear that these five expenditure categories have been the
chief recipients of general revenue sharing funds. In addition, the percentage ex-
pended on law enforcement and fire prevention has increased substantially from
1973 to 1975 while environmental protection, street and road repair, and parks
and recreation have rcTeived a fluctuating percentage of funds during each of the
three years.

A great deal of discussion and controversy has centered around the use of the
general revenue sharing funds for social and health programs. Note that the per-
centage spent on social service programs, although still relatively small, doubled
between 1973 and 1975 while the percentage expended for health has increased
over the first year of general revenue sharing.

TABLE I.-GENERAL REVENUE SHARING EXPENDITURES BY CATEGORY

fin percent

Expenditures

Expenditure category 1973 1974 1975'

Law enforcement ------------------------------------------------- 11.3 16.3 19.2
Fireprevention --------------- I ------------------------------------ 10.3 15.3 15.4
Building/code enforcement ------------------------------------ 1.4 .7 ?. 4
Environmental protection ........................................... 12.6 13.2 11. 3
Transit systems -------------------------------------------------- 1.9 2.9 1,5
Street and road repair ........... ................................. 11.6 12.5 lO.i
Social services --------------------------------------------------- 1.7 2.8 3.4
Health ........................................................... 1.5 2.8 2.6
Parks and recreation --------------------------------------------- 7.2 10.9 8.5
Building renovation ............................................... 4.0 3.9 3.8
Libraries -------------------------------------------------------- 1.4 2.2 1.6
Municipal salaries ------------------------------------------------ 4.3 1.1 1.8
Other ----------------------------------------------------------- 12.0 11.3 13.0
Undetermined --------------------------------------------------- ii.8 4.1 2.6

Total ..................................................... 100.0 100.0 100.0

I Preliminary results only based on partial returns.
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In our book, we compare the percentage expended for each category with the
percentage expended by that city in the year immediately preceding general
revenue sharing. It appears that the expenditure patterns closely follow those of
previous years and that there have been relatively few attempts to use general
revenue sharing fund to finance new and vastly different local priorities. Table
2 also supports this point (see table 2). In the five expenditure categories which
account foi the largest percentages of expenditures, only the parks and recreation
category Indicates a significant percentage of the funds going to new programs. In
both years, the percentages going 'to new programs exceed 33%. Interestingly,
the social services expenditure category has seen the highest percentage of new
programs. These data support the conclusion that general revenue sharing funds,
for a wide variety of complex reasons, have not resulted in innovative and origi-
nal programs. The funds have been used to strengthen or expand existing pro-
grams in a time of fiscal difficulty.

One related aspect of this discussion is the tendency to view all cities as similar.
Our research indicates there are significant differences when variables such as
size, demographic components, and socio-economic variables are considered. Table
3 compares the expenditures reached by various size cities for the three years the
program has been in operation (see table 3).

TABLE 2.-USE OF REVENUE SHARING FOR NEW AND EXISTING PROGRAMS BY FUNCTION

i n percent

1974 survey (N=216) 1975 survey (N =172),
revenue sharing used revenue sharing used

for- for-

Existing Both New Existing Both New
Function programs equally programs programs equally programs

Law enforcement ------------------------------ 76.4 4.7 18.9 86.8 4.5 8.7
Fire prevention -------------------------------- 82.3 5. 3 12.4 78.5 2.5 19.0
Building code enforcement -----.--------------- 76.7 ---------- 23.2 78.5 ------- 21.5
Environmental protection ----------------------- 69. 1 6.4 24.5 75. 3 2. 6 22.1

- Transit systems -------.----------------------- 60.9 8.7 30.4 59.1 3.9 37.0
Street and road repair ------------- _--------- 76.1 8.0 15.9 77.0 3.0 20.0
Social Seivices ------------------------------ 45.8 6.8 47.4 44 4 15.6 40.0
Health ------------------------------------- 66.7 7.4 25.9 71.2 5.8 23.0
Parks and recreation --------------------------- 55.6 6.5 37.9 60.9 3.8 35.3
Building renovation --------------------------- - 71.1 .......... 28.9 72.4 3. 5 24. 1
Libraries ----------.------------------------- 62.0 6.0 32.0 70.4 2.1 27.5

I Preliminary results only based on partial returns.



TABLE 3.--GENERAL REVENUE SHARING EXPENDITURES, AND CITY SIZE

ilnt percent]

1973 survey (N =212) 1974 survey (N =216) 1975 survey (N=172)1

50,000 100,000 250,000 50,060 100,000 250,000 50,000 100,000 250,000
to to to Over to to to Over to to to Over

100,000 250,000 500,000 500,000 100.000 256. 0CO 500,000 500,000 100 000 250,000 500000) 500,000
Expenditure category (N = 124) (N =56) (N=19) (N= 13) (N= 122) (N =60) (N=21) (N=13) (N 106) (N -43) (N=14 (N-9)

Law enforcement --------------------- 10.7 8.6 13.5 22.7 17.2 11.8 19.3 24.1 18.3 19.4 20.5 27.4
Fire prevention --------------------- 9.9 9.0 14.0 13.3 15. C 15.9 12.7 19.7 16.8 7.4 24.2 22.6
Building code enforcement -------------- 1.6 .7 .3 4.1 .8 .4 .7 .3 3.4 1.2 .2 .5
Environmental protection --------------- 12.7 14.9 7.7 10.4 12.8 14-0 9.6 19.9 11.0 14.6 12.4 16.4
Transit systems--- .------------------ 1.0 2.0 1.2 4.5 3.3 2.7 2.9 .9 2.2 4.0 .7 1.8
Street and road repair ----------------- 11.1 12.0 13.6 8.3 13.2 12.9 10.3 8.5 10.2 14.2 4.8 6.4
Social services ---------------------- 1.9 1.7 .7 1.7 1.9 4.3 2.5 5.3 3.5 4.4 1.2 3.2
Health ------------------------------ 1.6 1.2 1.2 2.2 2.6 3.1 2.7 2.8 2.1 3.7 2.7 2.8
Parks and recreation ------------------ 7.4 8.1 4.0 7.6 11.8 9.7 10.9 6.3 8.6 7.5 10.0 11.2
Building renovation ------------------- 5.0 2.5 2.0 3.9 4.9 2.6 3.7 .9 5.5 1.0 .6 2.4
Libraries ---------------------------- .8 1.6 .7 .8 2.3 2.3 .7 1.8 1.3 2.3 .9 1.8
M unicipal salaries ------------ -------- 3.4 3.7 9.2 1.6 .7 .5 5.6 1.0 2.9 ---------- -...... ...... .....
Other --------------------------- 12.5 20.0 5.6 1.7 8.4 16.9 17.0 5.0 7.8 19.3 13.6 1.9
Undetermined--- J ------------------ 20.4 14.0 26.3 17.2 5.1 3.0 1.4 3.5 6.4 1.0 8.2 1.6

Total ------------------------- 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

I Preliminary results only based on pa,-tial returns.
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It indicates, quite clearly, that law enforcement and fire prevention expendi-
tures become increasingly significant as city size increases. In 1973, cities over
500,000, expended over 36% of their general revenue sharing funds on law en-
forcement and fire protection functions; in 1975, the total expended was 50%.
At the same time, the largest cities were spending significantly different per-
centages of their funds in the environmental protection, street and road repair,
social services and building renovation categories. While many attribute these
differences to inaccurate expenditure reporting, our position is that the reasons
are much more complicated and probably closely related to the various demands
placed on the cities for differing types of services. Thus, your large cities are
faced with a different set of pressures and needs than your small and inter-
mediate size cities. It would be natural for these pressures and needs to be re-
flected in general revenue sharing expenditure decisio'Js.
---In addition to the expenditure patterns, considerab. interest exists over the

impact of general revenue sharing on municipal taxing levels and the attitudes
of local officials towards the program. Ttblks 4 and 5 summarize these points
(see table 4).

52-602--75-16
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TABLE 4. IMPACT OF GENERAL REVENUE SHARING ON MUNICIPAL TAXING LEVELS

Fiscal year 1974 survey (N =216)

Reduced tax Prevented increase Reduced amount of Reduced tax
rate in tax rate rate increase No effect rate

Percent Nymber Percent Number Percent Number Percent Numbe Percent Number

Fiscal year 1975 survey (N=172)1

Prevented increase Reduced amount of
in tax rate rate increase No effect

Percent Number Percent Number Percent Number

Effect on tax rates- - 11.9
Long range effect on taxing levels --------- 2.4

25 35.8 75 17.1 36 35.2 74 4.8 8 39.5 66 32.3 54 23.4
5 27.2 56 47.6 98 22.8 47 .7 1 21.6 36 66.9 111 10.8

I Preliminary results only based on partial returns

30
18
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The top row of Table 4 compares the perceptions of the respondents in both
1974 and 1975 on the impact of general revenue sharing on taxing levels. Note
that a smaller percentage of respondents in 1975 (23.4%) than 1974 (35.2%)
felt that general revenue sharing funds had no effect on their local tax rate. In
both years, over 40% of the respondents felt that general revenue sharing funds
either' reduced the tax rate or prevented an increase In the tax rate while 32.3%
of the 1975 respondents felt general revenue sharing funds reduced the amount
of tax rate Increase which was necessary. It appears, then, that general revenue
sharing is perceived as assisting in stabilizing or reducing the rate of increase
in local tax rates.

The second row of Table 4 also deserves brief mention. It appears that between
1974 and 1975, probably due to the worsening economic conditions, that city
officials began to feel much more strongly about general revenue sharing assist-
ing them in reducing the amount of tax rate Increase at the local level in the
long run. Nearly 70% of the chief executive officers responded in this fashion
indicating the increased fiscal pressure the cities are apparently experiencing.

Table 5 summarizes the perceived effect of general revenue sharing funds on
total federal funds being received by the respective cities as well as the re-
spondents' satisfaction towards the program (see Table 5).



TABLE 5.-EFFECT OF GENERAL REVENUE SHARING ON TOTAL FEDERAL FUNDS FOR URBAN AREAS AND RESPONDENT SATISFACTION WITH GENERAL REVENUE SHARING

Greatly increase Increase somewhat No effect Decrease somewhat Greztly decrease

Percent Number Percent Number Percent Number Percent Number Percent Number

Effect on total Federal funds:
All cities:

19 73 -----------------------------
19 74 -----------------------------
1975 , ----------------------------

13.2
10.9
12.1

24
21
19

30.2
23.3
27.3

55
45
43

23.1
26.4
29.3

42
51
46

18.7
27.5
19.7

34
53
31

14.8
11.9
11.6

27
23
18

Very satisfied Somewhat satisfied Uncertain Somewhat dissatisfied Very dissatisfied

Percent Number Percent Number Percent Number Percent Number Percent Number

Respondent satisfaction:
All cities:

1973 ----------------------------
1974 ----------------------------
1975' ---------------------------

45.3
62.1
63.4

91
121
104

32.3
28.2
26.7

65
55
44

13.4
3.6
8.7

27
7

15

6.0
5.1
1.2

12
10
2

3.0
1.0

6
2

I Preliminary results only based on partial returns.
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It is most interesting that while most chief executive officers feel the impact
of general revenue sharing funds on their total federal funds will be marginal
(less than 25% feel that the funds will greatly decrease or increase their total
federal funds), there is very high satisfaction with the program. The number
very satisfied has grown from 45.3% in 1973 to 63.4% in 1975. Accompanying
the increase in satisfaction, there has been a decrease in the always quite small
dissatisfaction with the program. This is a very important point; city officials
strongly favor the program and apparently view it as being quite important to
their cities. This will be an important factor in any discussion of the renewal
legislation. Certainly one of the most controversial and discussed aspects of the
program involves the lack of specific citizen participation requirements. Dr. Cole
will discuss our findings in this area.

CITIZEN PARTICIPATION IN REVENUE-SHARING DECISIONS

As those familiar with urban politics are well aware, a distinguishing feature
of much of the major domestic legislation of the past couple of decades has been
its emphasis on the participation of citizens In the distribution of funds. The
Urban Renewal program, for example, required a "program of citizen participa-
tion in the planning and execution of the project ;" the OEO legislation called
for the "maximum feasible participation" of the poor; and the Model Cities
program required the participation of those in "target areas." Although some
have criticized these as often offering only cosmetic and superficial avenues of"meaningful" citizen input, it nevertheless is true that previous domestic legis-
lation has established a tradition of citizen involvement and an expectation on
the part of many citizens' groups that such participation was to be a continuing
feature of any domestic program funded by the Federal government. It is also
true that many believe that such participation is necessary in order to ensure
an adequate distribution of Federal and local funds for socially oriented domestic
programs.

General Revenue Sharing, on the other hand, is distinguished by its lack of
requirement for citizen involvement. General Revenue Sharing funds, of course,
are to be spent according to normal budgetary procedures, regardless of whether
those procedures require public hearings or opportunities for direct citizen input.
Thus, from General Revenue Sharing's inception, the citizen participation issue
has continued to be a major area of contention and controversy.

Typifying the fears of many-that the lack of participation requirements
would lead to a use of General Revenue Sharing funds which would largely
neglect socially oriented programs-are the comments of the director of an
East Akron Neighborhood Center. Testifying in 1971 before the Senate Sub-
committee on Intergovernmental Relations considering the bill, the director
stated: "How could [the Federal government] even think about passing a
revenue-sharing bill that is going to say, 'you take the money, to State or city
or anywhere else, and do what you want with it.' What will happen to poor
people? In the city where I live they may as well jump over into the river right
nOW. ..-

In this section we explore fhe following questions: (1) To what extent have
cities encouraged and/or allowed the participation of citizens in revenue sharing
decisions?; (2) Is such participation increasing or decreasing?; (3) 11ow effec-
tive has this participation been?; (4) Are some forms of participation more
effective. than others? Answers to these questions should be of obvious interest
to those considering the extension of the General Revenue Sharing legislation
as well as to those citizen groups interested in affecting revenue sharing spending
decisions.

Concerning the extent of citizen participation in General Revenue Sharing
decisions, Table 6 Indicates that a substantial proportion of cities have experi-
enced such involvement. As Table 6 indicates, about half of those cities respond-
ing to our surveys in the three* budgetary years covered by this study did
experience some type of citizen participation efforts during their General Revenue
Sharing decision-making process (see table 6).
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TABLE 6.-PUBLIC HEARINGS AND THE ALLOCATION OF REVENUE SHARING FUNDS

Public hearings held prior to
this year s allocation? Public hearings to be held in the future?

Yes No Yes No Undecided

1973 (N =195) ................. . - 49.7 50.3 37.7 37.7 24.6
1974 (N = 203) ------_--------------- 58.6 41.4 50.7 49.3 (1)
1975 (N=172)---... ..------------- 56.8 43.2 59.3 40.7 (1)

I This option was not provided in the 1974 and 1975 surveys.
2 Preliminary analysis based on incomplete data returns.

Interestingly, the proportion of officials reporting some type of citizen partici-
pation increased by about 10 percent from the 1973 to the 1974 and 1975 surveys.
Also, Table 6 shows that the proportion of cities indicating that public hearings
will be held in future revc:nue sharing allocations has steadily increased front
119i3 to 1975. Thus, although the revenue sharing legislation requires no citizen
participation, about half of the officials responding to our survey report that
their cities have allowed such input and that their cities will continue to en-
courage such participation. While such participation may be less extensive than
sonic observers of revenue sharing would find satisfactory, the l)roporti)n of cities
allowing some citizen participation appears high for a program which lacks
such a formal requirement.

It is known from previous studies that citizen participation in urban affairs
tends to be highly correlated with various demographic and political factors.
It has generally been found that opportunities for participation are greater it
larger, central cities, with higher proportions of non-white residents. Political
factors such as form of government, and degree of municipal "refornmis," 1

also have often been found to be related to municipal citizen participation pro-
grams. Table 7 compares citizen participation in General Revenue Sharing
decisions , "controlling for" these various demographic and political factors (see
tile 7).

1 Throughout this study, municipal "reformism" refers to the extent to which cities
dtsl)lay the commoningly-referred to reform characteristics of city manager (rather than
mayor), at-large (rather than ward elections), and non-partisan" (rather than loartt'asi
elections. Cities having all of these reform characteristics re assigned the score of -4,"
those having none are assigned the score of "1."



243

TABLE 7.-PUBLIC HEARINGS AND THE ALLOCATION OF REVENUE SHARING FUNDS BY POLITICAL, ENVIRON-
MENTAL AND DEMOGRAPHIC CHARACTERISTICS I

[In percent

Holding Not holdingpublic public
hearings hearing

City characteristic (1I9) (8r)

Total, all cities ----------------------------------------------------------- 58.6 41. 4

Form of government:
Mayor --------------------------------------------------------------------- 53.3 46.7
Manager -------------------------------------------------------------------- 61.5 38.5

Municipal reform:
I --- ------- ---------------------------- --------------------- ---- ----------- 6 2 . 5 3 7. 5
2 -------------------------------------------------------------------- --. . 52.6 47.4
3 -------------------------------------------------------------------------- 61.3 38.7
4 -----. . . . . . . ..---------------------------------------------------------- 62.6 37.4

City size:
50,000 to 100,000 ---------------------------------------------------------- 52.2 47.8
100,000 to 250,000 ----------------------------------- .------------------ 71.4 28.6
250,000 to 500,000 --------------------------------------------------------- 52.4 47.6
Over 500,00 .----------------------------------------------------------- 72.7 27.3City type:Central ---------..-------------------------------------------------------- 65.1 34.9

Subruban ------------------------------------------------------------------ 46.4 53.6
Region:

Northeast ---------------.----------------------------------------------- 41.9 58.1
North-central -------------------------------------------------------------- 53.6 46.4
South --------------------------------------------------------------...... 74.5 25.5
West ----------------------------------------------------------- ---------- 63.3 36.7

Mean income:
Less than $10,500 ---------------------------------------------------------- 58.4 41.6
$10,500 to $12,500 -----------.-------------------------------------------- 61.5 38. 5
Over $12,500 -----------.-----------.------------------------------------- 54.2 45.8

Proportion nonwhite:
Less than 5 percent -------------------------------------------------------- 48.9 51.1
5 to 15 percent -----------------.--------------------------------- ------ 65.4 34,6
Over 15 percent ----------.------------------------------------------ ----- 68.4 31.6

Population Change:
Less than 0 percent -------------------------.-------------------------- 50.0 50.0
0 to 25 percent --------------------------------------------------- -------- 1.2 39.8
Over 25 percent ----------------------------------------------------------- 62. 7 37. 3

Data in this table are based on the 1974 survey.
2 The measure of municipal "reformism" is explained in footnote 1.

For the most part, the data presente(l in Table 7 (.olfolin to expected ljirti'ila-
tion patterns. As the literature suggests, central cities and those having larger
proportions of non-white residents were more likely to experience Irticipaition
bjy citizens in their revenue sharing decisions. Sixty-five percent of the cities
classified as "central," and 68 percent of those haNving more than 15 percent (if
their population non-white reported some degree of citizen particilatio n.

At the same time, some interesting deviations from expected patterns are
apparent. Southern and western cities are more likely to have had citizen par-
ticipation. during the revenue sharing decision-making process than cities in
the northeast and north central sections of the country. City size appears to have
Nen an important factor, however its influence is not consistent. Sanaller cities
and those In the 250,000-500.000 size category were le.ss likely to have experienced
citizen participation in their revenue sharing decision: the largest cities a1nd
those in the 100.000-250,000 category were inore likely to have experienced citizen
participation. Perhaps the major exception to what miight have been expected is
that coincil-manager cities were somewhat more likely to have held public
hearings than were mayor-council cities. This Is precisely opposite what would
Ibe expected given the supposed "professional" biases of council-manager cities.
It might he concluded that mayor-council cities are more concerned with the
political implications of encouraging citizen partliipation in revenue sharing de-
cisions and then being subject to political reprisal If the public's suggestions are
not followed. Alternatively. one might conclude that citizenss felt access to the
decision-making process was more open in ninyor-eouncll cities and that the
nesed f,r public hearings in those cities was less than In manRger cities. In ane
,ase. it is4 clear that council-anamger cittes have bptn somewhat more likely to

have ext)erIenced citizen participation duringg the allocation of General Revenue,
.Rhnring funds. than have mayor-council cities.
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Thus, in answer to the questions of frequency and extent of citizen participa-
tion in the expenditure of General Revenue Sharing funds, it is found that about
half of those officials responding to these three surveys report some degree of
citizen involvement in their revenue sharing decisions and this proportion
appears to be increasing. When examining these results by the various demo-
graphic and political factors, few major deviations were noted, except that
central cities, those with larger proportions of non-white residents, and those
in the south and west have been more likely to have experienced some degree
of citizen involvement. The major conclusion in this regard is that, despite the
absence of a provision in the General Revenue Sharing legislation requiring
citizen input, an unexpectedly large proportion of cities in all demographic and
political categories have nevertheless experienced some type of citizen
participation.

While the questions of frequency and extent of citizenparticipation are in-
portant, even more important is the result or impact of citizen participation on
revenue sharing decisions. The sentiment sometimes expressed among students
of urban politics is that decisions reached in the absence of citizen oversight
may be less redistributive and more status quo oriented than those where citizen
particpation is meaningful. Concerning General Revenue Sharing expenditures
in particular, it has often been suggested that without effective citizen participa-
tion and oversight, the social service and health categories of municipal spending
w 'l be ignored while the public safety and other "hardware" expenditure cate-
gories will be stressed. Table 8 indicates the extent to which the expenditure
patterns of those cities experiencing some degree of citizen participation differ
from those experiencing none (see table 8).

TABLE 8.-EFFECT OF PUBLIC HEARINGS ON GENERAL REVENUE SHARING ALLOCATIONS

fin percent]

Total expenditures Cities holding public Cities not holding
all cities hearings public hearings

Function 1974 1975 1974 1975 1974 1975

Environmental protection............ 13.2 12.4 13.0 9.7 13.6 17.5
Law enforcement ------------------- 16.3 19.3 12.2 16. 0 22.7 . 25.8
Street and road repair --------------- 12.5 10.9 15.4 12.2 9.2 9.8
Fire prevention --------------------- 15.3 15.5 13.4 14.1 17.4 17.8
Parks and recreation ---------------- 10.9 8.7 12.6 0.5 7.2 6.9
Building renovation ----------------- 3.9 3.9 4.1 4.0 3.9 2.9
Salaries ------------------------- 1.1 1.8 .6 .7 1.3 .4
Transit systems --------------------- 2.9 2.6 3.5 3.7 2.3 1.5
Social services ...................... 2.8 3.6 3.9 3.6 1.7 3.5
Health ............................. 2.8 2.7 3.8 3.5 1.6 2.1
Libraries -------------------------- 2.2 1.6 1.4 1.5 3.2 1.9
Building and code enforcement -------. 7 2.5 .6 2.2 .8 3.3
Other .............................. 11.3 13.0 11.7 16.7 10.1 3.7
Undetermined ...................... 4.1 2.7 3.8 1.6 5.0 2.9

The data in Table 8 provide some very intriguing comparisons. In both 1974
and 1975 it is shown that cities which did not hold public hearings did, indeed,
allocate larger proportions of their revenue sharing money to public safety func-
tions. As Table 8 indicates, those cities not holding hearings spent over 40 per-
cent of their General Revenue Sharing funds for public safety functions (law
enforcement and fire prevention) In 1974 and 1975 compared with about 26
percent spent for public safety by cities which did hold public hearings. On the
other hand, cities which did hold public hearing were more likely to evenly dis-
tribute their funds in both fiscal years, and to spend larger proportions of their
money in such areas as street and road repair, parks and recreation, health
services, and social service needs. In this regard, then, it appears that citizen
participation is related, to some degree, to differences in revenue sharing expendi-
tures and that citizen involvement can measurably affect the distribution of
revenue sharing funds.

An interesting question which arises concerns the extent to which different
modes of participation may affect expenditures. That is, do those cities holding
more public hearings or those holding hearings specifically to consider General
Revenue Sharing funds differ in their expenditure patterns from other cities?
Tables 9 and 10 explore these concerns (see tables 9 and 10).
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TABLE 9.-EFFECT OF NUMBER OF HEARINGS ON GENERAL REVENUE SHARING ALLOCATIONS

uln percent)

Number of hearings

Function 0 1 2 3 or more

Environmental protection ............................. 17. 5 12.4 15.7 5. 3
Law enforcement .................................... 25.8 20.7 21.4 14. 6
Street and road repair ------------------------------ 9.8 13.6 9.3 10. 9
Fire prevention ------------------------------------ 17.8 20.6 10.5 9.9
Parks and recreation ................................ 6.9 8.4 11.2 11.4
Building renovation ................................. 2.9 4.5 1.6 4.8
Salaries -------------------------------------------. 4 .6 .1 1.3
Transitsystems- 1.5 3.0 2.0 5.1
Social services -------------------------------- - 3.5 3.6 2 4.3
Health -------------------------------------------- 2.1 1.3 3., 4.6
Libraries ------------------------------------------ 1.9 1.0 2.6 1.4
Buildingandcode enforcement ---------------------- 3.3 2.4 1.3 3.9
Other .............................................. 3.7 7.2 15.4 18.0
Undetermined ------------------------------------- -2.9 .7 3.2 4.5

TABLE 10.-EFFECT OF NATURE OF HEARINGS ON GENERAL REVENUE SHARING ALLOCATIONS

[in percent]

Hearings held
Specifically
to consider During

general consideration
revenue of total

Function sharing budget

Environmental protection ------------------------------------------------------- 1 5.5 12.1
Law enforcement -------------------------------------------------------------- 15.8 22.3
Street and road repair ---------------------------------------------------------- 20.4 10.0
Fire prevention ----------------------------------------------------------------- 1 0. 1 20.9
Parks and recreation ---------------------------------------------------------- 6. 7 10.2
Building renovation ------------------------------------------------------------ 3.8 3.1
Salaries -------------------------------------------------------------------------------------- .9
Transit systems ----------------------------------------------------------------- 5.0 1. 7
Social services ------------------------------------------------------------------ 5.5 2.8
Health ------------------------------------------------------------------------ 3.5 3.0
Libraries ----------------------------------------------------------------------- 1.4 1.5
Building and code enforcement .. . . . ..-------------------------------------------- . 1 3.6
Other -------------------------------------------------------------------------- 3.2 6.8
Undetermined ----------------------------------------------------------------- 9.0 1. 1

As indicated in Table 9, number of hearings held has a measurable impact on
revenue sharing decisions. As numbers of hearings increase, the proportion of
General Revenue Sharing funds allocated to public safety functions declines and
the proportion allocated to social services increases.

Also, as is indicated in Table 10, the nature of the hearing has a significant
impact. Those cities holding hearings specifically for the purpose of considering
revenue sharing expenditures spend smaller proportions on public safety and
larger proportions on social services than those holding hearings during the
regular budgetary process.

Thus, considering the question of form of participation, it is found that differ-
ing types of participation opportunities may measurably affect revenue sharing
expenditures. Cities allowing more hearings and those holding hearings spe-
cifically for the purpose of considering revenue sharing expenditures are less
likely to spend their funds on public safety functions and more likely to spend
their funds on social service needs.

Summarizing the issue of citizen participation in the expenditure of General
Revenue Sharing funds, it is found that, in spite of no legislative mandate, over
half of the cities responding to our surveys have encouraged or allowed such par-
ticipation. In addition, an increasingly large number of cities are indicating that
they will continue to hold such hearings in the future. Over the three year period
covered in this study, then, citizen interest and involvement in the General
Revenue Sharing legislation has remained strong. Here, we would suggest that
much of the domestic legislation of the past couple of decades has established at
tradition and expectation of citizen involvement in local affairs and that this
tradition has "carried over" into the revenue sharing arena.
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Further, it is our finding that such participation may significantly affect the,
expenditure of revenue sharing funds. Those cities holding public hearings spend
measurably smaller proportions of their revenue sharing money on public safety
functions and more on -health. social services, and amenities. Thus, we not only
find that citizen participation in General Revenue Sharing decisions is strong and
active, but we also find that such participation can have a significant impact on
the expenditure of such funds. It is also found that these tendencies are magnified
when considering the factors of number and nature of hearings.

Thus, we find that while the General Revenue Sharing Legislation as passed In
1972 may not represent the optimuni political situation for urban groups seeking
greater citizen control over local expenditure decisions, the Act does not prevent
meaningful citizen participation under a variety of conditions. Groups seeking
larger allocations of revenue sharing funds must organize and compete with
other, and often more established, groups at the local level. Such organization and
competition will be difficult and in some cases impossible, however our findings
indicate that such organization, when possible, has a direct and positive impact
on the expenditure of General Revenue Sharing funds.

RECOMMENDATIONS AND CONCLUSIONS

Table 11 summarizes the impact of general revenue funds and we would like to
offer the specific recommendations based on it and our extensive research dealing
with the impact of general revenue sharing (see Table 11).

TABLE II.-CONSEQUENCES OF GENERAL REVENUE SHARING. A SUMMARY OF OVERALL TRENDS BY TYPE OF
CITY t

Type of City

More wealthy
small suburban

Consequences Less wealthy large central cities cities

Use of funds? _------------------ - ------------ Existing programs ------------------------ New programs
Public hearings? ----------.. . . . . . ..------------- Yes ....------.---------------------... No.
Impact on taxing levels .......--------------- Lowered taxing levels ..................- No effects.
Effect on receipt of Federal funds ------------- - Decrease -------......................... Increase.

This table based on 1973 and 1974 data and represents overall trends which may not be indicative of any singe city.
Preliminary analysis of the 1975 data indicates similar pLtterns.

(1) Increase the amount of funds going to the larger cities (those over 250,-
000) by increasing the weight of income on the per capita affect after a certain
size has been reached, while holding constant or increasing the amount going
to other cities. This increase in funds may enable those cities experiencing acute
service needs to meet those obligations. Such a change may also result in the
increase of experimental and innovative programs at the urban level.

(2) Continue to fund general revenue sharing separate from the annual appro-
priations process and continue it for a minimum of five years so that recipient
units of government can in fact know and plan for the use of any funds they
will receive during the specified duration of the program. This may also increase
the use of the funds for innovative purposes.

(3) There should be a concerterl effort to enact continuing legislation this
session rather than next due to the importance of such action for meaningful
fiscal planning by many city decision-makers. Uncertainty and delay could be
quite costly both in terms of funds wasted and needs Ignored.

(4) Careful consideration of compliance with the civil rights aspects of the
legislation should be considered without jeopardizing the major objectives of
the program. Efforts should be, as they presently are, Increased in preventing
discriminatory use of the funds by the appropriate administrative agencies.

(5) Maximum flexibility In setting local expenditure decisions is to be en-
couraged. Restrictive expenditure regulations should be reviewed and possibly
eliiniiated.
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(6) Careful consideration should be given to any requirement to hold formal
Public hearings prior to general revenue sharing expenditures. As we have pointed
out, there is conflicting evidence on the impact of the hearings and subsequent
expenditure decisions.

In closing, we would like to quote from the closing paragraphs of our book,
Urban Polilics and Decentralization: Thc Ca8e of General Rcvenue Sharing:

Thus, our conclusion is that general revenue sharing, with the reserva-
tions noted above, is working at least as well as previous federal grant
programs, and our major policy recommendation would be the continuation
(and perhaps extension) of the program .... General revenue sharing, in
sunmnary, has not and will not be a panacea for the "ills" of urban
America .... In the final analysis, .... the most Important contribution
of general revenue sharing (may be) the stimulation of citizen interest in
local politics and the encouragement of increased and more effective par-
ticipation in the urban decisionmaking process by previously ignored and
uninvolved groups. (p. 156)

We thank you for the opportunity to present this evidence and these views.
We would be pleased to answer any questions you may have at the present time
or in the future.

TABLE A-1.---QUESTIONNAIRE RESPONSE RATES

Cities responding

Number 1973 1974 1975
of cities

surveyed (Percent (Percent (Percent
Classification (A) Number of A) Number of A) Number of A)

Total, all cities ------------------------ 409 213 52.1 216 52.8 172 42.3
Population group:

Over 50000 ------------- _------ 26 - 14 53.8 13 50.0 9 34.6
250.000 to 500,000 --------------- 30 19 63. 3 21 70.0 14 46.7
100,000 to 250,000 ----------------- 98 56 57. 1 60 61.2 43 43.9
50,000 to 100,000 ------------ _- 255 124 48.6 i22 47.8 106 41.6

Metropolitan typE:
Central city ----------------------- 258 138 53.5 137 53.1 (2) ()
Suburban ------------------------ 151 75 49.7 71 47.0 (2) (2)

Region:'
Northeast. ------------------- 99 40 40.4 48 48.5 2) (2)
North central --------------------- 106 -58 54. 7 58 54.7 2) (1)
South -------------------------- 101 60 59.4 52 51.5 (2) (2)
West -.------------------------- 93 55 59.1 50 53.8 (2) (2)

Form of government: I
Mayor-council ------------------ 164 74 45.1 66 40.2 (2) (2)
Council-m anager ............ ...... 212 126 59.4 122 57.5 (2) (2)
Other ---------------------------- 31' 13 41.9 19 61.3 (2) (2)

I Not all cities could be coded on this variable due to incomplete information.
2 These response rates have not been determined yet, but it appears that they follow the general pattern of the 2

previous years.

The CllrM rA-X. Mr. Chairman, might, I ask that you call the rep-
resentatives from the Louisiana Sheriff's Association next, because I
may have to go vote in-a little while, and I had hoped to be here for
that testimony.

Senator HATHAWAY. I would be happy to. Our next witness is Sheriff
F1'rank M. Edwards, Jr. and Sheriff Adler V. Ledoux.

The C1TAIRMA.X. Sheriff Edwards is not with us, but we have Sheriff
F. 0. Didier, of Avoyelles Parish. accompanied by Mr. Otis E. L~one-
nick. Jr., legal adviser for the Saint Landry Parish sheriff's office.

We are very happy to have you gentlemen with us, and I am pleased
to welcome two old friends before this committee. They speak for a
very fine group of men.

Senator H.TTAW.Y. We are glad to have you here.
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STATEMENT OF F. 0. DIDIER, JR., SHERIFF or AVOYELLES PARISH,
STATE OF LOUISIANA, ACCOMPANIED BY ADLER V. LEDOUX,
SHERIFF OF SAINT LANDRY PARISH, AND OTIS E. LOMENICK,
JR., LEGAL ADVISER FOR THE SAINT LANDRY PARISH, SHERIFF'S
OFFICE

Mr. DIr .Thank you very much, Mr. Chairman.
Request for review of Federal revenue sharing on behalf of the

Louisiana Sheriff's Association. To Ilon. U.S. Senator Rusell B. Long,
chairman of the Finance Committee, and committee members.

From the Louisiana Sheriff's Association delegation, Adler V.
Ledoux, Sheriff of Saint Landry Parish, F. 0. Didier, Jr., speaking,
sheriff of Avoyelles Parish, Otis E. Lomenick, Jr., legal adviser for the
Saint Landry Parish sheriff's office.

The Louisiana Sheriff's Association. which is composed of all the
sheriffs of the 64 parishes or counties in the State of Louisiana, appears
before this committee through its duly appointed representative to
testify relative to a very serious problem concerning finances in the
operations of the sheriff's offices. Relief may be available through this
committee by some alterations in the method of distributing funds
under Federal revenue sharing.

Louisiana occupies a unique position, maybe not desirable, among
the 50 States in the manner in which the office of sheriff is financed. In
all States other than Louisiana, the county governing bodies collect
taxes and fund the operation of the sheriff's office. In Louisiana, the
sheriff is the chief law enforcement officer in the parish, outside of the
incorporated municipalities, and is the tax collector for the parish. For
his services as tax collector the sheriff is entitled to a commission. ie
must pay the entire cost of the operation of his office, which includes,
inclusive, salaries, purchase of equipment and its maintenance, in-
surance, bonds for himself and his deputies. feeding of the prisoners in
the parish prison, less $2 per head per day due )y the police jury under
State law, and salaries of court bailiffs: all of which funds 'mist be
derived from commissions based upon renewal of looal taxes.

Federal revenue sharing is now distributed to municipalities and
)arish, county, governing authorities. These governmental bodies es-

tablish the priorities for expanding the funds, and the entire grant is
distributed by them. Public safety, which includes law enforcement,
has been designated in the Federal guidelines as a top priority item.
In spite of this priority, Louisiana sheriffs are not given any voice in
the. manner in which tie funds are expended. The end results has been
little or no contributions by the parish police juries to activities which
may be. classified as law enforcement programs. Sonic sheriffs have
received from their police, juries small grants, usually under $10,000,
from the revenue sharing funds. Most sheriffs receive nothing. Saint
Landry, which he represents, and Avoyelles Parish, which I represent,
are examples of the latter.

Sonic parishes police juries reported on their actual use report,
general revenue sharing report forrm that they have expended moneys
out of the revenue-sharing funds for law enforcement. No itenmizati)n
is shown as to what areas in law enforcement these funds have been
exl)ended. No funds went. directly to the sheriffs for purchase of equip-
ment, salaries or any other expeilditure of the sheriff's offices.
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The Louisiana Sheriffs' Association urges this committee to seriously
review the method of distribution of Federal revenue-sharing funds to
governmental bodies in tle State of Louisiana with a view of distribut-
ing directly to the several sheriffs some of these funds. Such a distribu-
tion would insure direct application of Federal revenue sharing to law
enforcement in Louisiana.

Letters from various elected officials of the various municipalities
in Saint Landry Parish and law enforcement agencies are attached
to this presentation. These letters are mute testimony of the dependence
on the sheriff's assistance in criminal investigations in these various
communities. Here, like I say, we could have brought letters from
every sheriff in the State of Louisiana; however, we brought only one
set of letters, and that, is from Sheriff Ledoux' parish.

Mr. Chairman and members of the committee, you are fully aware
of the continual increase of the crime rate throughout the Nation as
a whole, and that if we are going to control crime it is going to cost
us heavily. You are also aware that without proper funding. law en-
forcenent could in no way fight crime. The Louisiana Sheriff's Asso-
ciation requests that this committee find some means of assisting law
enforcement financially by designating a percentage of the Federal
revenue sharing moneys which is allotted to go directly to the sheriffs.

That just about sums the entire thing up.
Mr. Chairman, as I have said in the statement here, we are unique as

sheriffs, being the only State. Louisiana, who funds the entire opera-
tion of the sheriff's office by taxes that we collect that the governing
tolies, except in the State of Louisiana.

The CHxur.xN. r. Chairman, mihht I just make a point here that
should be made clear for the record to-all of our colleagues. I, for one,
was shocked, embarrassed, and dismayed to find out that although the
sheriff and hdis deputies are the prifncipal law enforcement agency in
every parish in Louisiana, and they are rearded as almost the'sole
law enforcement agency in the rural parishes; yet in the great ma-
jority of parishes, while revenue-sharing reports from across the Na-
tion indicate. 23 t)ercent spent for public safety, while not a $1, not
1 penny was paid over to the sheriffs to help carry out their function.

Sheriff Didier reports to me, for example, he has less money now
_than he had before available to do his job, very substantially less, and

I have received that report from other sheriffs. I simply could not
understand it. However. after one realizes the difference ii how Lou-
isiana is organized and how the other States are organized, one under-
stands whv.

In other Stntes the sheriffs are funded through the county governing
1)ody. In Louisiana the sheriff is usnally the principal law enforcement
officer in each parish and his office is funded I)v receiving a percentage
of the taxes that are collected in the )arish. He is the tax collector as
well as a sheriff, so he receives a percentage of taxes collected. Ie is
elected a-,(1 does his job completely independently and not under the
supervision of the county governing body.

Now, what has happened-and it is only human that it would hanp-
De.i that way and it is logical politically-is that the police jury, which
has responsibility for things like the parish rods, the collection of
garbage. sewage. and sanitation and things like that spends it in lhe
area of its resl)onsibility. And since there is no money earmarked for
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the sheriffs, the police furors seem to have assumed that it was not in-
ten(led that any of this money should be spent for the sheriffs, and, ill
ally event, just as I think almost any politician tends to do in terms
of )riority, th.ey just have not found that the sheriff's function in hir-
ing (leputie. , apprehending criminals, or protecting property had tiny-
thing like the priority of some of the other programs.

I suppose that when the police juries report for law enforcement
or public safety, they found they could make the place a little safer

,. b pl)utting a street, light up. hat falls within their responsibility and,
inci(lentally. for the police juror for that ward, putting a street light
in a dark place where people appreciate it helps him get reelected; or,
to make the place safer, they found that they could put a piece of
l)ipe in a culvert and, therefore, when someone went home at night
lie would not drive through the ditch and he would be safer than he
would be if the money were given to the sheriff to hire a deputy, and
so the result, has been that in the overwhelming majority of parishes,
at least, 90 percent-is that about the figure now, Sheriff?

Mr. DIlER. That is close.
The CITAYRIMAN. I see you both nodding, so in about 90 percent of the

)arishes, not a penny has been, in all the years of the program dedi-
(ated or provided by the parish governing body to the sheriffs. Now,
that would not have happened if I had realized that to begin with.
I would have certainly made the effort, as a member of this committee.
to see to it that they received their fair share of the revenue-sharing
funds, separate and independently, just as though they were a separate
unit of government. It reminds me of that old story down in Louisiana
where some alcoholic in the French Quarter woke uip in bad shape and
found a 'post card lying around, so he wrote on the front of it God,
G-O-D, God, please send me a hundred dollars. I am in terrible shape.
ieo put his name on it and he put an address down. The Postmaster,
not knowing where to send it, sent this communication to the most
powerful man he knew in America, who was in Washington, D.C. It
wvent up to the head post office and was sent. on to the WVhite House.
Tle President said, what do we do about this? I never heard of this
fellow, but let us send him $5, I am feeling in good humor today. So,
ihe President, sent him the $5. After awhile the President received
another post card: "God, thanks for the $5; it helped a lot; next time
please send me a hundred dollars direct. They routed the last hundred
by way of Washington, D.C., and those i)eolle took out 905) percent for
expenses.

Now, as far as the sheriffs are, concerned, with regard to the part, of
this money they were supposed to get, you might say that the local

governing bodies took out 100 percent of their funds to spend on other
things. Those other things might have included a load of gravel some-
wvhere that put a road back to somebody's rural home, or cutting some
grassy area where the place would be lore sanitary, or improving the
local l)arish roads and lighting and things of that sort. Now, I am not
being critical of those people. They undoubtedly did a lot of good with
that money, but they simply placed a higher priority, almost without
exception, on their f unctiols than they did ol the function to be l)er-
formed bv the sheriffs law enforcement. I really think the best. way
to solve that prol)iem is for us to simply earmark funds for the sheriffs,
just as though they were a separate unit, of government.. Whatever
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money we think should go to law enforcement is going to have to be
earmarked. Without that kind of requirement 90 percent of the sheriffs
have not received 1 dime, just nothing. While the people down at the
Treasury Department might not understand that yet, that is just one of
the many instances where Louisiana is somewhat different from the
rest of the Nation.

Senator HATHAWAY. Thank you, Mir. Chairman. Thank you gentle-
men for bringing to our attention a problem that we had no'knowledge

S.. of. I understand this is peculiar to the State of Louisiana. It does not
exist in any otler State?

Ir. DIDlER. "Yes.
Mr. LEIux. That is correct. We thank you very much. We certainly

appreciate your time.
The CH IRMAN. I would like to point out that they are very ably

backed and supported by Congressman Gillis Long, who is a very
able Member of the Ihouse of Representatives on time Rules Committee.

Senator HATHAWAY. Gillis, we are glad to have you with us.
Mr. Lo.-o. Thank you very much.
Senator HATHAWAY. Our-next and last w;tness is Senator Jake Garn

from Utah. Senator, we are happy to have you with us. You do not
have a prepared statement, I understand.

STATEMENT OF HON. JAKE GARN, A U.S. SENATOR FROM
THE STATE OF UTAH

Senator GA R. No; Mr. Chairman, I do not. After 7 years as a local
government official, I do not really need it. I could tafk for hours on
the need for general revenue sharing. I am going to reassure you that
I am not going to, so you can relax. I do appreciate the opportunity
to share some of my thoughts with you, and, maybe more importantly,
res )0(d to some of your questions.

r am only 31/2 months away from being a mayor. Senator Long
may remember that I testified representing the National League of
Cities on behalf of general revenue sharing when it was first enacted.

I think I will not take your time to talk about a lot of details. You
have had a lot of testimony. I have listened to some of it here today
and I will not get into all of the details, the mechanics. the formulas,
et cetera, but I would like to talk more from the standpoint of prin-
ciple, of the need that I see for this type of legislation, with as few
regulations and strings attached as possible.

I have often used the statement after 7 years in local government,
that as nmayor of Salt Lake City I really did not feel like the mayor,
but like a local manager for ihe Federal Goverunent. Frustration
some days-ivas almost intolerable, trying to figure out the various
categorical grants and what rules or guidelines, what regulations, fit
our particular situation.

So we, like most cities, hired a grantsman, hired a "Federal inter-
governmental coordinator," a fancy title for someone to seek out and
find Federal grants in the morass of Federal programs, almost with-
out number, someone to try to figure out how they should work.

I will give you just one brief example. I had a fellow in my office
who worked in the IIUD regional offices, when they were in San
Francisco for the Salt Lake City area, and he said, mayor, we have
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some water and sewer grants for your congressional district. And,
politically, we would like very much to give grants in your congres-
sional district because we have given a lot more in the other and there
is some money left in the last quarter.

And, if you would apply, I am sure we could get you the money
to cover this reservoir that you need to get your water system ap-
proved. And I said, great. We have only got two left to cover and then
we will be a fully approved water system.

le said, you know, it is such a short time frame I would like very
much to help you with the application. So we sat down and spent a
day and a half. He stayed in Salt Lake City. We worked on the appli-
cation. We supplied him the data and he filled it out.

We mailed it to San Francisco and it was passed to him. It came
back rejected. He rejected his own application-because, obviously,
it cane, in with a large group of others and he did not recognize that
it was his.

Not only did we not get that particular grant in the last quarter of
that particular year, we received it 21/2 years later, and I estimate that
we had spent $50,000 of staff time for a $250,000 grant. And then after
the reservoir cover was completed, we received a bill for $25,000 for
inspection fees to come out and see if it met the guidelines.

It did not make any difference that the Utah Public Health Service
had investigated it; the Salt Lake City County Health Department;
the U.S. Public Health Service; EPA, you name it. Everybody checked
it, but HUD still had to.

So, we got another $25,000 so we ended up 21/s years later with a
S174 5,000 net. And we had to meet such requirements as getting a letter
that we would not discriminate in the distribution of our water.

Well, with a water system that served 350,000 people over 900 miles
of waterlines over 6 inches in diameter within the city, I would like
somebody to tell me how I would deliver different water from one
home to the other, next door to it, unless we built a completely dupli-
cate water system for every person we wanted to. discriminate against.

And, on and on and on in this 211/a year period. One requirement
was that we send in our operating costs. And, not being an engineer,
I naively sent a letter back asking how does a reservoir cover operate?
We sent our maintenance costs for painting it and taking cart of it,
but it just sits there. It does not do anything.

So they wrote back and said no; we cannot approve your grant
until you letlis know what your operating costs are. So, I said, give
them a figure. Tell them it costs $10,000 a year, and they were satisfied
with that.

And we finally got our grant. Well, it is a comedy of errors like
you could not believe. And in the time I spent as a mayor, in many
areas from housing to water and sewer grants, to ADEP grants in
the airport, you just cannot believe the redtape.

You sit down and you think why are they doing this to us at the
Federal level ? They appear to want to help us. They have good intent.
They are sympathetic with our problems. We go back and we testify
and then they want to empower GS-7's and GS-8's to tell an elected
public official how to run his business.

I just happen to feel very strongly that as an elected mayor of a
community I ought to be held responsible for my actions. If I was a
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bad mayor of Salt Lake City, there was a very good way for the people
of that city to take care of that. They get at new mayor at the next
election.

But there is no way for them to get rid of a GS-8 or a Regional
Director of HUD or HEW or DOL or any of them. I felt like a puppet
at the bottom of somfie strings being pulled this way and that way.

I also felt very strongly about the categorical programs. I do not
want to be misunderstood. I am not saying they were all bad. They
were not. A lot of them were very helpful to cities. But, in an overall
general context, it was very much as if I had passed a law requiring
every man in Salt, Lake City to wear a size 42 suit.

Now you might say, well is that not ridiculous? Because obviously
every man is not a size 4'2. It would be too big for some and too small
for others . It might fit a few. It does not make any more sense for
Congress to l)asS laws that require uniform requirements for 15,000
members of the National League of Cities, thousands of counties and
50 States. andl expect that they will fit, that there will not be a lot of
waste and inefficiency-tremendous amounts of money wasted in
programs.

Now, as a former officer of the National League of Cities, first, vice
president last year, and working with the board over' a number of
Years. I worked with people of very diverse political philosophies.
Tom Bradley, mayor of Los Angeles, has a quite different political
philosophy than mine. Dick Hatcher of Gary, Ind., and most of the
mayors of this country are very good friends of mine.

But, there is one thing that we have been absolutely united on, re-
gardless of our being )emocrats or Republicans or liberals or con-
servatives: thut we needed the strings cut. We needed to make the
decisions aid be able to tailor programs to our own unique problems
and then be held accountable to our own citizens for those actions.

There, is no wdy that I can relate the problems of Salt Lake City
to Gary. Ind. I)ick Hatcher and I used to talk about them. Some of
them1 were' similar. But his problems are in areas of much greater
magnitude than mine, and a uniform program for both cities could
not help but produce inequities.

So, forgyetting the amount of money in the various formula alloca-
tionsl, I think the most important principle of general revenue shar-
ing is that far the first time in 40 years of 'eing more and more power
taken away from locally elected officials ;md nioved to Vashington,
this was the first turn around t was the first time that, Congress de-
cided to say, hey, maybe local government officials are not idiots.
Maybe yvou are not dumub. Maybe you have sonme ability to run. your
Owfl cities.

I think tlt that is more important than the amount of money that
is being funded, that we sustain that principle. That we recognize the
ability of local government officials to address themselves to their own
problems, and, again. tailormake that s it for their own city.

I think we are a long way away from the old city hall. "You cannot
fight city hall." I have worked in the National League of Cities for
several years, and I think you gentlemen have seen mayors come and
testify. You have some of the brightest, most capable. inteltigent
mayors and county commissioners, councilmen and Governors around

this country, and I think that that is really where the strength of
52-602-75-17
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government is. They are the ones that are with their people day
afeer day.

These previous witnesses talked about citizen participation. As a
former mayor, that is one thing in the last 31/ months I have lfissed
greatly. I feel very isolated in Washington. I feel sort of in a vac-
uum. I do not have that daily contact. I do not have that input from
the citizens, being able to respond to them.

So I think that it is extremely important that we recognize that
those people are in the front lines. They are out in the infantry of
government every day and we do need to be able to trust them.

Now, obviously, I "have heard all of the criticisms that in many
cases cities may not have spent the money the way we back here
thought they should. Well, that is the whole point. Maybe in their
communities their citizens approved of that.

Now we may think that that is wrong, but that is the whole point
I want to make. I thought that was what we were trying to accom-
plish, was to have local determinations rather than have us dictating
uniform solutions.

You have heard a great deal about too much being put into capital
improvements. There is a very simple answer to that. That is because
local officials do not trust the Congress of the United States. Over
and over and over again programs have been passed that they start
to rely on, and then the rug is jerked from under then. And I (lid
the same thing.

The first year of general revenue sharing, you better believe I built
some fire stations and so on, because then if you jerked it away from
us, we had something that was paid for an'd it would remain as a
benefit to the citizens of the community.

Whereas, if we put it into salaries, operating budget, social pro-
grams, then you decided well, we do not like the way you have spent
it and you jerk it away, what do we do with those programs?

So as an example, too, of general revenue sharing. Salt Lake City
was receiving approximately $4 million. Congress in other acts has
successfully taken $31/2 million of that away. So right now, we, are
spending most of our general revenue sharing to take care of other-
acts.

I will give you some examples. The Fair Labor Standards Act
Amendments passed last year, mandated certain rule chants and
compensatory time off, overtime payments. As a result, we were no
longer able to give compensatory time off to parks department em-
ployees in the summer. After they accumulated long hours of over-
time, they would take 4 or 5 weeks off in the middle of the winter;
and snow removal crews (lid the opposite, taking time off during the
summer on a voluntary basis. Some 85 percent of them (lid that. And
now we have to pay ove time, in cash, unless we give that compen-
satory time off within the week in which the overtime is incurred, or
the following week. It defeats the whole purpose.

So last year, in my budget, which I made up for this fiscal year to
June 30. 1"975. 1 had to allocate a half million (lollairs to make up the
cost of these FLSA requirements. And the only place I could get it
was out of my revenue sharing, to pay for an act, that Congress had
passed. So I do not really think they recognize the economic Impact
of those amendments. Eventually, it will cost the taxpayers of Salt
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Lake City some $3 million per year. because of the requirements of
eventually putting firemen on 40-hour workweeks, and paying then
time-and-a-half for sleeping. So in one act, $31/2 million has been
removed.

Tom Bradley testified that that provision would cost the citizens of
Los Angeles $32 million a year. Across the country . hundreds of mil-
lions of dollars; and on this principle of (lcentr alization an(l local
control, the National League of Cities. the U.S. Conference of Mayors,
and the Governors Conference have challenged that act in the courts.
The oral arguments were heard yesterday in the Supreme Court.
,And one other example; the PEP progri. lll public em)loymenIt pro-

gram. We were receiving ,1.800.000 inder the ublic I employment pro-
gram, and when it was stopped, we had people hired. as the slhriffs
have talked al)olt-we have not (lo)e to our slheriffs and police chiefs
what apparently has been done in Louisiana. We used $1.8(0.000. or
almost 50 percent of our general revenue sharing, to replace the PEP
funds when they were reinove(l, so we colild keep 100 policemen'oll,
and some 40 to 50 finen. Awl so. we ale way behin(d now. Be-
cause of other acts of Congress. other bills that have been passed. our
$4 million of revenue sharing is not evell paying the bill for these
other acts.

Well, I am going on much longer thlan I had intended to. T told
you I could talk for liours, )ut I will not. But I do want to emphasize
the principle more than the mechanics. You are going to hear a lot
of testimony. You are going to hear son sheeriffs, you are goinr to
h~ear mayors of big towns and little towns, argue about formulas and

mechanics and making changes.
What I ail saving Is, the )rimciple of decentralization, of -iving

these great local governmvnit officials tile riglt to nmke tlei r own
decisions and then be held account a)le to theivir own ('itizells. is the
basic reason I think general revenue slharing oughit to be re-enaicted.

One otlier comment on <itizen lartici')ation. I would Opl)pose requir-
ing citizen participation. because atrain, lien you are telling/ local
government officials vihat they must (10. MTost cities are hlav-ing citizen
p-aI ivi)ation. In the State of I tah. and in Satlt Lake ('ity'. my general
fund biulget, total budget. was about $5()million. So I got $4 million
of general revenue slariaug. Well. I)y State law. we are required to
have public hearings on that $46 mill ion, and we treated our $* million
no (liffelvintly from the $16 million. We have to publish public bear-
ilgs, we have to publish tie )u(get in the alj)er, it has to )e on file!
so many (lays before each public hearing: 'and I think vou will find
tiat is true arouild nost of the rest of t!.e country. And if I could be
entrusted within $ (; million of local taxpayers' monley. I would S3l1))ose
I should he able to be tvrusted witl an additional s-I million of Federlal
money. So I would not like to see that mandat(,(l as ,I plt of til( act.
I think that (lcision sl0ou1( l)e left 11) to local governl mu ct oflic-ials.
If thev are being arbiary and 'ou travr, and not willing to list.n
to tlhir citizens. then I would suggest their citizens s get a nw mayor
in the next election.

The ('m.umrx. Senator, could I just bring 111) one point that
l)others me about this? I lave fought as muchlI as anlx)(dy il the
Senate to prevent any strings from being iml)osed on ti use of
revelume-slaing funds. But it does dismay ne, and it lhas for tile last
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fews years, to go down to New Orleans and find that if I walk the
streets in the mornin in the central business district, that I will be
stopped by winos, addicts, and various and sundry persons of that
sort, begging for money. I have learned, over a period of time, that
if I leave my coat behind aud leave my tie behind, and go out in shirt-
-sleeves, there is a better chance I will not be bothered by the addicts
and the winos scrounging around, grabbing people, stopping them
for money.

It is unfoiunate that lnblic beggary has grown so rapidly in New
Orleans recently. I have discussed this with the mayor. He says
ho does not. have, any money to provide adequate services, so he cannot
-do anything about it. Now, we gave that city $6 million more than they
expected to get out of revenue sharing. You will find that one of the
purposes for which this money can be used is social services for the
poor. The city could find a place to house those people and let them
sleep it off, rather than have them sleep out on the streets all night.

'In fact, there was a time when the city could pick those people up,
dluml) them in the padd.y wagon, and hail them off to jail. After they
slept off their intoxication, they would be discharged and permitted
to go on their way. I think it is an imposition on people from out of
town, since they are most likely to be stopped by public beggars.
They do not usually bother the local people as much as tly do the
people who are traveling through, or someone who looks like a
stranger from out of town.

It seems to me that. with all of the money we are spending for social
welfare purposes in this country-I gues's we must be spending $50
billi'oi Iby now-and if we are going to give the cities billions upon
billions of dollars, and I an going to voCte for more than we have
given them, we ought to be. able to expect that certain simple things can
be done by that government. I suppose if you said in this bill. that if
a city permits public beggary, maybe they would just get 90 percent
of what they would otherwise receive. Maybe we could get some of
my mayor f friends to keep the beggars off the streets, or at, least those
who do not need to beg, wlo are out begging money for heroin or
liquor. I wonder what your thoughts are about this. Apparently, the
local people wold not put up with it. Do not we in Con-gress owe

a respoi sliility to interstate commerce, and particularly to people who
pass through cities, to encourage a city to maintain certain minimal
servics, such as to protecting the public from being intimidated by
addicts and al'olholiCs ?

Sentor Gt--. I feel very strongly that national cures are greater
than the probleil. Now, I do not think that Congress ought to be
mandatin)g that sort of thing, because you actually make ny point
very well, Senator, in that public beggary is not a problem in
Salt. Lake City. So, getting back to the major point of local decision-
makingZ

Tho CIA FIAN. Well, I assume you are doing in Salt Lake City
what I would like the mayor of New Orleans to do.

Senator GARN. My point. is this. If you mandated that 10 percent of
the funds be. lost unless people had a program for public beggary,
then you are getting back into the categorical type approach, where
that would solve the problem for New Orleans 1)y congressional
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dictate. But then, we would be mandated in Salt Lake City to spend
10 percent of our funds-

TheC 1IA1IMA-N. NO; I am not saying that. I am saying, let's simply
provide a penalty, if you permit that type-of thing to develop--

Senator GARX. But you would find cities all over the country that
would have no need for spending any of that, and so they would come
back-and this is what happened in the categoricals-and they would
say, well, we are going to have to have a program for that. whether
we need it or not. It liappened with categoricals; they would come
out, and ILUD would say, oh, we have got programs for this and this
and that.

The CHAIRMAN. No. I do not believe you see what I am driving at,
Senator. All I ain saying is, that if we could just say in the bill that
you do not get the full amount of revenue sharing if you permit public
beggary in your city. That is one of the things a city government ought
to take care-if you have people who go out and beg, and stop people
on the streets begging, you ought to do something about it. If a man is
justified in doing that, you ought to help him. If he is not justified
in doing that, you ought to apprehend him. I am not talking about
mandating such a program. I am talking about just doing what yol
ought to be doing anyhow.

Senator G,\N. No, I understand what you are saying. I am just dis-
agreeing in that Congress ought to mandate those things. That is
something I think ought to be handled within the city of New Orleans,
and even though we may not like it, that this is not the place to solve
it. That is the place to go down with Moon and say, hey Moon, you
are not shaping up; and I am going to start a campaign, or the citizens
are, to say this is a real problem, and if you do not do it, we are going
to get rid of you at, the next election. That is the principle and the
concept that I am talking about.

The CHAIRMAN. Well, I am especially concerned about the kind of
mischief that is directed at people traveling in interstate commerce.
You have perhaps heard, or maybe know first-hand, of some of those
situations tlat I have experienced in more States tihan one. ivciudling
nmy own. I do not know of any operating that way now, but there have
been11 shakedown type operation, or at least skin rane type. opertit ions,
designed to catch strangers passing through a State. Local people
know it is a skin game, and perhaps tolerate it. If they like the local
law enforcement officer, they might vote to reelect lima, even though

- they know hie is 1)ermitting some people to operate a shakedown-x
well, it is not so much of a shakedown as much as just. a skin gam,.
We used to have some snake farms in Louisiana that somebody would
operate. I thiink you read about that type thing, where a fellow would
get sonie out-of-town person in there, and by the time they get. through,
they have gotten him involved in some kind of a con game. and skinned
him out of his money, and that type thing directed at people who are
strangers passing through a State. It would not be tolerated if they
di(I it to the local citizens. They do it to strangers passing through. It
is a burden on interstate commerce, and I think in that area, we in the
Congress have a right to expect it not to be tolerated.

Now, I know that things like that have happened. I know also that,
eventually, good government stamped them ouit. But I jist wonder if
we ought to tolerate it in the first instance, if we know it is going on.
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Senator GAIRN. Assuming I agree with you on this particular thing,
I do not know where it would end; because I am sure you could lined
particular problenis in particular cities, where something is desirable
to stop. And I certainly do not disagree with what you are trying
to accomplish. I could argue that we could create the general revenue-
sharing program again, that had so many dictates-we are right back
to a big jumbo of categories, l)ecailse we could take care of this one for
your city and your State, and then I can think of some exemptions we

__ ought to have for Utah, too. But I do not know; it might be interest-
ing to you to find out if New Orleans-and I certainly do not know
what Mooiis situation is there, as far as when he says he does not
have the money, even though lie has received the $6 million, if that
is what it is-

Time ('JIAIR.MAN. More than $6 million. He got $6 million more than
lie asked us to vote for. That is the point, lie came here as part of the
mavorsi committee and asked us to pass a bill that the House sent
to us. Well, after the Senate got through amending that bill, the
formula was more favorable to cities with lower per capita income
than the Ihouse formula. So here is a city that actually received $6
million more than it could have anticipated from the House bill:
and I have no doubt that expenses have gone up and all of that, and
that they mieed moiey. All I woll say is that. I find myself wonder-
ing whether I was right in fighting against any strings at all. We
do have a right, particularly in the Congress, to expect that cities
not permit the kind of rascality that preys on interstate commerce,
for example.

Senator (AtRN. Well, I would say this. If we had been granted that
revenue sharing and there had been no inflation, or a moderate amount,
of iliflation, and the Congress had not passed other acts, such as the
Fair Labor Standards Act, had not removed public employment pro-
grams and others that we had built up dependence upon; and then
we were spending money and not taking care of problems, then I think
you could certainly be justified in coming back and saying, Mayor
Garn, boy, you have blown that money. But I do not know what the
figures are in New Orleans, but I would assume it is probably very
much the same that Moon, by other acts of this Congress, has had
fmids taken away from him, and inflation has eaten it up; but it may
be lie (()es not have the money for public beggary programs. I do not
know I am not that familiar with the statistics. But as I outlined in
my own city, it is gone. Re'enle slunring, at the present level, does not
even make up for what Congress has taken away from us in other
areas, let alone the inflationary trend. Despite what Congress has (one.
I can submit to you that over the years that revenue sharing has been
in effect, if there had been no inflation, we could get along without
general revenue sharing at all in our city. Because, in order to keep
police, we had to raise their wages drastically. We were having an
18 to 20 percent turnover. Our payroll in Salt Lake City is about 80
percent people now, to keep them on the general fund budget-not
all of the side funds, water, utility, and that. But in the general fund,
we are paying people, and we have been having to have 6 to 10 per-
cent raises per year to keep up with the inflation. And that is the
thing that has killed us.
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We finally succeeded in getting another quarter of a percent. I say
we--I still talk like a mayor-tle new mayor and the city commis-
sion and the other mayors around the State of Utah got another
one-fourth percent sales tax local option for cities, to take effect
July 1. I begged for years for one-half percent, rather than even
asking the Federal Government; because if you wanted my true phi-
losophy, I would like to see the Feds totally out of local government.
I would like to see us self-sustaining, because one of the bad fea-

- tures of revenue sharing is that the people who are spending the
money are not those who are taxing it. And I happen to have a
philosophy that says, if I am going to spend the money, I ought to
be held accountable to the voters for raising the taxes; and general
revenue -sharing obviously does not do it. We appibpriate it, we send
it out there, and local government officials are spending it. But it
is not, politically popular or possible to get Congress to cat taxes,
and sa' OK, we will reduce Federal taxes and let you raise yours
to 1)icl% ul) the slack, or we will liave a tax credit )rogramu where a
certain percentage of the Federal tax that is taken out of Salt Lake
City or New Orleans is left there to begin with. Those woull be my
preferences, and they would be the preferences of most of the local
go'ernmiuent officials of thiis country. But we had enough struggle
getting a half a loaf, and I think most of us consider general revenue
spring a half a loaf, but a vast itiproveient over the categorical
tyl)e progranms.

It was a nightnare. That water reservoir cover story-I wish it
was a nightmare, but it was not. It was real, and it. happened t me
after tinle after time with coil)]iance. And one of the problems. I
su))ose. is that the bureaucracy many times takes a bill out of (on-
gress that is not too bad, and then tends to butcher it totally. We
worked very long and hard oin special manpower revenue sharing.
We thought" it was a 1)retty good bill. We cane back here and worked
on it, and by the tiime the I)epartment, of Labor got through withit, wiritinug 7) pages of regulations on title I, we were not sure it was
the same bill. I think sometimes Congress needs to be more specific
in their directionss. and not, leave t)e bureaus, the agencies, so much
latitude to interpret what Congress intended. Because I am sure that
the manlpower revenue sharing is much more restrictive than the
Senate and the I-ouse intende(l it to be.

Senator timIIAWY. Are you advocatilg we (1o not pass revenue
sharing?

Senator G.\-. Oh. heavens no.
Senator I.ATA[,WAY. You indicated those who spend it ought to be

those who raise it.
Senator GAI.N-. That is an objection to it. But as I said, it is a half

a loaf, and it is so much better than the categoricals, I am all for it.
I just wish we could go further, to those, other options that I
mentioned.

Senator IJ.'rmw.\Y. This thesis has been raise(l over and over again
(hiring these hearings; that if you are not spending the money wisely,
then people will vote you out of office, because they can vote any
public official out of office. But that really does not hohl up, because
I think those who need to be taken care of are not always-not
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usually, in fact-in the majority. And consequently, you can keep
bypassing the poor all of the time and remain in office; and if the
Federal Government had not stepped in, as it has in the past. and
come up with programs-albeit they have not all worked out success-
fully-these people would not be getting any help at all.

Senator GARN. Well. you are correct.
Senator HATIIAWAY. "Even though I assume all these mayors. Gov-

erors, and so forth---even assuming that all of them are dedicated
public servants, the majority of people are pressing them for some-
thin.. other than the many other needs that are just as pressing. And
so, they respond to their own constituency.

Senator G.%PN. You are correct. and thei'e is no doubt about it.
There is something to be said for looking at the overall needs of the
community, too, which help everybody in the community. not spe-
cifically the poor. But what has never been done by Congress is the
total package of revenue sharing that was proposed, and there is a
lot of miisundlerstandiir al)out that. Genral revenue sharing was
never intenled to be for social programs. It was not intended for the
cate-orical-type plrogra)s ill any way. It was not intenlded to have
strinfs. and it was not presented on that basis.

W1re came in and said. we are lhavin' a crisis in our police and fire
(lejlartlents and water departments inl our general fund. and what
was asked for by tle president of thn Natonal Le a .nze of Cities. thei
conference of favors. was a two-packa,,e deal". that ,,cemal rTv\enue
sharing woull come in to rescue our (neral, 1 flnd u ,rt. specialrevenue sharing such as the manpower. whi,-h 1), t' rlzrted f-,I
manpower. community services which passed last vear--Connunilty
Development Act-tlat would have block-ty)e gra ts. , nr.l :Uid-
lines for citizen participation to direct it's.lf to those so- i -l areas
ptrimarily of the community. But what we ;mnediatelv (rot. without
having the sI)ecial grants passed. was citizens coming in 4rid sai(.
yol are not list,+nilu to us. You are not Sle(1lin n, oney on il is and
that. You blilt a ire station. yon bilt a water treat-ment 0:bi t : o
are not spending it on s ocial needs. It was TnVver *inteled-not *01
dime; and I was iisft l)luint about it a"1d said. look. that is not wlat
this ;s for. I need this to run the city.

Now. Con'tress is slpl)osed to pass community (levelopmtent revonute
sharing,. and manpower revenue shiarii'r, and ed(Ie'tion. an,1 so on'
and that is just coning into being. So I would still figlt for general
revenue sharing to be used primarily in those areas as the loval mayors
and county commissioners and so on see fit. with the block-tvye grants
beinl directed at the social needs. for which, as yon know.,the appl)i-
cations are just co~minr in now. and that program from last year is
just )arely under way.

Senator TAT t AwAY. Yo lllentionevd that You had public hlearivrs
oil your budget. but someone-I think Elmer Staats-testified tltis
lnonlfung that there was a substantial number of cities where they
did not have plblic icarines. So some have advocated that we put in
some crulidelines to that effect. Do you go along with that ?

Senator GA-r. No, no. On the general revenue sharing part. on iust
the answer I have just given you. on that primarily being an act for
the total city programs. the operation of the city.



261

Senator ILATITAWAY. So if the city is corrupt, and does not bother
to publish other than what they have to publish now on the Federal
share of their budget, that is all right?

Senator GAR. Il the general revenue sharing, on the principle
that I have talked about, yes. That may sound rather hard and cruel,
but again, if you compare this to the categorical, which had all of the
requirements of do this, do that, and everything else, I would submit
to you that whatever waste there has been. whether it be from
ignorance or whether it be from poor management, whether it be from
corrupt local governments, that the waste is far, far less than in the
categorical-tyl)e 1)rogramns.

As an example. the .4 million of revenue sharing we got in Salt
Lake City. we did not have to liie a single employee to administer
that. Oiul. model cities grant of $3 million took over 15 employees to
administer that ", million. So how much of that $3 million was eaten

ul) in 1avinii the salaries of those 15 ? We could have handled $7 mil-
lion just as well, 1,ut again, in tle areas where von are talking about tie
need for .itizei, participation in the special revenue block grants, you
do require it. and I (1o not object to that. I am trying to ],eel) these
two I)acl(agt(c separate again, and give those local ofhtcials--,vei if
they arv wastil hg it il soule cases-the opl)ortilinity to use tilat inl tle
gelral f'lld Iudget.

()1. unil levy ill Salt Lake City. without (eneral revenue sharing .
wold l]I ve la(i to htave been increased at least 10 mils. an(l our general
fu d Itlil le'v was IS/. So you call see a t remenldois i ncrea",s in a city
tilat (loes ha "e a \ (.- 'casillg )o)ulation, a. concept rat ion of elderly
li 'ingf on fixed ironies, Ilnioritv an d poverty groups within tle city
comlipared to ilie subiu-bs is typical around( t ]Ie count Iv. And the worst
possiil, thing we could lhave (odw to tleml is that hiui of a l)roperty
tax ihil.e:se of ovef 50-pei'ent ilrease in the property tax without
general revente slharinr.

Senator Il.\TH\wAY. "What about, civil riglits requi lemelts?
Senator (ANx. I (10 not hav 11 ay objection to civil rights

requili renemt..

Senator II.I'I.wY. What about osing gememal rey eue shalilr as
an iicienti ye for t!he States and imunicil)alities to have a mre 1)rgres-
.ive tax st riw,,t ure ?

Selatlr ( .\I.N. Well. there a&rain, you are (li.tatimu . I have been olne
of the l)ig,,est advocates, inl my home State, of revising the wvl()le tax
structilire. )ecahlse the property tax which cities and sch ool districts
pritnarily del)end Ul)O11 is probably the Iost unfair, ml(ost r'egiessile
tax of all. 1,,ectaii.-e it does not have any rel iinshi!p to a person' ability
to )ay. ITi Salt Lake City. we have a ve ry iv high Peroeiitage, andi
ill tht(, \']le State of lVthi. of holme ownerslihip. You have just
thosa 11(1 a It I mo isa lds of widows w o-thteir husbands worked hard
all of tflvei lives, paid1 for their homes, it is free alld clear, and they live
on social sec'rit'. and they cannot come 1) with tlir property taxes
(e0y yeaIrll. tie fixed ilon lioe tyl)es. And we have stu(lies, and have testi-
fied aiijd worked ol that, and I think that kind of tax reforms is ecese,-
sary at the local level. But I (1o not wvant tie Feds to make us do it. I do
not want it mandated.

Senator I I'rmn.w. r. Do you have any nmore questions?
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The CHAIRMAN. No, thank you.
Senator GARN. I see you found out I am still more of a mavor than I

am a Senator, but I appreciate the opportunity to testify, and any
time, as this goes on, I certainly would be happy to provide you with
any specific examples or knowledge that I have from the other side
of the fence.

The CHAIRMAN. Well, you made a very fine statement, Senator
Garn-It has been most helpful. Thank you very much.

Senator HATHAWAY. Thank you. The hearings are adjourned.
[Whereupon, at 4 p.m., the subcommittee adjourned, Sul)ject to the

call of the Chair.]
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GENERAL REVENUE SHARING

WEDNESDAY, MAY 21, 1975

U.S. SENA' E,
SUIBCOMM ITTEE ON REVENUE SHARING

OF THE COMMITTEE ON FINANCE,
ltWashington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m.,in room 2221,
Dirksen Senate Office Building, Senator William Itthaway presiding.

Present,: Senators Long (chairman of the full committee),
Hathaway, Gravel, Dole, Packwood, and Brock.

Senator HLATHAWVAY. ]l1o Subc(.nittCe on Revenue Sharing is
continuing its hearings this morning.

[Tihe prepared statements of Se-nators Hathaway, Dole, and Brock
follow:]

OPENING STATEMENT OF SENATOR IIAThAWAY

Senator HATHAWAY. Thank YoU all for 1)eing with us lhere today.
On April 16 an(l 17 we heldI hlnrings to lay out a backgroun(l for the
issues to be considered in connection with the renewal of the general
revenue sharing program. Today and tomorrow we will be primarily
concerned with just how GRS fuids were actually spent, what they
were spent for, and how much public input there \was in the spending
process.

OPENING STATEMENT OF SENATOR BROCK -

Senator BROCK. X1r. Chairman, I would like to commen(d you for
holding this second set of hearings on general revenue sliarin in 1975.
I hole that scheduling all these hearings portends well for the passage
of revenue sharing (luring tie first session of Congress.

Let me also commen(d you on the focus of this hearing and tile
specific questions that you have presente(l to each witness. Iet
me particularly eommen(l the Finance ('onmmittee staff on drafting
question -No. 3, "low Would you compare your experience with
general revenue sharing to other major Federal i(i programs in which
you participate?"

Unless 1 am wrong, I believe that tie witnesses will te. tify that
GRS funds vre better because they° quickly and regularly get funds
to tie State and local governments as compared to categori(Ial-ty )e
grants. And they allow for local (l(isions oil local lpriorities, not tile
priority of some Waslington I)urvllucrat. To better illustrate tile
problems of categorical grants, I would like to draw attention to it
recent W'asluington Pot article that stat(d there are "several billion
dollars in Federal grants-for programs ranging from drug control to
flood preventiol--ha1ve yet to be *.,hai1lld by local governments."

(2G3)
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Further investigation revealed that there were not billions of dollars
unclaimed, rather billions of dollars tiedi up in administrative products.
At a time when our State and local governments are in desperate
straights, I find this bureaucratic procedure alarming. And, although
there are not billions of dollars unclaimed, there are still millions
un(Claimhed.

Because of this, and because our State and local governments do so
-desperately need funds, I am today submitting a bill that would take
all those unclaimed funds and switch them to the Office of Revenue
Sharing and then let ORS swiftly distribute them under their formula.

Also, to address the administrative )roblems and depending upon
how otfr witnesses answer question No. 3, 1 intend to reintroduce
some of the old special revenue-sharing bills that would allow the
State and local governments more freedom. Tphey should especially
have more freedom and less paperwork on old categorical-type pro-
grams that, should have been moved in the special revenue-sharing-
type programs.

'mr. ('haim an, let me again commend you on calling these hearings
and I await the answers to questionn No. 3-ralthough I believe I can
safely predict their answers.

[From the Congressional Record, Jan. 15. 1975]

STATE AND LOCAL FISCAL ASSISTANCE ACT OP 1975

Mr. Bitoci:. Mr. President, I-am pleased to introduce a piece of legislation
that should properly be the first order of business for the 94th Congress. I am
particularlyy delighted to have so many distiiguiishled cos)onsor.-t, aind I hope that

this bowds ,vell for our effort to extend and expand revenue sharing which is so
crucial to our Federal system.

Why should this be one of the first priorities of Congress? There are several
reasons: Firrt, the act must, be extended by the el of 1976, or else this important
piece of legislation will die. But, perhaps nore iml)ortant than for immediacy
t)1lrl)I)s is the fact that our State a:md local governments must know the status
of thii.-, bill lIy the end of 1975 in order for them to prepare their budgets. Some
St'1tes will be llanniug their fiscal year 1977 budgets -is early as this suminer.

Second, with this Congress to face so many com plex pri ,l)lenms, such as infl-tion/
recession legislation, health care, energy problems, and the like, we should try
to swiftly lass such items as revenue sharing, that have been adequately pilot,
tested and l)rwen effective.

Mr. President, the bill my colleagues and I have introduced is essenti-Aly a
siml)le extension of the original legislation. We do noi& intend to make dramatic
changes, ,ueh as with distribttion forimiulas. Howt-ver, there are three changes
of significance that I would like to point out.

First, this extension bill will make revenue sharing permianent, as it should
be under our federalist sy4(,m of government. Second, reveime sharing will be
made inflation proof, especially in this year of double-digit inflation, and third,
the annoying and rather useless redtape of the l)rograunu has beeii Iiiuinilized.

Let me take a niinute to elaborate on these changes.
Matking the fund pernmanent: Most of the original advocate(' of the revenue

sharing concept have envisioned this as a permnanent fund. One eirly advoca-ite,
1)r. NVilter \\ . Heller, former Chairman of the President's Council on Economic
Adviser.. during the Kemiedy-Johnson administration, envisioted a trust fund
that would make funds available to States "as a matter of right, free from the
uncert ainti e and hazards of thr'eannual appropriations process." Scntor low.AIt
BAKI.I, a prime mover in revenue sharing legislation in both the 91st, and 92d
Congresses, originally e visioned a permauelt program . Althmgh I, too, origi-
nally wanted a permanent fund, Congress iit its wisdom )roi)erly placed a 5-year
pil()t testing period in the original bill. But that test is coining t, a successful end,
so any new act shrauld now be made permanent.

The, new Budget Act (Public Law 93-344), designed to give Congress more con-
trol over the total budget, recognized this need for pciirmanent funding of revenue
sharing. While the Budget Act places close scrutiny on most spending authority,
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it states that this "shall not apply to new authority which is an amendment
to or extension of the State and Local Fiscal Act of 1972 * * *"-.Section
401(d)(2).

Making the fund inflation proof: The present annual funding increase for
revenue sharing works out to approximately 2.5 percent a year, which, as we all
know, does not adequately reflect our present inflation rate. Therefore, revenue
sharing must be tied into an automatic escalator indicator that, properly reflects
our economy. Particularly since S. 11 will make revenue sharing l)ernlnent, we
must find some easily determinable index so th.t the fund level can 1)e adjusted
automatically without Congress having to continually authorize new levels.

The Advisory Commission on Intergovernmental Ilelations-ACIR-a group
made tip of Members of Congress, Governors, mayors, State legislative leaders,

- elected county officials, and privatee citiz(ns, has studied various funding meilhods.
They have finally recommended that funding be put at, a constant percentage
of the Federal l)ersonal income tax base, the adjusted gross income-AGI, and we
have taken their recommendation. Federal income tax collections are a true indi-
cator of our citizens' capacity to pay for programs, and thus a propr bawe to use
for a program whose purpose is to retimi responsibility to the appropriate local
level.

Easing restrictions on local governments: Under the present act, local govern-
ments must restrict their expenditures for certain high )riority items. There are
two reasons for doing away with these restrictions. First, the whole I)o.r .e of
revenue sharing is to return funds to local governments, in other w(,rds, to those
who truly know local problems. This was to be done with a minimum of )lureau-
cratic redttqpe. Imposing restrictions or even priorities is the antithesis of thisconc eVi ms it that we in Congress always feel we have the answers, when,
in reality, there is no single programmatic solution for the thousands of different
local communities, each with separate and distinct problems?

Although there may be l)hilosophic:- differences on this point, as a practical
matter, such limitations or restrictions simply become time-consuming redtape,
due to the fungibility of funds. In short, the various governments l)lt revenue
sharing money into these l)riority items and put their own money, that would
have gone into these programs, into other programs they deem neceo.-sary. Why
not eliminate this redtape and redundancy?

These three changes will make an already very suceo.sful program even inore
successful.

Mr. President, there are, of course, reasons why people do not support re\'enCe
sharing. Some fcel that revenue sharing divorces taxation from sending, that
there are more pressing needs, that revenue sharing funds are not ade(iuately
used to eliminate discrimination, that they reduce Federal budgetory flexilbility,
and so on. Like most criticisms, there are grains of truth in ill these points. But
when you fully investigate each argument, the benefits overwhelmingly outweigh
any real or presumed liabilities in revenue sharing. In fact, I hope that some of
my colleagues in the Senate who have objections will also air their views, so that
debate can be adequately aired and a response made or improvements achieved.

Whatever the objections to revenue sharing, the advantages so outweigh the
disadvantages that this program shodd be passed. It is a program that has been
adequately pilot tested, it is a program that has broad bipartisan su)i)ort, it is
a program that returns lower to the local governments, it is a program that
allows local officials the funds to take care of problems that, only they can see,
and that could never be considered if we had thousands of categorical grants. In
short, Mr. President, it is a program that works.

OPENING STATEMENT OF SENATOR DOLE

Senator DOLE. Mfr. Chairman, I appreciate the opportunity to
be recognized for just a few minutes this morning to express my
special personal interest in these hearings on operating experiences
under the Federal revenue-sharing program.

As the subcommittee is aware, I have myself authored a bill, S. 9,
to extend the State and Local Fiscal Assistance Act for 5 years.
I am also an original cosponsor of the administratiQn revenue-sharing
bill, S. 1625, which the distinguishe(I chairman and ranking minority
member, Mr. Hathaway and Ir. Packwood, and other key Senators
on the full Finance Committee int'o(iuced May 1.



266

So my purpose in joining the panel today is to commend it for
initiating this second in a series of hearings on Public Law 92-512,
and to reaffirm my full support of legislation to renew, refine, and
expand the entire revenue-sharing concept. In addition, I wish to
indicate that later on-when the investigating phase is completely
and substantive changes are being considere(l-1 intend to take a very
active participating role.

For now, however, let me only say that the operating experience
under revenue sharing in my State of Kansas since 1973 has been
highly. successful. I want that observation to be made very clear in
the official record which the subcommittee will be studying, an(l for
that reason have asked respresentatives of the Kansas League of
Municipalities-as well as the mayors of several selected Kansas
conmunities-to present written test imony on their respective
activities.

I understand that further hearings are contemplated in order to
accommodate additional such witnesses. If so, I would like to have
these public officials included in the schedule, but if not, I would
appreciate an assurance from the chairman that the information they
prepare-even though submitted l)elatedly-may be accepted as a
part of the testimony received today and tomorrow.

With that, let fie again offer my enthusiatic support for the con-'
cept of revenue sharing and for the efforts which the subcommittee
has undertaken to evaluate its impact and performance. Mr. Chair-
nan, I thank you for the benefit of the time to make these comments.

Senator hATHAWAY. The first witness is the Honorable Neil
Goldschmidt, M\1ayor of Portland, Oreg.

Mr. Goldschmidt?

STATEMENT OF HON. NEIL GOLDSCHMIDT, MAYOR OF THE CITY OF
PORTLAND, OREG.

Mr. GOLDSCHNI IDT. Xr. Chairman, Senator Packwood, I (lid not
bring a prepared statement this morning. And I hope, after making
some brief comments, that if there are questions about the way we
have handled our revenue sharing program in Portland, that I can
answer those for you.

Let me outline a couple of main points about the program, from our
perspective. I hope it will be useful. We are, in Portland, running
toward the end of our original schedule to extend revenue sharing
over 6 years. For the year 1975-76, despite a significant expenditure
level reduction in our budget, by cu tting existing programs and people
and adding almost none, we have lhad to revise that revenue sharing
schedule in order to balance the budget, essentially to reach forward
in the planning schedule and pull those moneys back, in order to
balance.

An additional $2.4 million in revenue sharing resources were budg-
eted for 1975-76, to compensate for inflation over and above what
we estimated would be necessary; the ('unulative effects of a recent
population revision which reduced Portland's revenue sharing alloca-
tion; plus the additional revenue sharing resources needed to balance
the budget in this year, will essentially eliminate revenue sharing
reserves which were planned for 1977-78, in the belief that, we ought
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not to assume this program would be renewed until, in fact, Congress
had expressed its intent.

Next, at the end of 1976-77, Portland will be expending revenue
sharing at an annual level, or rate, of about $14.4 million per year.

The administration's proposal for revenue sharing would provide
us wvith slightly more than $10 million per year. In short, the proposed
annual increase of 2 . percent annually, on a national basis, will be
inadequate to reflect the impact of inflation on us.

We started out with an annual expenditure rate of about $8.6
million. We planned ahead, assuming some inflation. We under-
estimated, as I assume everybody else did from what I have been
hearing, and the effect of that is we will be spending at a rate of $14
million by the end of this program.

And we have no reason to believe that the rate of inflation we are
projecting at that leveljvill change in the near future.

Lastly, as to expenditure patterns, two trends are evident. First,
Portland is increasingly spending its revenue sharing funds for on-
going operations, rather than on capital outlay. The allocation for
capital outlay has been cut from 60 percent in 1972--73 where we ha(l
some retroactivity payment that allowed us to do that, to 20 percent
in 1974-75. And our definition of capital outlay for this purpose
would include vehicles and equipment to keep our police operational.

Second, our expenditures for hum an resources have increased in
that period of time. Now I would like to go back just briefly and ie-
scribe for you what we did when we learned Congress would pass the
program. in fact, when we learned it looked probable, we began to
plan for it.

The primary components of our revenue sharing plan were to use
revenue sharing to meet one-time capital needs, to as great a degree
as possible, where the following situations existed. We would invest
these funds where we colild determine that the investment would
reduce operating expenses in future years.

An example of this might be automating sl)rinkler systems in the
parks where crew reductions would be possible. A little of this has been
(lone. We did it where it would avoid an increase in operating expenses,
where deterioration of plant and equipment was pretty serious, and
our maintenance costs were going ul) substantially, and where we
could get a better use of an existing cal)ital investment.

For examl)le, a park community facility where we already had the
personnel to manage it. And, by adding a capital resource there, we
could, in fact, expand on the use of the personnel that we had.

We phased into revenue sharing by gradually building up the level
of expendlituires which would allow us to offset the increases resulting
from inflation, and gave us additional time to plan the programs that
we could implement with revenue sharing.

And, tile planning, of course, enabled a more flexible choice between
cat)ital expenlitulres and new programs. We (leternilled, then, to ex-
tend revenue sharing a year and a half beyond tie end of the JIederal
legislation so that if thi, program was not, continued, we would have
time to discusss with our voters what alternatives we were to choose.

As I indicated, we have had to back off on that, to some degree.
The important point I would like to make, as a former part of this, is
that our State budget law does not allow us to finance by deficit
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as Senator Packwood knows, as a member of the legislature. It. applies
to the legislature as well as to lo.al government.

We have very strict laws on public hearings, and in fact our budget,
after going through a public hearing process, must be submitted to an

-independent body created by the legislature to review it to make sure
it has done exactly that.

And, the critical thing for us-and I am talking about Portland,
Oreg., but I think for other cities as well-is that a budget that goes
through citizen task forces, by bureau, through an executive budget
review committee, then into a mayor's proposed budget, and then
through public council deliberations, we think is a responsive budget;
and tlat this budget includes revenue sharing funds l)lIt is not or-
ganize-dspecifically only to deal with their particular legal require-
ments.

I would just like* to emphasize how important it, is to us that Con-
gress act early on this legislation. We think it is not responsible for us
to plan on expenditures of funds that we have no legal manner of
assuming that we will have.

It. is my own personal view, and I think my council would agree with
this, that if there were some indication either that the level of pur-
chasing power to be provided by this act when it would go into effect
would be reduced, or that, in fact, it will be delayed in determination
until the very last possible minute, that we would have to begin
selective program reductions now to avoid the kind of wholesale slash-
ing that goes on if you wait over a. long period of time.

If you match up the problems we have with our labor contract, our
affirmative action requirements,, where the last hired tend to be the
first laid off, if you end tip waiting until the last minute and look at
the impacts on productivity which are all negative, and the time it
takes to (1o a local tax initiative, and just package all of those together,
I think they are pretty much a self-answering proposition as to why it
is critical that Congress not wait and assume that local governments
will produce an effective expenditure of these funds, if we wait, until
the last minute for the program to be passed and implemented.

I would be glad to respond to any questions you may have.
Senator HATHAWAY. Thank you very much, Mr. Goldschinidt.
Could you tell us what percentage of your total expenditures rev-

enue sharing accounts for?
Mr. GOLDSCHMIDT. Let ine treat it this way. Our general fund

budget, and that is those things-not sewer fees tied to sewers, water
fees tied to water, just excluding all of those special fees for purposes
of financing only those activities, our general fund budget in
1975-76 will be $91.2 million.

Of that amount,, general revenue sharing amounts to $13.2 million,
or approximately 14 percent, if my mathematics are correct.

Senator HATHAWAY. Itow much of the $91.2 million is raised locally?
Mr. GOLDSCHMIDT. Of the $91.2 million, $31 million is in property

taxes; another $11.2 million is in licenses and permits which we raise;
and then you havb some State-shared gas tax revenues. They are
not raised locally. They are raised in the State and distributed back,
but, the effect would be the same as if we had our own-and, franchise
fees. So I would say about 75 percent of that money, of the remaining
money, is raised lo'caJly.
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You have got a little bit of shared-State liquor revenues and a small
amount of other sources of revenue, and then about $4 million in gas
tax revenues-$4M million.

Senator HATHAWAY. No other Federal money is in there except for
revenue sharing?

.Mr. GOLDSCHMIDT. No, we are not treating special Federal grants
as a part of the general fund for purposes of this analysis. Essentially
what we are talking about here is revenues which we control locally,
utility franchise taxes, that sort of thing. Revenues which we get
from the State and have been there so long nobody assumes they
will not be there the next time around, like gas tax revenues, or
revenues that we receive, and we aie including revenue sharing for
that purpose, where there is a planned expenditure pattern over a
long enough period of time you would assume they would be there.

I hope I have answered your question, but $1.2 million is
Senator HATHAWAY. In other words, the $91 million is what you

can spend any way you want to?
Mr. GOLDSCHMIDT. That is basically correct.
Senator HATHAWAY. And the other is tagged for something else?
Mr. GOLDSCHMIDT. That is right. The total budget is about $250

million.
Senator HATHAWAY. I see. How much Federal money do you

receive in addition to revenue sharing, for special purposes?
Mr. GOLDSCHMIDT. Well we have been a little bit ahead the last

couple of years because we were one of the LEAA impact cities and
received a substantial amount of the $20 million, a lot went to the
State, but we also got a lot.

I would say you are looking at an average amount of maybe-
excluding money to the housing authority, which is a separate agency
for purposes of State law-maybe about $5 to $6 million additional
there a year, depending on, again, which year it is and whether or
not the programs go through us-and, that is prior to CETA. Again,
I am describing categorical programs that we used to go out and
compete for, now with CETA, I would have to go back and check it.

Senator HATHAWAY. Have you been able to keep the property tax
at the same level since revenuC sharing was enacted?

Mr. GOLDSCHMIDT. The answer to that is yes, but we do not choose
to use.any of this money for property tax offset. The State constitution
says we may get a 6-percent increase, and no more, in property taxes
each year. The rate in Portland for the general fund has dropped 5
consecutive years because of the growth n our property tax base
from new development.

I think the rate is likely to go up this year, because starts are
down considerably, but we have not used this for property tax reduc-
tions in any fashion.

The State legislature instituted a senior citizens low-income property
tax reduction program that has been very successful and essentially
took the onus off of us to even deal with that, problem.

Senator HATHAWAY. How much are you going to increase your
property tax?

Mr. GOLDSCHMIDT. I am s9rr1-?
Senator HATHAWAY. You say you are going to go up this year?
Mr. GOLDSCHMIDT. We (1o not know yet. bur property tax-

the city's-will not go up, I suspect. But, the cumulative property

52-602-75-----18
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tax is about $30 per $1,000 in Portland right now, and that includes
a school district which is separate, has its own elected board, two
community colleges that have access to parts of that tax base, a port
that covers-three counties, of which we are only part, an intermediate
education district that is equalizing off of our tax base, and so on.

And so, until the assessor finishes his work, and the levies or rates
are set, I cannot tell you. But we will not be the ones responsible for
that increase, I suspect.

Senator HATHAWAY. It is $30 per $1,000 assessment of the current
market value?

Mr. GOLDSCHMIDT. Yes, of the true market value.
Senator HATHAWAY. You mentioned that you are not spending

much money now for capital outlays but are using most of it for
operating expenditures. Has that been constant right from the time
you first, got the funds?

Mr. GOLDSCHMIDT. No, we began at a rate that was considerably
higher in 1972-73. It was about 40 percent for operations and main-
tenance. And, in 1974-75 it would be up to 79, almost to 80 percent,
and I would guess it will continue even higher than. that.

The reason for that was the approach we took with regard to the
possible personnel expenditure reductions we could get from capital
investments. And also because that small retroactivity payment es-
sentially we ballooned on the front end.

A fleet replacement schedule was institute at, that time. We really
were in big trouble on police cars. We had had no inlnprovements in
the parks. I think we have probably pumped $4 or $5 million into
recreation improvements, which we will include in the capital ex-
pen(iture category. Some reduced personnel costs, in others, just for
the enjoyment of the public and for additional resources.

Senator ILAThAWAY. Exeose me just a moment. I would like to
yield1 to Senator Dole who has another commitment and would like
to ii-ke a statement.

Senator DOLE. I will not make a statement. I am just pleased that
these hearings are being held, an(I I am needled at the Agriculture
Committee to make a quorum. I will try to return shortly thereafter.
I (1o have a statement, Mr. Chairman, I would like to make a part of
the records, and I would hope that these hearings are pursued-perhaps
we could have some input from the State of Kansas and some of the
people in that area, but in any event, I support the hearings and
commend the chairman and members of this committee for initiating
the hearings on Public Law 95-512-or 92-512-and I will insert
the statement for the record.

Senator HATHAWAY. Thank you very much, Senator.
Your statement will be made a part of the record and inserted at the

outset of the hearings.
Now, you said that 90 percent of the funds are used for current

expenditures?
Mr. GOL)sCHMIDT. The figure this year will be about,, in 1974-75,

79.7 percent. And I (1o not have the 1975-76 figure yet because we
have just wound up the budget hearings, and we did not, in the hear-
ings, spend a lot of time-identifying which ones were revenue-sharing
items.

I mean, they tre there in the budget information. Most 'of the
decisionmaking was on what to cut. I would guess that if it was 80
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percent in 1974-75, it is going to be close to 90 percent, on operations
and maintenance, in this next fiscal year.

So we'have gone from 40.4 percent in 1972-73 for operations and
maintenance. 'I would guess next year it would be at 90 percent. And,
by the way, I do not consider that to be necessarily healthy because,
in effect, every time we allow an absolute plant to function, we just
increase our operations and maintenance costs. I think the productivity
the public sees, from that standpoint, is not particularly healthy.

Second, we have a lot of facilities. We could get more use out of them
with more capital investment. An example of that are unlighted tennis
courts all over the city. We would like to see those lighted. We would
like to see more hours of play on them.

We are not in a position, at this point, to do more than we have (lone
with the revenue-sharing dollars so far, but I am not ashamed of the
fact that we used an existing plant and expanded its use for the public,
with the use. of revenue-sharing dollars.

And, in fact, we had a lot of encouragement and support from our
neighborhood organizations in the city to (1o that.

Senator ATHAWAY. Have you started any new or experimental
programs with revenue sharing money?

Mr. GOLDSCHMIDT. We have been able to accept certain programs,
as a standing part, of our budget, because of the presence of revenue
sharing.

Let me give you a specific example. When we started this LEAA
impact program, we were approached by the Department of Health,
Education, and Welfare about establishing a youth diversion program
in the city, as a pilot project, along with the impact program.

That program has four centers operating. We have assumed two of
those on the general fund, and our planned expenditure pattern as-
suies that at the end of 4 years when the Federal funds have phased
out, we will start the other two, that if each of them is as productive
as the first two have been-the-statistical measurenients-we will-have
four.

That, is about, $600,000 a year at, the end of the fourth year. Those
centers (lid not exist and cotild not exist-we coul(l not have accepted
the categorical grant had we not known we had the resources to
phase them into the budget.

We hfive-when you talk about starting new programs, we have
expanded some programs in the police bureau. We have a youth
division now that has 23 people working out in neighborhoods that
use,! to be stuck in city hall or in the police department.

And I think you (an trace back analytically the ability to add
clerical personnel, free those officers up, get them out doing things
that we need them to do. The community relations program-I think
I can trace through for you a whole series of things in police.

We have increased our affirmative action tools substantially in civil
service and personnel. Again, I think it is attributable to the fact that
the manpower increases have been made possible.

We have increased our planning staff through the use of these
funds. This came at a time when, as you will recall, we were paralyzed
for some period of time, on a decision on categorical HUD funds for
community development block grants and were able, in spite of that,
to continue an aggressive neighborhood planning program and neigh-
borhood stabilization program.
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I think the list is fairly impressive in terms of new programs. We
supported the establishment of a detoxification center by the county
and helped pay for that. Now we spend about $50,000 a year trans-
porting alcoholics to their center as a part of our responsibility.

I do not want to bore you with the list. We will provide you with
that as a detailed list at, some point in the near future. We are going
to go back and-

Senator HArHAWAY. Yes, we would like to have a list of- all of the
expenditures.

Mr. GOLDSCINIDT. We will be pleased to provide it.
[The following table was subsequently supplied by Mr. Gold-

sehmidt:]

REVENUE SHARING EXPENDITURES THROUGH FISCAL YEAR 1975, PORTLAND, OREG.

Amount Amount Capital Operating
received spent expenditures expenditures

Fiscal year:
1973 ------.--------------------------- 10.488,152 340,512 154.710 185,802
1974 ---------------------------------- 9,237, 1533 7.176,456 3.608,416 3,568,040
1975 (planned) ------------------------- 9.458,000 13, 183,414 2,049.668 11,133,776
1976 (planned) ---_-------------------- 9.549,408 13,184.932 .............................
1977 (projected) ------------------------ 7, 388,854 14,398.000 ---------------................

Total ------------------------------- 46. 122,307 145,283, 344 ...............................

'Differencei s due to interest earnings.

EXPENDITURES BY PRIORITY CATEGORY THROUGH FISCAL YEAR 1975 -

Amount
(million) Percent

Recreation --.-.--- -- 6----------------------------------------------------- $5.4 26.7
Public safety ----------------------------------------------------------------- 7. 9 39. 1
Public transportation ----------------.----------------------------------------- 3.8 18. 8
Health --------------------- ------------------------------------------------- 1.4 6.9
Other ------.------------------------------------------------------------------. 9 4.5
Financial administrationigeneral government ---------------------------------------. 3 1.5
Social services -------------------------------------------------------------- . 2 1.0
Environmental protection -------------------------------------------------------- . 3 1.5

Total----------------------.. - ------------------------------ - 20.2 -

Senator HATHAWAY. Are they broken down so that we could tell
which of the exenditures are from the revenue-sharing money and
which are ordinary budget?

Mr. Goi..I)SCHMIDT. Yes. The one misleading thing about this
accounting systemm is that we can tell you what we spent revenue-
sharing money on, because legally that is what we are required to do.
It does not explain very well, politically, what you would not have
been able to (1o if you did not get it. And we will try to do both when
we file the report.

That tends to be an awfully long conilpendium , but I think there
are some things we would not have been able to (to that we are not
paying for with reveme sharing, because we have revenue sharing.

Senator ItATHAwAY. Well, would you be able to tell from looking
at the statement, if you have cut back in another area and used the
Federal revenue-sharing money for what you have cut back on?
For example, if you were st)eniing $1,000 a year on police cars, and
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then you cut back and used $1,000 of Federal revenue-sharing money
instead-that would not, in effect, be a new expenditure.

Mr. GOLDSCHMIDT. That is right, and there are some cases for
accounting purposes, almost, because of the difficulties in keeping
track of the funds, that I think you will find the cities have tried to
isolate revenue-sharing money so that legal requirements could be
met.

And I am sure there are some situations where we had money in a
program before, and we have sUpplanted that,, to some degree, and we
will try to identify those for you.

Senator HATHAWAY. Don't vou think the legal requirement is a
little unrealistic? Shouldn't we'require the complete disclosure of all
exl)enditures of the cities? Because the funds go into tie same )ot, to
separate these revenue sharing funds out and to show here how the
Federal money was spent-that does not really give us a true picture,
does it?

Mr. GoIisCH.MIDT. I think that is accurate. And, if I might harken
back to a study that our league of women voters did on the budget,
one of my disagreemnents with them was that they focus so intensely on
revenue sharing, as if it were really the whole balgaine.

It is not. We p)lt it in the general fund, treated it, like money, and
made our decisions on that basis. And, frankly, I (1o not li(lerstand
wh,,O they are so concerned that we should set ul) a special lproce(ure
for notification and hearings on that money. We (1o not ler('ceive it as a
healthy thing, to treat general revenue sharing ts it ii were at cte-
gorical grant, because it is not.

As to the accounting l)rogram, I have talked to our budget office
about methods we could use to be more lhonet with the Congress
about how we spent. I (do not like to see 11 situation where we pick
things we think Congress vould like uts to spend money on ini order to
impress then with how sensitive we tre to their political )roblems,
l)ecause, frankly, that is taking away a substantial amount of the
flexibility we perceive Congre-,,s intended to see there and tle local
responsibility that should be exercised.

Senator 1I.JA,1 VwAY. Blut, in effect, the strings that Congress lhus
attacheddo not have inuch, if-any, effect, (1o they?

Mr. Gom.DSIiII'r. I think that is correct. I think it is (orrect to the
extent that we have not believed that, tie intent of that law Was to
direct our ex)enlitures ill -,ome particular direction they otlwwe-ise
might not halve gonle, with t he exception that we did not feel we should
be out building huge buildings and things with tile money l)e(cltSe I
think the intent if-pretty clear on that.

Senator IArHAWAY. Just let me ask one more question before- I
turn it over to Senti(or Packwood. Could youi describe to u;.s just wlat
public impact there is on your l)udget process?

Do you have open lhearilys? Is it. publicized--', ma dio, news-
Iap(ers, and so forth-in 'l( litlon. to what you are required to (1o under
the Revenue Sharing Act't_

.Mr. GOLisdHii.m) T. Bsicall', time revenue-sharing requireinen fts atre
less tham our State law reqiirePs ts to do alre(ly. We have a require-
ment that we publish notice in the paper. We had that alreidy--I
mean, CI hat, we indicate to the public when we fre going to have
meetings.
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We spent some of our revenue-sharing money in supporting neigh-
borhood organizations, giving them staff coordination. That resource,
in effect, has lugged back into the budget, so we have much better
participation because of revenue-sharing dollars.

But, not because of the legal requirements of the act. We had a
task force in every major bureau with citizens on it. The law does not
say you have to do that. We just threw open the doors and said come
in and look around, and ask questions. And then in the executive
review committee that my assistant chaired, and the budget officer
chaired, which had citizens on it, then I propose a budget, it goes to
the council, they have hearings, and after it is (lone it goes to a thing
called tax Supervising conservation commission, which the Governor
appoints and is a State-created body to examine whether or not we
have complied with the State budget law.

It is a rather well-aired process. And prior to the beginning of any
of this, we have a capital improvement budget process where we do
not -locate funds, but do list priorities. We go through basically the
same kind of l)rocedure, with citizens on that.

In short, I guess what I an saying is that at least in the State of
Oregon, thanks to State legislative determination, local government
budget law is rather strictly controlled and open, and not only is no
deficit financing allowed, but you are not really allowe(l to have a
large contingency amount of money sitting in your budget undecided
about what you are going to use it for.

If you have got that kind of money around, their feeling is that
you ought to give it, back to the l)eol Ie you collected it froi. That
has created one problem, I might say, with revenue sharing, because
our perception is we ought to be budgeting over longer periods of
time, essentially over the maximum l)erio(l of time that tile law
allows you to spend it.

We tend to get these payments in such a way that the local budget,
law management group wants to see very carefully whether or not
that is not just subterfuge to keel) big amounts of money in a con-
tingency account.

So we have had to adjust, our budgeting practices a little bit to
isolate those moneys, to show them we could not get at them without
going through a new budget and then getting the public participation
they require.

Senator HATHAWAY. So a member of the l)ublic can come in and
question any item in the proposed ex)en(litlre?

Mr. GOtDSCH.IDr. Any item, absolutely. An(, as I said, the
thing that kind of (listurl)s me is that tley (1o not really c., are what
pot it is coming out of when they come in to argue about it. If tl(y
want more vice and narcotics officers, or if tley want less of something
else, they (10 not, care where youth are getting tie money from. It is;
the issue of the priorities they are after.

Senator HATHAWAY. Senator Packwood?
Senator PACKWOOD. Well, Portland i, on . ,Jly to June budget, are

they not?
When will you be starting your )u(lget procedure for tie next

fiscal year-not the one starting this July, but the oie after that?
Mr. GOLDSCHtMIIT. We Will wrap up1) our bu(lget at, the tax super-

vising conservation commission about the first week of June. We will
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go into the new fiscal year on July 1, and begin-well, let me say one
thing specifically.

We have a thing called a quarterly allotment program iii our own
budget process where we take. back unexpended money from our
managers, and then by midyear, we will have a midyear budget
review which is generally just a reallocation of money tlat either we
have saved on bid items, or we are going to have to overappropriate
to go ahead and do them and so on.

So, in effect, we have another budget process that is just tooled
up-again public-to look at where we stand at midyear. Right
after that, beginning in January or February, we will' begin next
year's budget process formally, which is submissions from the bureaus
estimates of expenditures, and problems that they w.ill face.

And that process, through citizen participation, ends up with the
mayor proposing a budget in the early spring and then going to formal
council hearings.

Senator PACKWOOD. So the way you operate, it is not, going to do
you and good with revenue sharing it we (10 not pass this bill uniil next
March or April, and you have no idea what is coming. Because you
simply throw it, into a common pot, and you cannot count on whether
you are going to get $8, $10, or $14- million. And you simply have to
assume you are not going to get it.

.1. GOLDSCHMIDT. That is accurate.
Now, again, we have budgeted to keep ourselves alive, but when

you are expending at an annual rate of $14 million, and your appro-
priation, even at the best, is going to be-that you have heard of-
$10 million, and then you are not even sure the law is going to be
passed on top if it, it is just prudent to start laying people off selec-
tively. Not people, but, positions. We ought to start lnow .o we do
not have to lay people off; just getting rid of position's that are vacated
by death or retirement or whatever.

The productivity levels would begin to be affected a couple of
years before-essentially before they ought to.

Senator PACKWOOD. Neil, one of the biggest arguments we are going
to get on this bill is strings. Local government is really controlled--.,
the rich and the advantaged, and they (o not un(lerstanl the needs
of the poor, or the proper priorities. We had that kind of testimony
2 or :3 weeks ago.

Can you ad(dress yourself to that?
Mr. GOLDSCHMIDT. I suppose I am a little bit bitter about that

accusation'. I was in Mississippi in 1964, and just left before three
people--one of whom I considered a friend-was killed. I started my
own career in legal aid in Portland, and as the Senator knows, because
he represented the districtt I live in, we have our problems as well,
And I think the city government when I ran, was not ad(dressing them.
and that is why I ran-to make it, more responsive.

We think revenue sharing has helped us do that, not htelp us. ob-
struct it. Now Portland is no better or no worse than any other city
in the country. There are things that I think are better about it,
because I live there. There are things that the mayors who follow mie
are going to tell you about theirs that make it an attractive place to
live.

But the one thing that is different are our responsibilities, and I do
not think that i generally understood. There Is no way to write a
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national categorical program that precisely addresses Portland, St.
Louis, or some other community. I do not have responsibility for
elementary and secondary education; many of my fellow mayors do.

My county has responsibility for public health; many of the majors
have responsibility for that program. We are all very differentt, an'd ill
order to determine whether we are assessing properly, and whether we
are meeting those needs properly, yoou have to collect the govern-
mental bodies that have the 'distributed responsibilities-State,
local governmental units, including our separate education boards
and measure all of them. We believe that the best way to do that is
let it be decided at the local level, not because we have always done
it right, but because we have not been able to figure out a better
way to (1o it-and I mean we, as a nation. I do not believe there is
a better way to (1o it.

And I guess I want to get (lown to this final point.rl'his country is
going to get, bigger. Its population is going to get bigger. And the
problenis are not going to get simpler. None of us believe that. But if
the excuse for going to a national program of categorical grants to
finance solutions to local problems is that local government is not
responsive, that is a big mistake.

The answer is, if the money is there, the competition for it will be
there. If the political responses are inade(uate, tlhei let. us make tlem
more adequate. And I will tell volo this mtich. When I was elected to
the city council, they used to meet at oon inl a hotel room, atnd make
decisionls before they° ever weiit into a meeting. I (lid n,,ot know that-
I was nlot sure of it, at, least. It does iiot go on an1y nore, all(1 oine of
the reasons is that the people in our conuuiit N went out allt knocked
on doors to get a new city coucil elected, anid we got, sonic new
people electedI and we chaIIge(l it.

An( one of the things it, w)lll (lestroy, wllat I think is a growing
political initiative at the local level, is to cripple it so that the people
with talent believe tihat no mat teri how munch talent you have, v u are
not, going to have l.v re olces anway.

The ciirrenit proje( tioiis ii ll v ('-oiiiii unit " are fliat over the next 5
years we are going to have inflation for all services, aild in (,X((,.s of 8
percent. We can id,,ntif only 4 percent increases in revenvles. And
that i-; even if we got a goo(l slhake out of you-l iiean, I an saving,
even if you (1o your job, we have a lot of work to do, and we (1o n)t
know exaclk how to solve that )roblel. But we know it is not going
to be solve(l ill Waslington.

But if tlhis program will not do its share, frankly, I think we are
back to what llenrv-Maier was talking about , hialf jokingly-and only
h alf-a few years ago. Whby (lol't we just thrni oulr c arters into 1,,
State goverilnients antid let tlem try to solve it? Whicl I t1iink woultl
be a terrible disappointmuelt even to have thlat kind of atIitll(lt.

Se, l tIor, that is a loiw respolse, hiut I do not thiink tlere is anything
more ftindaiental in this. national debate over revenue slharin, than
whether or not Congress lionestly believes that it can deal better' wit h
racial problein. oil the blocks and streets of Portlanl, with the fact
that 60 percent of the ione burglaries in my town are comnu ite(l by
kids uner 18 years of age. And in sole other comm uniytv that mfigh t
not be Ole probleni. And tihat long list of things thiat people say we are
not doing, andi that we oughlt to (1o, I ask themn to come to Portlfn(l an i
sit, in on the budget hearings because I think wien we were (hre tiis
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tine that the range of debate, interestingly enough, was down to 1
percent of the decisions.

I mean, you are finally getting down in terms of real controversy in
my community about whether we ought to keep funding a veterans

rogram on returning Vietnam veterans, whether or not we ought to
have a street workers program in downtown Portland because a lot of
the kids down there are not our residents, and basic policy questions
about the role of the city government. And if we are not responsive,
then throw us out of office.

Senator PACKWOOD. Neil, that is exactly the kind of statement that
I hope will convince Congress not to put strings on this program.
Because if we do, we might, as well take it away from Portland, take
it away from Portland, 'Maine, and we will run it with the assistant
secretaries in departments, here.

I have no further questions.
Mr. GOLDSCHMIDT. I appreciate that, Senator. And I guess my

question would be-and I do not ask it of the two people here, because
I have read your previous comments, both of you, and I am very
appreciative of them.

Somebody els;e should write a better prorrau. I mean, it is not all
that easy. Particularly, I sympathize with all tho.;e who went tlh'oigh
all the compromises before. And I just want to make one final observ'a-
tion, because I am taking up the conmittec'-; tine, and I dlo not want
to do too much of that.

There art, ot ler cities that have nole I serious problems than we do,
andi you read about New York in the paper everyday. I do not want. to
leave ,o b With the impression [ am here -peaking for Portland. I am
,oint,, to be very lisappointe(d if New York City continues to have
these kind. of problems.

This l i-,1,tion is one way to adllress that. There are soe armend-
ments that are beincz (iscii-sedt by tli'4 conmittee and others in Vour
oversight hearings, about u hetfher or not we ought to amend the
.1-iLount that some particular city within a State ought to get. And I

la"*e no position on that today. tut the fact that there is a law writtenpercent, ight want to go to 175 percent, that istha- savs 14.5 mecn, Igh
worth looking at. it would not help us, I do not think, in Portland,
but I (1o understand Congress has a national responsibiiitv to deal
with the-question of nee(1s. f am not arguing that point at all.

The problenus of New York City, time problems of St. Lou1is, the
problems of other commit nities are something we care about, because
to the extent that I think my community perceives that cities are
dyingc-citics, plutral-around the United States, [ have a tougher
fight to [flake to ge. them to invest in rehabilitating their hores, to
get them to invest in block meeting- ,,n butrflary redution and -,I of
the thi-ns that are personal to themn-nernv and so on. Anid r think
this legislation is of a lot greater import psvchologically in that
regard than it is being given credit for. Because it Congres' detrmina-
tion iN, we haven't the talent in this country in the cities to (1o the job,
and1 if vou cannot write a program that nieets the needs of those cities
as diverse as they are, then this country is in a. lot. biger trouble than
I suspect most people are willing to admit publicly.

Senator HATHAWAY. Well, would you say we ought to abolish all of
the categorical aid programs? Should we jut tike the money and
divide it up according to the revenue-;h aring formula?
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Mr. GOLDSCIHMIDT. No.
And I follow with great. interest what is being done in terms of eco-

nomic stimulation and some of the other activities that are going on.
I think when the Congress of the United States determines that there
is something that, essentially ought to be dealt with on a categorical
basis-and in many cases you are not dealing with us, you are (sealing
with education, and in my situation, that is not even my responsi-
bility-I think you ought to go ahead and do it. I am describing the
impact of this one program, and I think Ithis one program, which es-
sentially is now providing the underpinning for local government.
I realize the State is into it for one-third, but in our case, we do not
have access to the revenue resources the State does. This is a philo-
sophical commitment, in my view, to the existence of general purpose
local government in the United States as a part of the Federal, State,
and local relationship; that the amount of power that would be assimi-
lated at, the Federal level, to that extent is being reduced. And I
recognize that.

There are, however, things that I think meet special Federal re-
quirements. When the U.S. Congress imposes environmental require-
ments on all of us because the consensus in Congress is the public
wants it, and then says, we have an obligation to finance those, I (1o
not, expect, you to distribute those willy-nilly. I think some local juris-
diction should have-to demonstratee need, and their willingness to
respond to those requirements. And I think you know the rest of the
list better than I (1o.

But this is a very special program. Those who argue that because
progressive income tax is a method of redistributing income, or what-
ever, in the beginning-we think this formula does t.hal. to some ex-
tent by paying attention to need. We (to not think this formula which
you are using now, or any formula you use in the future, would be
oblivious to the responsibility to help the weak. So, to some extent,
that has some of the tinges of some of the earlier categorical programs
that, were an attempt to get, directly at it population that otherwise
would not. have gotten assistance.

Senator IA'rHAWAY. But are we not, in effect, with the revenue
sharing program, simply taking the onus off of many local governments
so that they_ (o not have to raise those revenues themselves? You take
States that-have no income tax, for example.

Mr. GOLDSCHMIDT. We lhad an interesting discussion at break-
fast-because I was a Senate intern many years ago, and I was reading
through former Senator Richard Neuberger's files, and there was
correspondence from people like Walter Heller and others where the
debate was raging in the fifties about whether or not you ought to
require local governments to have a progressive tax structure to share
in any kind of revenue sharing at all.

Oregon has a very progressive tax structure, and it would be easy
for me to say, ah yes, that, is the way it ought to be. I think that is
fighting the battle, to some extent, on the wrong plane.

Now your question of whether it takes the onus off of it, I think is
incorrect. As I said, you are not going to solve our revenue problem,
but rather, enable us, I hope, to solve it. It is not going to be a solution
1-y itself.

Second, the decision b cities to go after the revenue they need to
serve the neediest people in the United States who generally live in
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the cities-and I am not excluding the rural poor, but I am talking in
terms of numbers-essentially is another way to create more dis-
incentives to live there. If the tax raising function essentially says,
what you will do is raise from those who cannot afford to pay enough
money to solve their problems and increasingly lean on the few
remaining who live in the cities to help them do it, you will drive the
few remaining out. In our case, we are about 38 percent or so of the
region's population. We could put in an income tax, and we have

, looked at it,-l percent, on net personal income on the State return
would generate about $14 million, of which about $3.5 million would
be from noncitv residents. You could expect very quickly that the
percentage of the total would shift. I suspect you would find some
businesses moving, the stock brokerage firms, we get their business-
earned revenue inside of the city, would only have to move 1,.2' miles
out to a new suburban area to avoid that completely. The lists of
shifts for economic reasons that would iij fact, I think, produce the
unintended consequences of that kind, are not, I think, what Congress
wants to see happen in the cities.

I think this is a more equitable way to get at the problem and I (10
not think it relieves us of the responsibility. In fact, we intend to go
to the voters for a 10-year parks capital levy, we hope next May, and
for some other things that will in(licate that we are doing our share.
We are dealing with our neighbors and trying to get them to assume
some expenses. As an example, our zoo, we think it, ought to be paid
for-reggionally. Essentially we are trying to get at some of the things
anyway. If this thing disappears, I think we are going to be busy,
mired (own in firing employees and re(lucing police service and proving
to our citizens they are not going to be able to stay long unless we
solve the problem.

Senator HATHAWVAY. Doesn't what, you say indicate that what we
need is a fairly exhaustive study as to just" who should be funding
what programs and who should be administering them, that, revenue
sharing is just a sort of stopgap measure until we come to some
conclusions on that basis?

Take welfare for example. The Federal Government. should probably
fund all of welfare and leave the administration ip to the local (coi-
munities. Other programs probably should be mentioned. Locally,
you mentioned the zoo, and, of course, it is administered locally; and
others should be funded and administered, both, lby the Federal
Government.

Mr. GOLDSCHMIDT. Senator, I (1o not object to the study.
Senator HATHAI\AY. This is sort of a patchwork, helter-skelter

approach.
Mr1'. GOI)DNCHMIDT. I (do not think this is patchwork. I (1o not, think

it )retelnds to address all of the Federal, State, and local relations that
exist. This has been stu(lied to a great extent by Congress already ant
by others who continue to file reports with you about where they see
tfiew imbalance and where the problems may be.

I guess my feeling is thlat if we have to wait on a good theoretical
mo(lel on who ought to raise money and-4who ought to spend it, we are
going to be waiting a long, long time; because I have watched this
committee. Senator Muskie, andI others over a period of years in
Congress that I have been following it-tand that, is not very many-
I think wrestle very firmly with the l)roblem with the greatest intent
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to try to get at the roots of the difficulty. You would have no problem
persuading the people of New York City to let the Federal Govern-
ment take over welfare payments. It wouilid be an easy financial deter-
rination for them, and conceptually it, may make sense in terms of the
way people are migrating across 'boundaries and putting drains on
their services. But I do not think they would say at the same time that
you ought to wait on a decision on revenize sharing until you are
capable of making that. That is just one more burden you have
shifted onto them. While they are waiting for you to decide on revenue
sharing, they neither have revenue sharing nor do they have a so)ut ion
to the other.

I (1o not think you are going to get a consensus on some of these
other programs because of the divergencee of the way we are structured
under State law.

Senator HATHAWAY. No. What I was thinking of- (oing was adding
an amendment to the revenue sharing bill, one that w;oull authorize
an exhaustive study so at the end of this term of 5 years, we would
have a better picttire of just how we should fund different programs in
the future.

Then, on the next go-around, we would have a more realistic, more
sophisticated method of finding it.

Mr. Go1i)scII.IIDT. If revenue sharing is passe(1 out of here with an
al)propriate inflationary rider to it sO that its purchasing power is
maintained and yout do waltaover you were going to (1o in terms of
making sure the pl)Iic gets access to its expend itures, and the civil
rights laws are properly enforced-in other vor(ls, you have ma(le ill
of those (leternimat ions, I (t1 niot have any probleln'with taking a look
at that.

I would say this, that another s+it(lv on thi-; subject without a pretty
firm resolve from Congress to )artici)ate during the )eriod of the
stuIy s o that it, is ,..entially a process in which we are really involved
an(l we hope we are going to get a conclusion, is not going to be pro-
drhctive. If you assign it to some university professors and some
mayors

Senator IATiAVAY. No. I was thinking of a study with mayors€,
Governors, State legislatures, Members of Congress, an(d members of
the administration all participating, such as we had in the Commission
for Studying Financing of Higher Education. That lasted only a year
or so. It was going to last longer than that, but it did not need to.

Mr. GoIwscwN1i)T. If the planes ever caie to Oregon, I would
even al)l)reciate being in on that studs-.

Senator HIATIAWAY. This is the last question I will ask you. We
have some others we woldd like to puit to you in writing, but we can
only allot about 40 minutes to each witness.

'ou said that an inflation rider should be attached to the bill.
Mr. GOLDSCHMIDT Yes.
I think the (lifficlty we get is that in offect-let me be specific-I

am very concerne(l that we go back to the quality of i)urchasing lower,
the amount of purchasing power we had in this programs at the begin-
ning, and that once we get there that it be flssured that (hiring the
life of the program some a(ljustnent would continue to be male.
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Mv impression is that the Administration bill-which by the way
I think is a fantastic starting place, and it is a good piece of work-
looks to be about a $150 million a year increase over the life of the
bill, and that is going to be less -than 3 percent, I think on an annual
basis. Wjiat I am suggesting is you may need $500 million in order to
really deal with inflationary problems. I realize this has fiscal impacts
and budget impacts, but what you have on our side is either you start
spending on this level and you buy that amount when you are done:
you are sliding. Or, you start lower, which means we are going to have
to lay off on the front end and shove the money ahead.

The political )ressure, as you would understand, absolutely militates
against that sort of budget. They say, well, you have all of this money
in the bank, why are you laying people off. Why do you not hire us and
keel) us working and go back and battle Congress some more for
that? So, we nego',iate a contract with you to some degree, but the
political forces at work in our community are not sul)l)ortive of that

ind of arrangement.
I think, practically speaking, as a percentage of the national

spending power that this J)rogram ought to be described in a way that
we understan(l what you really want it to accomplish. A flat level of
annual allocation to us unrelate(l to inflation, which may double or
dro J) or whatever, is not, it seems to me, a realistic way to approach
it. ? am not telling you that I have an easy formula. I read some of the
documentation and the disagreements about how that would be ac-
complished. Obviously the biggest problem is money. I do not make
any bones about it; but I am not ashamed to say I think you ought to
spend it, because I think the program will produce the returns. The
one thing we can get you that I do not think can be bought from any
categorical program is an iml)rovement in the democratic process in
our own community.

Where people know the resources 'will be, they will get in and work
on how they ought to be spent. This business of, you know, yes, we
have the money today to do a 5-year plan on prks improvements
or whatever you are going to do-oops, sory, we cannot make it
because inflation is up a point over what we thought it was going to
be. This is an insane way to run local govern Ient-insane in the
sense that if you want people to invest in their own lives, they (1o
not understand why we cannot control things better than we (10.
You can talk all you want about 6-percent limitations and why gas'
taxes are down and the rest of it-it still comes out-what the hell
is the point of dealing with local government? It does not even know
which end is up.

Senator HATHtAWAY. Thank you very much, Mr. Goldschmidt.
Mr. GOLDSCHMIDT. Thank you, Mr. Chairman.
I want to express our appreciation for your willingness to put in

the time.
Senator Packwood, thank you very much.
Senator HATHAWAY. Our next witness is the Hon. John Poelker,

mayor of St. Louis.
Mr. Poelker, we are glad to have you with us.
Your complete statement will be made a part of the record, and

if you would summarize it, we would appreciate it.
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STATEMENT OF HON. JOHN H. POELKER, MAYOR, CITY OF ST. LOUIS,
MO., ACCOMPANIED BY JACK WEBER, BUDGET DIRECTOR, CITY OF
ST. LOUIS, MO.

Mr. POELKER. Thank you, .r. Chairman, Senator Packwood.
With me today is Jack Weber, the budget (irector for the city of

St. Louis. We can answer some questions and ad(lress a few points
to the budgetary problems involved in the failure to Li-act this in
time for us to include it in our budgetary process.

I have your copy, Mr. Chairman, of a letter that Mayor Lan(lrieu
of New Orleans an(l I are ad(ldressing to all of the Senators concerning
support for this legislation, enactment of revenue sharing, and I
would hope that it woul(l be ma(le a part of the recor(l also.

Senator HATHAWAY. Yes, it will be made a part of the record.
[The letter referred to follows:]

N.ATIONAI, LEAGUE OF CITIE,
WVasiingoui, D.C., Mlay 21, 1975.

ion. ,VILLI.AM 1). IATHAi'AY,
Chairman; Subcommittee on Revenue Sharing, Senale Committee on Finance,

lVashiigton, D.C.
l):.R MR. CHA.RM.AN: On April 25, 1975, President Ford sent to the Congress

his legislative recommendation for the extension (of the general rcx'entie sharing
program. The National Leagte of Cities, through its Revenue Sharing Task
Force, has thoroughly reviewed the' Preside-nt's proposal , and we believe thaIt it
represents a sound al)proach to ensuring the continuation of this vital domestic
assistance program. We,--therefore, uirge you and yotr colleagues to join as
cosponsors of S. 1625 and to press for early Congressional action on the (xten+ion
of the general revenue sharing program .

The National Leagte of Cities has established the reenactment of general revenue
sharing as its highest legislative priority. As the national spokesman for over
15,000 municipal governments, we are committed to achieving this objective
during the First Session of the 94th Congress. Although the current revenue
sharing program does not expire mtil the end (f 1976, it is imperative that
Congressional extension of revenue sharing occur during this calendar year.
In testimony before the Senate Finance Committee on April 16, we pointed to
several factors which mandate early Congressional action:

"Well over 50 percent of all municipal governments begin their fiscal year on
July 1. This fall, as local officials begin their budgetary planning for FY 1977, there
will appear on the revenue side of their ledgers a significant gap in the general
revenue sharing category. Revenue sh:,-ing funding will only be dis])layed for the
first six months of the next fiscal yc.ar and beyond that point the budget officer
will be forced to print in a zer-o-a zero that will get. translated into a 50 percent
reduction in revenue sharing financed programs and services, the vast, majority
of which will come from the municipalities' operating budget. This is particularly
true in the larger cities where 95 percent of revenue sharing funds are now being
used for the operation of )asic and essential services.

"If at this time next year a new revenue sharing program has not been enacted
into law, we will see local government after local government being forced to
adopt budgets for F Y 1977 that will call for either significant reductions in essen-
tial services or substantial increases in the local property tax. We do not believe
that such action (in the part of local governments will be in the best interest of the
nation's economic recovery objectives. For many urban residents, the procts
for an improved urban economy will be suddenly jolted as governmental services
decline and their taxes increase.

"It would be tragically ironic if this Congress, which in the process of reforming
and modernizing its own budgetary proce d ires, should needlessly delay the con-
sideration of the revenue sharing program which is so vital to the long-range )lan-
ning and budgetary needs of local government."

We believe that an early endorsement of the general )rinciples in S. 1625 )y a
majority of Senators, is a first step in achieving reenactment during 1 975. This is
not to suggest that, the President s proposal should lie considered without modi-
fication. As the bill moves through the legislative process, it will be subject to
rigorous appraisal, inevitably resulting in an improved revenue sharintgyjrogram.
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The National League of Cities, while enthusiastically endorsing the general
principles of the President's bill, will work for specific changes which we feel are
necessary. However, the overriding concern of the nation's cities is for nearly Con-
gressional action on S. 1625, thereby ensuring the continuation of the program
and preventing severe and needless disruptions in state and local budgets.

We wish to commend the Senate Finance Committee and its Subcommittee on
Revenue Sharing for commencing the legislative reenactment process. The Sub-
committee's hearings on revenue sharing have demonstrated the Senate's sensi-
tivity to the revenue sharing timetable. The National League of Cities urges the
Senate to continue to move forward and to establish for itself the goal of final
Congressional action on revenue sharing during the First, Session of the 94th
Congress. We stand ready to assist you in achieving this important objective.

Sincerely,
JOHN POELKER,

Mayor of St. Louis.
MOON LANDRIEU,
MIayor of New Orteans.

Mr. POELKER. I have attempted in my prepared statement to
address some of the questions that your staff people sen-t out to us,
anl if you will indulge my reading this, then we can get into some
questions; I think it would help clarify the impact of revenue sharing
on the city of St.. Louis.

When the city of St. Louis received notification of its first general
revenue sharing entitlements in 1972, the operating budget for its
fiscal year, May 1 through April 30, had already been approve(.
Retrained sources of revenue had placed severe restrictions on tie
budget, and there was an aggravated backlog of nee(s for new truck,
automotive, and construction equipment, street improvements, build-
ing rehabilitation and maintenance, and vacant and vandalized build -
ing demolition.

In response to public announcements, hundreds of recomme: ida-
tions were received from neighborhood groups and individual citizens
for allocations for specific projects. In the final analysis, however, the
projected budget crisis for the following budget year beginning May 1
1973, brought necessary realism to the planned expenditure of 'the
general revenue sharing funds. It became apparent then, and the
subsequent ciisis in maintaining minimal services in the city's operat-
ing budget., that the general revenue sharing funds lhd to be used as
a necessary adjunct to existing revenues in order to maintain existing
city services in lieu of adding new services or addressing the backlog
of capital improvement needs. ,

This decision was made in consideration of the fact that, the limits
of authorized tax levies had been reached, as is identified by the broad
scope of tax levies that, exist in the city of St. Louis. The tax levy on
real and personal property for city operating purposes alone is $1.49
per $100 evaluation. We have a local option sales tax of 1 percent, the
maximum authorized by the State legislature; we have a 1 percent
local earnings tax, the maximum authorized by the State; we have a.
10-percent tax on public utilities gross receipts, the highest in the
State of Missouri; and a $2 per $1,000 of gross receipts on merchants,
manufacturers, and other businesses.

Now, you can see from this that we have a pretty broad variety of
local option taxes at the local level. A general statement is, if there is
a tax that the city of St. Louis does not levy, they have not heard about
it.

With the proceeds from these multiple taxes at a depreciating or
minimum growth rate due to a continuing loss of the affluent. popula-
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tion, a continuing movement of businesses and job opportunities, and
a depreciating real property-tax base, our options were few indeed.
Just as an aside to something that Mayor Goldschmidt said, some of
these taxes that we have had to levy in St. Louis that are not levied in
suburban counties and suburban cities around have militated against
us, because it has sort of influenced the movement of people to avoid
the local earnings tax, to avoid the local sales tax, which is not levied
uniformly throughout the State or uniformly throughout the metro-
politan area.

With the impact of inflation in the costs of city salaries, fringe
benefits, and purchases, it was required as of our fiscal year beginning
May 1, 1973, to consider the general revenue sharing funds as just
another line item of revenue to keep the operating departments on a
miniimal service basis.

Our hopes in 1972 for doing something with revenue-sharing funds
to respond to the backlog of needs or expanding or initiating new
services were necessarily abandoned.

The impact of general revenue sharing is simply t his-it has spared
St. Louis from a bankruptcy of services, but yet given us the strength
to carry on. T'his strength to carry on was at the same time supported
by the'Federal categorical grants and now the block grants which are
equally a vital factor on the city's ability to res pond to the denmands of
a high percentage of elderly and low income t at become an increas-
ingly higher percentage of our dwindling population.

The city of St. Louis, which is not a part of St. Louis County, is
in truth and in fact a unique governmental entity that, is trying to
rebuild not only its core downtown, but, also to restore and maintain
its residential sectors. The combination of general revenue sharing,
categorical grants, and the block grants are vital to our success in
combating these problems.

We feel that we have utilized sound, practical, and uniform methods
in dealing with these funds and in their expenditures, accounting,
and rejorting requirements. In fact, the mere presence of these funds
in our fiscal system has resulted in better accountability for all of the
funds entrusted to us.

Our government structure in itself is an open government within
public view as well as participation. With 28 elected aldermen from
individual wards, anl the population in the city now estimated to be
560,000, and with a budget review from the early stages in open
meetings of the board of estimate and ap)portionment-consisting of
the mayor, the comptroller, and the president of the board of aldermen.
along with many citizen boards and commissions and specific citizen
participation and communication advisory groups-there is not only
a continuous awareness of our citizens' needs but a constant input
from our citizens.

Senator HATHAWAY. Excuse me, is this citizen input required by
law?

Mr. POELKER. Our detailed budget reviews by the board of estimate
with the various department heads under the sunshinee law" in
Missouri are now open meetings. It is the system that provides for
that, because the budget discussions with the department heads in
preparing the budget for submission to the board of aldermen is not a
mayor's budget in which he sits down with the department heads and
with all of the agencies and revises the budget to submit. Since it is
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constructed and reviewed by a board, those reviews, from the very
beginning of the budgetary process, with the department heads after
they have gone through the process of complying with all of the
bureau's responsibilities, are open meetings to the press and citizenry
of our city. We are in a constant open meeting on budget reviews
long before we have a real public hearing on the budget.

Senator HATHAWAY. Thank you.
Mr. POELKER. The National League of Cities, responding to the

needs of all cities, as do we, have as our top priority the advancement
of legislation to reenact the I ederal general revenue-sharing program,
known as the 1.972 State and Local Fiscal Assistance Act.

The official policy statement that the National League of Cities
adopted at its last'conference in December of 1974, embodies some
proposed changes in the reenactment legislation, and at the same time
recognizes the legislative options for review and discussion of other
segments of the legislation.

I am just going to point out some of the basic parts of the National
League of Cities' policy statement, While they may be inconsistent
with the President's proposal, they (1o support basically the proposal
that the President has submitted to the Congress. There are some
things, that are in response to some of the questions that were ad-
(tressed to us-continual funding with a fixed base of revenue not
subject to some of the annual budgetary processes.

I would just like to enumerate just a few of those points for you.
In order to counter the inflationary pressures on local government

and in order to insure adequate growth in resources available to local
government, the general revenue-sharing program should be funded
at a constant percentage of the Federal personal income tax base,
otherwise known as the adjusted gross income.

That position answers the question that you discussed with Mayor
Goldschmidt about what kind of an addition should be put on each
year. The President's proposal,-as (toes the existing law, provides for
an additional $150 million a year which, under the new law, would
be about a 2-percent increase on an annual basis. We feel it should be
8 percent, or if it were tied to the Federal personal income tax base,
it would then, as a percentage of that, graduate as the inflationary
pressures drove up the Federal income tax base also.

In order to guarantee continuity and dependability of funding,
the general revenue-sharing program should be authorized and com-
mitted on a continuing basis, unrestricted by the annual appropria-
tion process. This again, addressed itself to the need for cities to know
far enough in advance in their budgetary preparations, what to ex-
pect in the way of support for that line item of their budget that
general revenue-sharing represents.

We suggest that there be a review of the formula components and
the restraints, which includes the limit on local governments restrict-
ing them to 145 percent of the average statewide per capita allocation.

We think there should be review of the publicity requirements and
evaluation of the accountability reports as to reflect the impact of
general revenue sharing on local government revenues and expendi-
tures, rather than the present system, which really has been used to
try to help identify where revenue-sharing funds have been spent at
the local level. It really only complies with what the Congress wrote
into the original act-into what categories you shall spend it. I think

52-e02-7f----19
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our budget director will explain how we in St. Louis have just more or
less arbitrarily allocated the general revenue sharing funds to depart-
ments which are definitely covered by the act, so that there would be
no question that we are complying. Our allocation this year of $5
million of our revenue-sharing funds to the police department budget
is a compliance act on us rather than a separation of certain services
in the police department that are being funded by the revenue-sharing
funds.

In general, we think the requirements for public hearings should be
strengthened in those localities where budget processes are not subject
to public hearings and participation. We recognize that there are some
segments of the country where the budget process, in its local concept
only, is not subject to public participation or public review. We feel
that the infusion of general revenue sharing funds into those govern-
ments should demand of them that they have public hearings on thebudget.Wde are also concerned with the coordination of the enforcement of

civil rights provisions of the act. The Office of Revenue Sharing, with
what limited funds have been allocated to them administratively, as
attempted to address this problem. There is a conglomeration of civil
rights requirements and innumerable Jederal regulations that are
not all consistent. There is a lack of coordination between the various
agencies who not only have administrative responsibility for civil
rights performance, but also there is a lack of coordination in the en-
forcement arms of various sectors of the Federal Government that are
involved in seeing that local governments have an affirmative action
program, and that you are giving attention to nondiscriminatory
practices against the low income people, elderly people, and women.

I think we are all in favor of that. We see no problem in conforming
with that at most local levels. I think the problem is that there has
been a lack of coordination in enforcement that needs to be addressed.

As I mentioned, I think the restrictions-in 'the law that say you
should spend it for these categories, really has not served a useful
purpose. I think in line, gathering from the questions you asked of
Mayor Goldschmidt, that you are more interested in what the impact
of general revenue sharing has upon the total budget of that city and
what percentage of its funds are in that category.

At this point our budget director has prepared a couple of little
schedules that answer those questions, and Mr. Weber will just pro-
vide a summary of those statements and give your committee the
opportunity to look at that at your leisure.

Mr. Weber, if you would just kind of summarize some of the'
information that shows the relationship of general revenue sharing
funds to our total operating budget-and I dealt just briefly with tho
fact, that since the second year of revenue sharing, it has just become
enmeshed in our budget as another line item, and really has not
permitted us to do some great things that many people expected us
to (o with general revenue sharing funds.

Mr. Weber?
Senator HATHANWAY. Go ahead, MN[r. Weber.
Mr. WEBER. First of all, 1 would like to say, as far as general

revenue sharing goes, I (1o not know how we could exist without it.
In our city budget we have roughly 109 sections that have people
with them; but 9 of those sections take 60 percent of our budget-
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the fire department, police department, and our hospital division
which consists of two general hospitals and two nursing home types
of hospitals. If we were to lose $15 million a year that we are now
getting, you can see what the impact would have to be on that re-
maining 40 percent of the budget. That includes our welfare depart-.
ment, which we call the corrective section, and jail workhouse, et
cetera.

When we first got the revenue sharing, we did feel we would be
able perhaps to catch up on some of our capital equipment purchases
which had lagged seriously because of previous budget Problems. We
thought we could probably catch up on some of our building mainte-
nance, improvements to our facilities, parks, and city buildings, and
so forth; and in the first year we were-able to allocate something
around $9 million. Before those projects all got completed, we got.
into the next budgetary crisis, and we had to inappropriate some of
the funds that we had anticipated using for improvements to our
hospitals, and to construct some new recreation facilities. We had
to allocate that to our operating budget.

Now, this little chart that is in front of you shows the relationship
here. The revenue sharing accounts for approximately 10 to 12
percent of our budget over the last 3 years. In our jurisdiction that
would represent several hundred jobs, if we have to eliminate them.
We are in areas where we cannot particularly eliminate them. We
are not a county; we are not part of a county. We are the city of St.
Louis. We have limited boundaries. However, we do perform the
functions of the court; many State functions that are performed by
the counties are performed in the city, and we cannot cope with our
court function. Our police board's budget cannot be cut by the local
jurisdiction. It is established by the police force, which is appointed
by the'State government.

[The chart referred to by Mr. Weber follows:]

SUMMARY OF ALLOCATION OF FEDERAL REVENUE SHARING FUNDS

1973-74 1974-75 1975-76

Miscallaneous offices:
Assessor. supply, city counselor, city court, human relations, city marshal.- $107, 290 0 0
Comptroller: Comptroller's office, data processing, and garage ---------- 220, 595 0 0
Parks, recreation, and forestry ------------------------------------- 2,032,630 $2,300, 000 $1,710, 000
Utilities: Lighting streets, lighting buildings, and powerplants ----------- 50, 790 0 0
Streets: Street maintenance, traffic, and refuse division -------------- 3, 088,650 2,800, 000 2,000,000
Safety: Fire department, building commissioner, air pollution control and

excise commissioner, weights and measures ----------------------- 2, 509, 485 6, 000, 000 5, 034,000
Health and hospitals ---------------------------------------------- 4, 746, 190 0 0
Police department ------------------------------------------------- 3, 250, 000 10, 000, 000 10,000,000

Total ------------------------------------------------------ 16, 005,630 21, 100, 004 18,744,000

Mr. WEriER. SO, overall, in looking at revenue shaking as a l)ortion
of the city's budget, it would be impossible for me even to begin to

think about putting together a budget of any kind if we did not right.
in the beginning think that we do have this money as part of our
resources. I cannot overemphasize from my point of view that, it
would be nearly impossible for me to review a budget for the existing
services, now at. the budget division levels and the budget division
reports, using a level of the budget estimate.
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I wbuld not know where to start because thinking in terms of
eliminating $10 million from the budget, we have already over the
last 4 to 5 years probably eliminated 1,000 jobs out of what was about
a 9,500-person employment, under the merit system. -

So, when we know what revenue sharing is going to be, it is an asset
we can bank on. We know we are going to get the quarterly allotment;
we know it far enough ahead to consider it on a firm basis. We (1o not
have to estimate it and hope we are going to meet that estimate, and
so forth. It is a firm piece of revenue we can depend on. Without it-
well, all I can do is shake my head when I think that it might not
be renewed.

Yau will possibly notice from this chart in front of me that we have
been trying to stay with a four-quarterly allotment; but to balance
this year's budget we had to include the fifth quarter which falls
within our period. So that will leave us for three quarters for the
coming year if revenue sharing is not extended, which would be another
$3 to $4 million (irop in our budget. We got by this year without a pay
increase for all of our city employees because of the budgetary crisis.
I might add, the request from the operating department which was
for just those existing departments, not new functions or new pro-
grams or anything, totaled well over $200 million. We have a budget
proposal which is $180 million before the board of aldermen now.

[,he chart referred to by 'Mr. Weber follows:]

REVENUE SHARING ENTITLEMENTS, 1973-75

City of Saint Louis fiscal years (May 1, through Apr. 30, 1972-76)
Amount

Fiscal year 1972-73:
December 1972 --------------------------------------------------------- ------------------- $6, 251,132
January 1973 ----------.----------------------------------------------------------------- 5, 998, 561

Total -------------------------------------------------------------------------------- 12,249,693

Fiscal year 1973-74:
April 1973 ---------------.------------------------------ ------------------------------------ 3,568,452
July 1973 ----------------------------------------------------------------------------- 3, 58, 452
October 1973 ------------------------ ------------- ---------------------------- 3,667,114
January 1974 -------------------------------------------------------------------------------- 3,667,114

Total -----------. . ..--------------------------------------------------------------------- 14,471,132

Fiscal year 1974-75:
April 1974 ------------------------------------------------------------------------------- 3, 667,114
july 1974 -------------------------------------------------------------------- 3.667, 114
October 1974 ------------------------------------- ------------------------------------ 3, 70, 1S6
January 1975 --------------.----------------------------------------------------------- 3,780,196

Total --------------------------------------- ------------------------------------------ 14, 894, 620

Fiscal year 1975-76:
April 1975 --------------.------------------------------------------------------------------ 3, 780, 196
July 1975 ------------------------------------------------------------------------------------ 3,780,196
October 1975 --------------------------------------------------------------------- ---------- 3,457,905
January 1976 ----------------------------------------------------------------------------- 3, 457, 905
April 1976 ---------. . . ..-----------------------------------------------.-------------------- 3,457, 05

Total ------------------------------------------------------------------------------------ 17,934, 107

Total entitlements ----- ----------------------------------------------------------- 59, 549, 552

Note: Above figures do not incicde interest on invested idle funds.
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SUMMARY

General revenue General revenue
sharing sharing Total operating

Fiscal year (May-April) entilement allocation budget

1972-73 (4 quarters) ......................................... $12.219, 693 $6, 253 265 $148,486, 115
1973-74 (4 quarters)-----------------14, 471, 132 6, 005,630 16652,9
1974-75 (4 quarters)-----------------14, 894,623 21, 100, 000 170,257, 170
1975-76 5 quarters)--------------------------... 17, 934,106 18, 744,000_ 179,973,510

PRINCIPAL USE OF FEDERAL REVENUE SHARING, 1973-1975

(City of Saint Louis fiscal years (May I through Apr. 30), 1972-761

Appropriated-fiscal year 1972-73 (May 1, 1972 to Apr. 30, 1973):
Improvements to streets -------------------------------------------------------------------- $, 400, 000
Renovation and/or construction of buildings!facilities ------------------------------------------ 2 017, 025
Automotive and construction equipment ------------------------------------------------------- 1, 436, 240
Removal of derelict buildings ------------------------------------------------------------- 1, 400,0

Total ----------------------------------------------------------------------------------- 6,253,265

Appropriate fiscal year 1973-74 (May 1, 1973 to Apr. 30, 1974):
Salaries --------------------------------------------.--------------------------------------- 130 15, 0GO
Equipment --------------------------------------------------------------------------------- 2 2, 373, 250
Miscellaneous renovation, repairs and supplies --- --------------------------------------- 617,380

Total ------------------------------------------------------------------------------------- 16,005, 630

Appropriated fiscal year 1974-75 (May 1, 1974 to Apr. 30, 1975): Salaries---------------------- 21, 100, 00
Proposed appropriation fiscal year 1975-76 (May 1, 1975 to Apr. 30, 1976): 1 Salaries ---------------- 18,744, 000

Total allocation ........................................................................... 62,102,895
I Currently under consideration by board of aldermen.
2 Total appropriations include amount earned as interest on invested idle funds.

Mr. WEBER. In our other resources we are limited. The State con-
stitution establishes our property tax rate. The State legislature
sets a limit on our local earnings tax, sets a limit on our local sales
tax; and as the mayor pointed out, we have the highest franchise
tax rate in the State.

Those things collectively provide about 80 percent of our locally
generated revenue, and obviously revenue sharing provides another
12,percent, possibly. The rest of it is fees and charges for services.

That briefly is the impact of revenue sharing on our budgetary
process.

Senator IATHAWAY. The book you gave us is a detailedd breakdown?
Mr. WEBER. Yes. That gives you a detailed breakdown on where-

ever revenue sharing is allocated. It is noted in that budget docu-
ment. It identifies it as Federal revenue sharing.

Senator HATHAWAY. Mayor Poelker, thank you very much for
your testimony, and for your suggestions with regard to civil rights
and accounting and public hearings. We will incorporate amendments
to that effect. There are some in already, but we tire going to expand
them.

Let me ask you a question.
Elmer Staats, Comptroller General, testified before this committee

against revenue sharing and said that we could accomplish the same
result if we simply took away some of the strings in our categorical
aid programs so thiat they could be more equally available to various
governmental units.



Do you agree with that?
Mr. POELKER. No; I (1o not.
I would agree with the statement, and I think it pretty well re-

flects the attitudes of most of the mayors, that Mayor Goldschmidt
made, about the need to keep the general revenue sharing funds from
any' discussions about categorical grants or block grants which are
addressed to sort of national problems that the Federal Congress has
felt a need to utilize Federal funds to alleviate.

I think you have to go back to the original concept of revenue
.haring, which addressed itself to the need for revenue sharing or the
feasibility of revenue sharing at a time when the Federal income tax
was rising at a. rate faster than the gross national product, back in
the middle sixties-sharing of revenues to help cities and States also
to address themselves to some of the problems. I just do not see that
anyone at the local level of government would agree to that concept.

Senator HATHAWAY. I notice that your figures indicate that about
85 percent of your general revenue sharing funds have gone for
salaries since 1972.Mr. POELKER. That pretty well reflects our budget. About 85
percent of our budget is for salaries and fringe benefits. Fifteen
percent is to buy gasoline, or asphalt, or drugs for the hospitals, or
purchases. We are in a service business, and 84 or 85 percent of our
total budget is related to salaries and fringe benefits.

Senator HATHAWAY. I would hope this does not mean that some
special interest groups have been able to lobby thrb council for in-
creases in salaries.

Mr. POELKER. No. I think particularly in St. Louis it has not been
true. In the fiscal year that just ended on April 30 our employees got
a 4/.-percent raise'in pay. This year I have just had to tell them that
there is no money for a pay increase, and a ay increase would only
result in probably 1,000 or more layoffs; and tlhey have so far accepted
that. The board of aldermen have accepted it. So this year there
'will be no pay increase. So for a 2-year period our employees would
be receiving about 4// percent; that puts us very far be hin'd the level
of Federal salaries and other governmental agency salaries in the St.
Louis area.. Senator HATHAWAY. Getting back to the Staats proposal, you said
that most of the categorical aid programs would carry out national
objectives. But isn't there a categorical aid program of some kind for
almost every local expenditure?

Mr. POELKER. There probably are through LEAC, manpower
and the community developmentt block grants, and we do touch
many of the departmentss of the city of St. Louis as do most cities
through those program.,,. They do-permit us to address problems
that are specifically related to those particular services that have not
been addressed. I think that is the advantage of the categorical
grand t.

You know, we have a corrections department, and through an
LEAC grant we have been able to implement some training programs
in our corrections department. In our police department, we have ai
LEAC grant. We have been able to do some innovative things that
were not possible under the budgetary process, which may have been
squeezed out by what some pressure groups at the local level think
is a greater priority. So to obviate that pressure, to divert categorical
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funds that exist now to other priorities that in the eyes of the national
Government ard not. as important, I think would be dangerous.

Senator HATHAWAY. In what areas do you expend general revenue
sharing where there are no Federal categorical programs at all?

Mr. POELKER. We do in a lot of our administrative offices. For
example, we run a $46 million hospital service in the city of St. Louis,
inclui(lng four hospitals, two general hospitals, and two chronic
hospitals. There is very little in the way of categorical grants for
hospitals. The fire department is another area in which there are
no categorical grants. The streets department-well, there are some
FAU funds available through tile State Highway Acts.

Senator IATHIAWAY. I liought there were some fuds available
for hospitals, also. You say there are not?

Mfr. POEI.KERt. Not for anv operating funds.
Senator HATHAWAY. Htill-13urton funds?
Mfr. POELKER. Well, there are Hill-Burton funds available, but

we have been having a (liffictlt time competing for those funds with
public hospitals in ti). State of Missouri.

Senator HATHAWAY. I think that was the point Staats was making.
If some of the provisions in the categorical grants were liberalized,
.ou would have a better chance of getting that money. Then we
could do away with revenue sharing.

Mr. POELKER. I think in reality that would not, be workable. It,
might sound good in proposal, bui when you get down to the nitty-
gritty allocation of funds and pressures for priorities at the local
level, I think you would probably destroyy the objective of some of
these categoric;l grants if they were absorbed into a single pot.

Senator HATh AWAY. 'hank you. 'Senator Packwood.
Senator P.ACKWOOI). Mr. Mayor. ()ne of the criti(i.,ns that has been

levied at the program is that a number of the cities, at least it-, some of
the lrogrmrn., racially (liscriminate(1, normally in hiring practice,;
at east in the (a,;e of ('hicago, there has been a court deci -ion that
has lheld that there was racial discrimination. What, in vour est ima-
lion, w%'ould be the best way to enforce nondiscrimination" through the
general revenue sharing program 'without, at the same time, putting
so many storinl- on as to make it almost impos.-ible for thle cities to
have til\ di-,cretion.

Mr. PoELKEii. I think it would be very hard to address, in trying to
u- e general revenue sharing a,; a vehicle to get the kind of affirmative
action programs; that are necessary at the local government or State
government levels. I think tlere are so many-the civil rights pro-
visions are different, in tle present Revenue Sharing Act; they are
differentt in the 'Manpower Act ; they are differentt in the Conll unity
Development Act ; and, if somehow or other, a local government could
develop an affirmative action program and confirm its hiring and
promotion practices to a single agency, that would be the resolve.
I think we would really be approaching the objectives of all of these
provisions in a manner that could be enforceable, bult when you have
so many agencies involved, each Fe(leral agency, whether it is Man-
power, or whether it, is IUD, or whether it is HEW, has different
approaches to resolving whether or not the city is following the civil
rights provisions of that particular act.

Senator PACKWOOD. What about if we left it. very broad; if we said,
you shall not racially discriminate in tle spen(hing of general revenue

R8EST CPYAAJBLE
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sharing, and leave it to the court enforcement, but if you were found
by a court to have discriminated, you would lose your general revenue
sharing.

Mr. POELKER. I do not see any objection to anyone losing their
revenue sharing moneys, if they have not complied to the civilrights
provisions of the law in having an affirmative action program:

Senator PACKWOOD. This would not necessarily be an affirmative
action program. We would simply say, it is a law written this way,
thou shalt not racially discriminate. 'You are going to run the risk.
If you (do not want to have an affirmative action program, that would
be your business, but if von were later brought to court and there
was proof that the city ot St. Ljouis was practicing racial discrimina-
tion in the administration of the general revenue sharing funds, you
would lose them, maybe forever, maybe for a year. I am not sure
what the l)enalty would be. iis puts the burden Onl St. Louis. You
(10 not have to come forth ith the program, but, in retrospect, you
had better not have discriminated.

.Mfr. POELKER. Well, I think we would react, just as affirmatively
one way or the other-I think we do have a strong affirmative action
program.

Senator PAcKwooD. MNayor Goldschmidt in(liates the same prod-

lem. lie says, we will bend over backward to avoid discrimination,
but we hate to meet seven different standards from seven different
programs all trying to achieve the same thing. If we could have a
un form standard, so it, woul(l apply to all programs. That is tie
same thing y-oul are saying.

Mfr. IPOELKER. I think that would be very desirablee ant acceptable
thing to the cities throughout the ('olintry.

Senator PACKwOOD. I have no other questions, M.\r. Chairmali.
Senator IIATfIAWAY. On that point, it would apply to all funds too.
.M\r. POELKER. Well, von would have to
Senator IIAT AwA Y. Because with the fungibilit v of funds, )ll

could just shift and say. -Look, these funds were 10 percent we got
from tihe Federal Government. We have not (tiscriminated withI
them." However, l)erlial)s with tie other 90 l)ercent of your local
funds -oi have.

Mr. POELK ER. I think it has got to apply to all of the funds.
Senator IATHAW.A-Y. Good. Thank \ol ver\" mnuch, \fr.Mayor,

Mr. Weber We al)l)reciate y-or testimony very much.
Our last witness for this morning is the Lonorable (Chales Joseph,

the mayor of Benton Harbor, Mlich. '\r. Jse)h, your entire statement
will be made a l)art of the recor(l. If you would like to suinnia rize
it for us, we would al)l)reciate it.

STATEMENT OF HON. CHARLES JOSEPH, MAYOR OF THE CITY OF
BENTON HARBOR, MICH., ACCOMPANIED BY JOSEPH PEOPLES,
DIRECTOR OF FINANCE

Mr. JOSEPH. Thank voni, Mr. chairmann , Senator Packwood. I am
pleased to have this oI)l)ortunity to ,tppear before you at this public
earing on revenue sharing. As I un(ertan(l tle purpose for my

appearance before this (listingulishe(d body is to share some of the
experiences of small cities as they may relate to revenue sharing.
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The city of Benton Harbor has 16,481 people, according to the
1970 census.

Benton Harbor has several social, economic, and physical problems
facing it. The area has been plagued with high unen!ployment, esti-
mated at 29.7 percent, and current estimates place Berrien County
over 9-percent unemployed, with the city of Benton Harbor being
nearly three times this* high. This high unemployment rate exists
largely in the young black community that ranges in a majority of
15 to 34 years old.

Coupled with this )roblem is a high crime rate experienced in the
city that is rated only second to Detroit, per capita, and more than
48 percent of the total population of Benton Harbor is on some kin(
of public assistance, with the highest concentration of welfare recip-
ients per calita in the Nation.

So lhe (ityV has exp)erience(l a high level of exodus of whites from
the community to tle outlying surburban areas, thereby creating a
real serious uri)an Problem.

By 1972, when general revenue sharing was made available, we,
as a small city, felt that the revenue sharing was timely and it was
l)eirng put to good use, tnd tile it- e of general revenue sharing was
l()-;t effective in capital iml)rovelnents, amounting to $595,000 for
streets and the central business district parking lots, and $850,000
for operating expen(lituires in public safety and environmental protec-
tion, and general revenue sharing was budgeted as l)art of the overall
cit v budget. Rather Ilan it being used as a categorical grant, it was
made a )art of our l)udvtet system an( was accountable through that
)l(lget system with auiits and all of the normal p>roce(lures in a city

government. Public hearings were held with the citizens, and )artici-
)ation was received from the citizens, and input was received and

utilized in using this nionev on street repair.
I may add, Mr. Chairman, that this $595,000 used for street re-

l)airments, repaired a street titit lhad been in need for repairs for more
tian 20 years, where thme taxpayers dollars locally could not have
(lone that. It was easier to determine how to spend tun(ts allocated for
local priorities with this general revenue sharing the way we instituted
it in our buedgt system. The accounting and auditing was channeled
through the city's regular budget and finance system. Thie reporting
of funds was more simrplified d e to the l)rocess, and revenue sharing
funds provided better aids in the budgeting, because, due to the
general nature, they left less room for guesswork an(d more precise
room for planning and for the future on certain definite projects.

The city of Benton Harbor ha(I far more latitude in setting priorities
and establishing those objectives through general revenue sharing.
Now, all activities related to the general revenue sharing was handled
in the same way as other city programs through the regular city
process. Revenue sharing, for a large extent, replaced lost property
tax dollars. Also, revenue sharing resulted in higher levels of program
effort being able to be sustained andi, without revenue sharing, the
city would have had to significantly reduce the services to a very,
very low level.

I turn to the legislative modification. We feel that, because general
revenue sharing funds have been partially successful in our efforts,
removal of some of the restrictions would be most desirable so that
they could be used for more city programs and projects of a general
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nature. Over a 3-year period, revenue sharing was most beneficial in
the following ways: In 1972 and 1973 revenue capital amounted to
$595,000 and operating budget was none, percentage of the general
operating budget of $2,203,223 was zero. In 1973 and 1974 revenue
capital was none. Revenue operating was $381,869,15.1 percent of
the general operating budget of $2,524,502, In 1974 and 1975 revenue
capital was none. Revenue operating, $46S,976, of which 16.3 percent
of a general operating budget of $2,866,563. ] or the 1975-76 budget,
revenue capital will be none; revenue operating will be $470,000.
That will amount to 17.2 percent of the general operating budget of
$2,726,050.

Mr. Chairman, speaking for small cities across this Nation, but
using Benton Harbor as a focal point, we feel that, our problems are
not unique, but are the same as the larger cities and, being that the
majority of the cities of this country, are made up of small cities and
not overlooking the needs of the major metropolitan areas and the
large cities, we feel the general revenue sharing in small citie.,s should
be considered in general revenue sharing, as well as the large cities.

My problems in Benton Harbor are second to Detroit in many
cases, but second to Newark in most cases, only in the welfare category.
Thereis no other city with the population concentrated as Benton
Harbor has. It, has the largest concentration of welfare re(cip)ients.
There are many cities throughout this country, less than 30,000, less
than 50,000, but we feel that revenue sharing should not only be
for major cities, but should be geared as well to the small cities, where
the problems are very serious and of an urban area.

Our ('riime, based on tile high unemlploylent, has increased. Our
rates; our tax on senior citizens, which amounts to 12 percent of
my population, have increased over the past several montlis because
of the 30-percent uinenmployment. The jobs are very scarce: theeconomic aspect of tme ity, like any major city, has been moving to

the suburban areas, thereby (ecreasing the tax base of the city.
In 1975 and 1976, to give vou a breakdown on the revenues for

the city versus the expenditlres of Federal grants, a1ou1nt to 39.6percent of an $8 million budget. State-shared taxes was 7.9; charges
For services, 7.7; property taxes, 16.1; and licensing and State grants
an(l pension contributions and previous fund balances account for
the other. Expenditures of community development is 45 percent;
management, 1.2 percent; public utilities, 7.6 )ercent ; a(llinistrative
services, 11.7, and environmental protection, 14.4, and public safety,
20.1.

As recent as the first of this month, Mfr. Chairman, when the city
of Benton Harbor laid off 17 people in public safety, tile police and fire
department, anti replaced them under the CETA funding. In 1976
and 1977, we expect to have more serious problems, and without.
revenue sharing we find that the city of Benton Harbor is on the
brink of being put into receivership in the next 1,t2 to 2 years, so it is
vital to us to have the additional funds made available to the city as
has happened in 1972 when general revenue sharing was made avail-
able. We have used that as a means of not only improving streets and
parking lots, but to help, to operate the city's overall functions, in the
same method as we use our own city taxes and other taxes. So, I would
urge the committee to consider not only extending the general revenue
fund, but making it broad enough so that small cities with serious
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urban problems will benefit, as well as the major cities in this coun-
try, and then I think we are moving in a more positive direction. Thank
you.

Senator IATHAWAY. Thank you very much, 'Mr. Joseph. Would
vou identify the gentlemen who is with'you?

Mr. JOSEPH. The gentleman to my left is the finance director for
the city of Benton Harbor; Mr. Chairman, I apologize for not in-
troducing him at the outset.

Senator tlATHA.WAY. Have you been able to hold the line on local
taxes since revenue sharing was put in operation, or have local taxes
gone up?

Mr. JosEPii. LA)cal taxes have gone up in a sense, and we lave lost
tax base at the same time, and we filled the void with revenue sharing,
but I will ask 'r. Peoples to comment oil that question.

Mr. PEOPLES. Well, we are tit tile limit on taxation in the nlnl)er of
mills by law we (0oidl(1 spread, and there is some question as to that, and
the citizens votedl soie adl(litional millae oil tllemselves, which wa,;
very commfen(lable. Faced with these problem,, we are now, right now,
at the limit. Our tax base is decliningg; no appreciation of )roperty in
the area.

Senator HAIHAWAY. l'Ie overall amount of mney has l)e.n tho
same?

Mr. PEOPLES. Pardon?
Senator lATHA VAY. "le overall amount of money from local taxes

ha, been tile sallie?
Or. PEOPLES. PrettV l0-4.

Senator lI' ATlIAWAY. Pretty close?
Mr1'. PEOPLES. Yes.
Seniato1' IATHAWA Y. What piblicitv do vou grant to tle gemleral

public withI re,;pect to all of the local exl)endittires? )o yol have
public. hearings?

Mr. JOSEPH. We hold pul)lic hearings, and I hold public forum-;.
We 10(ld public hearing, pul)lishe(t in the nes media, an(l tlien tle
public forus, of a s'liedtuil((l nature, where 1, personally, go fromi--
we have four ,\'ard(!; in our city, and with tle war(d commi:,ioners we
hold the public for.is 11(1 we )rief the people on a continuous bas
on what is happening with the funds, and revenue ,haring.

Senator IATAWAY. SO, the people, in general, (can comment on t he
proposed! exlpendlitilres?

Mr. .JOSEPH. Absolutely. rhey have (lirect input.
Senator IIATIAWVAY. On all of your expenditures, not just on revenue

sharing?
M\r. JoFsEPII. Right.
Mlr. PEOPFs. Mr. Chairman, in the past it has been, in a city of

our makeupi), the upper income businessman ha- I)een on tle citv
council. That ha,; change. We have people on the city council nowv
that are blue collar workers, an(d they are more attuned to the general
public, a., far as expendit tres. They are gras;s°roots, so-to-speak. council,
and I think that i; probablyy a trend in cities of otur size and larger.

Senator hIAThtAWAY. "(,lo mention in your statement, of the rmnin
problems in ( ur area, and say von need to expend more of the revenue
sharing funds for that. Are not the LEAA fund, sufficient to combat
the crine problem?
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Mr. JOSEPH. One of the problems with a city our size is we do not
qualify, we do not have the population numbers to qualify in many
areas. This is where revenue sharing has been very important. For
example, for 1975 and 1976, tile budget for our police department is
$1,132,000 for a population of 16,500. We laid off, I believe, eightf(di(.elnen in ollr departmentt and replaced them with the CEDA
undts and, while we have been (loing this, we have still encountered

a serious )rbilem of (rime. Recently it has been attacks on the senior
citizens at the tiie they receive their social security checks. That is
another plhiie of a burden that we have not been faced with before.

Senator ll., i.,v.xv. If revenue sharing were not reenacted, what
would yl PIol)o-;e to (1o? Cut back oil expenditures or increa-e your
local tax?

Mr. ,!o-EPH. I think, under the present circumstancess of the pop u-
Ia tion and the high ('oncentration of poor people that are not 'aile
of paying the taxes, the cityv will be in very serious; condition. We
woul)(l, nit rally, have to cut back on services. I tlink (ltting back
ol service at ayiv tine in tlie near future will be di-,a,trou to the
city of Benton fla rbor. Revenue rlharing, I think, i-, vital to its
existence f ,r so-me time to come.

Senat,,r 1. H'HAWAY. )o you get any State ass-istaice?
'Mr. ,e.t .EPii. We get :ome ns-,ist anice tilrougli tile State.
Senator lATHAWA.,Y. Is that gP(neral or for specific purposes?
Mr. io-,tEpH. It i, for specific purposes and the State revenue .,haring
Senator. 11T.HA.AY. You hfa\e State revenue sharing?
Mr. JOSEPH. Ye...
Senator I.1ATH-,A\WA. For general purpose.-;?
Mr. JOSEPH. Yes.
Senator HATHAWAY. Wh.at does that amount to in your budget?
Mr. PEOPLES. I can iot answer that. We received, based on a formula

per capita, at rate that is set by the State, a share of State income tax,
intangibles tax, aid

Mr. ,Jostpii. Excuse ine just a moment, Mfr. Chairman.
Senator HATHAWAY. Certainly.
Mr. PEOPLES. It amounts to approximately 8 percent of our budget

ill State-slared revenuies.
Se ator HATHAwAY. And the Federal amount is how much?
Mr. ,JosEPH. Federal is 39.6.
Mr. PEOPLES. 'Tbat includes grants.
Senator 1lATHAWAY. That includes grants, but the general revenue

sharing amounts to how much?
Mr. JOSEPH. Revenue sharing is 4.7, Federal revenue sharing.
Senator HATHAWAY. I see. Senator Packwood.
Senator P.ACKWOOD. J have no, questions, Nfr. Chairman.
Senator HATHAWAY. Let me ask you, lr. Joseh)h, to comment on

the same (jiestiol I a,;ked the previous witness about the Comptroller
General. Mfr. Starts, stated that if we simply broadened the categorical
aid programs, we wouldd (o1 better than if we extended revenue sharing.

Mr. JosF.Pi. lr. chairman , I cannot speak specifically to that
question, l)lt, speaking from my limited knowledge and point of
view, I see both being somewhat different in scope and in services. I
see, I can testify to what general revenue sharing has done in our city
ini (loing soie -things that the city had wante( to (to over a 20- or
30-year period. We are getting into the categorical specific needs,
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such as child care; with a large concentration of welfare recipients
and poor people, that is a necessity, and to (eal inore specifically with
jobs and parks and recreation and youth services and youth education
and senior citizens, I see those being separate but meeting the overall
objectives of the city. General revenue sharing is (lesigled! to (1o some
capital kinds of thin gs: Streets, parking lots, bhIildinrs, and what haveyou. The categorical grants would deal more specifically with some
areas where they are sometimes overlapping into adjoining commulni-

~ ties or into the counties, so I see them, in some cases, different , but
meeting the overall objective from both sides.

Senator HATHAWAY. You think that the strings attached to general
revenue sharing ought to be dropped?

Mr. ,JOsEPH. What was the question?
Senator HATHAWAY. The strings attached, the categories ?
Alr. JOsEPH. I believe that some of the re,;trictions ont general

revenue sharing could be reduced, and it would he mot dle,.irable
in our case, as a small (ity, to (1o some other thiil,-s with this;. For
an example, with the population of our city in a lniajority of 15 to 34
years old, it is very Ufltalle at times. aou hav' a lot (,f problems,

yol have a lot, of confrontation. We need to get into the parks and
recreation area ani (o some things to utilize the time of the young
people, to help develop thlem. We have not been able, to do this.

On the one side, we do not qualify, under the categorical grants,
because our population is so small. On the other side, we were not
able to use the funds for that purpose for the lack of having adequate
funds, or the fact that sonie re-trictions prevente(l u- from doing so.

Senator HATHAWAY. It Seems from what you said, though, that, if
the cateporicial programs were modified to take (,tre of the smaller
communities better than they (1o at the present tine, tIlit Voilt would
ibe just as well off that way, as you would be withi general revenue
sharing. If the LEAA program, for example, was btier tailored to
fit the needs of the smaller communities, you would be getting inore
mn1eyv for police and other law enforcement nechauisis.

NM1r. -JOSEPH. I think, to a degree, that might be true in the cate-
gorical programs, but, being able to plan the general reve e ,-haring
as a part of the budget, knowing wiat you are going to get and knowing
low -oi are going to expend it, is very important in o(ur case. As I
stated earlier, it was made a part of our entire budget system and our
finance system is audited in the same way as we (o our own taxes
paid on a local basi., whereas categorical grant- are Inl)re(ict able
at time,4. You may get them and you nay not. They may be canceled
out on youl, o:' they may not.

General revenue sharing is based over an aiunual basi. We feel
that we can plan better; as our budget starts July 1 an(d nl's through
.1ine 30 of each ye'ar, we can plan on general re'(,tle sAw ring. That
is better for long-range planning; whereas, categorical grants are too
inflexible at times.

Senator HATHAWAY. Thank you very Inuch. I)o you have any
questions?

Senator PACKWOOD. No questions.
Senator JI'T ATAWAY. Thank you very much both of y t.
Mr. JOSEPH. Thank you.
[The prepared statement of Mayor Joseph follows:
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PHLPAIRED STATEMENT OF THE HONORABLE E CjARLFS JOSEP11, MAYOR OF THE

CITY o0- BENTON ]IARIOR, MICU.

lion. William hlathaway, Chairman, members of the cotnmflittee: I ani pleased
to have this opportunity to appear before y-ou at this public hearing on Re'enule
Sharing. I understand the purpose for my appearance before this distinguished
body is to share some o! the experiences of smnnall cities :as they may relate to
Revenue Sharing.

While I aim not in a position to talk about mnany small cities, I can talk about
iny own cit y, Benton Harbor, Michigan in hope, that activities there ,may reflect
some activities of other small cities.

Benton IHarbor has several l social, economic, and physical problems facing it.
The area ha, been plagued with high-unemplo' yment rates and current estimates

place Berrien County to-er nine percent unemployed with the City of Benton
Iar or tpproximating tw ice this rate. This high unemployment rate exists

largely in the young Bl:ck community. Coupled with this Iproblemn is a high crime
rate experience in the City of Benton Ilarbor, with a v(,ry high ratio, (of robbery.
Furlhr. it ha., been estiniited that 30 percent (if the residents oif the Cit v receive

soIe l(evlf p)lilic a,-i'tance. This high level of govertiimiel transfer )avllients

take, form (of Aid to l)rpemdent Children, and other forms of wvlfre payments
d i:n n niploynient tran-.,fers, all of which are progralis with favorable h)Cllcnit'

in MXichigaLn.

"Thr. ('itV has exl)erienccd a hi th-level exodus of wvvhites and more afhflent leolle
to nral airkas or to the ('itv of St. Jos.eph acr, - the ri\'(.r. 197;- estimmiate.s how
Benton ll:rI br with an ,,-,0 percent black lp ,pulatiin and St. Joseph with a one-
percent )] ick population. Ev-en nio()r critical than a racially -. ,gregated twin city

a1irea is tOhw ob\-iou pIroldtin of inc),e segregation and tmvimiig power er(1si,,n.
Locl attitudes suggest that nioder:ate- or higher-income r-~ident.- are abandoning
older n(i 1iborhood.. t 4 escape what they lercei\e to be ..ub.tandard educational
opportunities, a deterionrating houing stock and .eriois robbery and aggravated
:1i-,-.atlt incidence. The shift of incoee to areas out-ide Bent on Harbor has sub-
stantially reduced the liability (if local ret:iil activity, depre-:ed the sale \aluc
<If res.identi:l pr()erty dr ),.. 50 i)ereet in s:tles \alue are not uncommon (\( r a

li\e-yeair period), and significantly eroded the asses -ed valuationn of real property.

The los of high-paying job,- aEnd a generally-slumping work force, the high
natirA'l increases in poi)ulation, the high-welfare :assistaic levels, the high-crimie
rat,-, the high-unempll,,V'net leLk 'k]1ong the youth :mid x\'vork force generally,
out-iiigratiton (of whites, decline of the school .-y-temn, decline of ret ail in the

CBi), decline in rtkeaile tax-ba)se and other scieCnmiomnic (onditions have all

worked ti gther to crete a city-wide syndrome leading to a decline that i., rarely
exlprneLccd in the M idwc-t.

PERCENTAGE OF UNEMPLOYMENT RATES BY GEOGRAPHICAL AREA

1970 1971 1972 1973 1974 1975

Benton Harbor 1--------- 10.8 (1) () 11. 1 16.2 22.8
Berrier County .......... 5.3 6.6 5.6 6.8 11.9 (1)
oetrolt....------------ - 7.0 8.5 8.0 7.2 9.3 (1)
Mic igan ---------------- 6.7 7.6 7.0 5.8 8.7 (1)

I Not available.

Source: Michigan Employment Security Commission.

UN EM PLOYM EN T

Un.m)loynziet is a critical problem for the ('ity" of Benton Harbor. The annual

eMhltyJ i(nt rate generally is twice that of Berrien County and is substantially

higher than that of )etroit and the entire State of Michigan.

PERCENTAGE OF FAMILIES BELOW THE POVERTY LEVEL, 1970
Benton Harbor ........................................................................................ 21.2
Berrien County ...................................................................................... 9.5

Source: 1970 census.
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INCIDENCE OF POVERTY

The incidence of poverty in Benton Harbor is more than twice that of the
surrounding region.

MEDIAN FAMILY INCOME
Benton Harbor --------------- .........---------------------.- - ------- --........... $7,422
Berrien County ..............--------- ----------------- --..... - . .................... 10, 056
Detrod ............................... . ........ ------------------- .............. 10,045
M ichigan ...................................------...................... ........................... 11,032
United States..--------------------------------------------......................................... 9,616

Source: 1970 census.
I N COM E

Benton Harl)or's median family income is substantially lower than that for
the suirroiunding regiOn (.BerrieI' Count y), The City of )etroit, the State of
Michigan.

PERCENTAGE OF BUILDING CONDITIONS- -BENTON HARBOR, 1974

Sound ...................................................--------- ........................... 28 7
M in o r r e p a rt s . . . . . . . . . . . . . . . . . . . . . - - --.. . . . . . .. .- . . . . . . . . .. . ..-- - - - - .-- - - - - - - -.-- -
Major repairs- --.----------- ----------- ---- ------- .------------------ ---- .-------------- 22
Demolition required ......... _-........-- ---------- ---........... ........ ....... 13.3

Source: "Profiles of Change," R L Polk, 1974.

BUILDING CONDITIONS

As (f 1974, tppr(ximately 71'% of Benton tlarhor' h, i ing stockk v:is sill)-
standard. The terni 'sallntsandard" a -,i.ed here, refer, to *,-ruictar(,s needing
niijor and minor repair .,as well as those re(Iiuiring deimnlition.

PERCENTAGE OF UNEMPLOYMENT--QUARTERLY BREAKDOWN, BENTON HARBOR, MICH. 1974

1st quarter--------- ......--------------------------------------------------------------- 24........ 2.4
2 d qu arter. . . .... ........................-- - -- -- -- -- - - -- - -- --- ................... 2.8
3d quarter -------------------- _ .-------------------............................. 4.8
4th quarter ------------------------------------------------------------------------------------------ 6. z

Total ------------------------------------------------------------------------------------------ 16.2

Source: Michigan Employment Security Commission.

STRATEGIES FOR FUTURE ACTION

Because Benton ]Iarbor's critical economic and physical status, local leader.
have recognized two necessary ingredients for future actions and strategies:

Pla nn ing effirt.s for the fut.ire must be implementation-oriented a id focus largely
npoa utilizing resource capabilities u'hererer they may exist as opposed to general
policy statements a ad guidance.

Local instibitiional arrangements must be mobilized in a more effectire way to
create a sense of concurrence and uniformity of approach.

The strategy which Benton tlarbor has decided to pursue will focus (in achieving
these objectives. This strategy builds in and demands a high degree of local involve-
ment and looks more toward short-range actions than long-range policy level
goals. Long-range policies will I)e developed as an understanding of short-range
o)jectives developes in the planning process.

The surn-total effect of the many physical, economic, and social problems
evident in Benton Harbor dictates that the approach embody several diverse
objectives and must include housing, schools, employment and labor force, popu-
lation-shifts, existing program efforts and land-use to name a few. Only by consider-
ing a lroad-range of functional objectives can a realistic problem-solving strategy
be developed. In addition to broad objectives, the approach must present an-on-
going effort of evaluation, monitoring and reevaluation of the consequences of
various actions.

Finally, the al)proach will look to innovative solutions where innovation is
necessary but should otherwise rely on proven and tested techniques and federal
program assistance.
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BENTON HARBOR POPULATION DISTRIBUTION BY AGE AND RACE

Population
1950 1970 change

14 and under :
White ........................................................
NonwIte ....................................................

IS to 24:
W hite ........................................................
Nonwhite ............................................ .......

25to 39:
W hite . ............... .....................................
Nonwhite ................ ................

40 to 54:
W white ......... ............ ............. ..........
honhite .................................. .......

SSto 64
White ... ............ ...........
Nonwhite ... .........

6; and over
W white .-- . . . ..
Nonwhite.................

Total
White ..
NonoAnize -.

Grand tctal .

Source: Revised community renewal program, Benton Harbor, Mich., 1973.

4,000
420

300
300

4 000
600

2900
400

1,600
100

1 E 5O

16 450

I 8;0

18 1520

1,500
4,300

1,100
18 50

1,000

1,250
1. 150

-2,500
-t 3 .B8W

-1,200
+1 550

-3000
-i-i 025

-1 650
-,-650

900 -100
500 - 400

5003,00

7 250
9, 725

16,, 975

- ISO
-1-250

-9 ;'W
-,-7 85

POP,IAT I(JN b Is'T ,IIiloN t

In the 20 \v,:irs |etwe,(,n 1950 and 1970 ti tttI d ,,cr:t.t iIn Bnit(,n lI lariir
)(jpulaijttIt vwvz 9,20() 1)(,r-iit-. Siliwlmtoii, ly, tOhw,% wt- nn iiier(:t-.,i, (if

noti-white ()er- ii-. Thi.- rop-rt.it a -hift it hi' n,,ii-white tie ,p iat i n front -I
I0 percent minority t, GO p)crc(,Itt ,iiajirit'. Th( gr,:,,.,.t -,ptl:tkt, Ir,-, fir whiti,-
NVa, in the 2,5 39,I age, cattvgiiry, while tdi e r,.:it.-1 It'r,.- fur W,',- \hit -., wa.
in the 14 v'ar- and tnder cati.-,ry. I ir, . un ,t.r 1 yc.1nre (,f 4ig' prcsztc \ ly
ci n iprit* 46 percent iif the city'- tit al pi1pil:itiil.

Benton Harbor
Berrien County -..

Source 1970 census.

PERCENTAGE OF MALE HIGH SCHOOL GRADUATES, 1970
....... ... . .. 28 4

... . . ...... 52 0

1A)1.*(' TItaN

The ediicatiom attainn r t (if tent, 11i itrbtr r,,idnt, l:igs fnr behind that ,f
the .,urrutjdilng rcgi,.> .

PERCENTAGE OF PUBLIC ASSISTANCE DEPENDENCY
Benton Harbor:

Persons receiving AFDC payments............................. ------.. .... 96S
Percent of lOp nation .................. .. ....................................

Berrien County:
Persons receiving AFDC p3yrrents. ...... ................................................. 15, 609
P e rce n t o f p o p u la tio n - . -- -- ---. --. . -----. -. . --. . ---. . . . . . . . . . . . . . .. . . . . ... 9

Source: 1970 census.

Benton ]arlbr's per C:ipita AFIC (Aid f,,r l0elp,,idcizt Children) l4 ,il i.s the,
high(.st in the United States. The pe'rcent:ig (,f p{rmis residing in, I3hnit(i
Harbor rccei,'itig AFI)C layrn)ents is four t in.c.. tihat (f the .,irr(iundilg region.

MAJOR CRIMES PER 100,000 POPULATION

1973 1974

Benton Harbor ........... .......................... .. ................... 11,548 18,228
Berrien County ................................................................... . 11702
Detroit ...................................... . 6.717 9,209
Mich-an ................................................................... 4,049 6, 638

Source: Uniform crime report unit, Michgan State pcli:e.
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CRIME

The crime rate which is defined as the numb,:r of inijir crim,'I per 10,N)(O
poplat ion, is ex.veedingl*v high when cmipar(d with thit 4if Berriein ('tt1itV ,.
)etroit, and the Stme tif Michigan. Betwe(tci 1973 aid 1974, the incidence of

nator criniose counditted in Benton Harbor increa.-cd by 3.7 percent.

".i .a -t Ft,r- I -e

/ \ , "\

/

Ce ~ ~ Z ty

tlt t/-:4r t 51

t %

1. The 1iv-(of ( (;iieral 1S(V iile "h:riig a-n Iiii,-t Tr,c1i\ ( in (':iit:1 il liro -
nerit. ain ointing t( 595 ,W 0t( for tr(,t.- r nlid c(.iitri ,1 h i-ine.. district ]:irking l,,t ,,
and 850,000 for operating expeiditore.s ini public ftY i nd enivirotinemitil
protection.

2. (eieeral RevnVie Shariring wa_- hiidget(,( a., part (,f the overall ('ity MBidget
Process.

A pll dic hearing wa.-, held f,>r citiz(.n 1),irticipati,in fir which their i :ipit w.
received. This procedures (lid not differ fr(,i, oir iin ,r ial , x rience blcauc \\-(, ni- :i
city has been sliecC(e-,flil ilk working through citiz.n-. W' nc tirige Citize.lis
participat ii i.

3. A. It was ea.-ier to deteriniine ho w tn .!pend fiund, i:llewated fir local pri,,riti,.
B. The accounting and auditing wa channeled thru gh the city 's regular budget

and fihiance s'sten.
('. The rcporting 4, finds was nore ,sinipilified due ti the prices'.
1). Revenue Sharing Funds pr ,vided better aid, i: ludgeting I(ca a...e (hlie t()

the general nature tii,'v left le s ro( ii for gtle, w(rk.
E. The ('itv of Beiton Harbor had far uiowe latitiide iii s(tting l)ri(,riti.: an!

establishing objectives.
F. All activities related to Genral Revec Sharing \-. handled in the sainc

way as other city programs.
4. Reverie sh.ariig, for a large extent, rel)lnced li,-t pri 'perty tax di liar, Ai-,,

revenue sharing resulted in higher l,vel of prograni (.tfrt being able I(, te sus-
tained. Withotit revenue sharing, the City N otild hatve to -igitic.antlv r(uiice to
exacerbate service levels.

5. Lgi.,lative Modifieatiins- We feel that brcau.e general revene sharing
fnids have been partially ,tiedmssfitl in oir efforts, re.nival of iinre rt,.trictions
wotild be most desirable.

6. Over a three year period, revenue sharing was i n.,,t eneficial "Is follows'
1972-1973-- Reven ue capital, 595,00(0 revenue ucralting--nonte and percentage

of general operating iidget of 2,302,223 was:., zeri).
1973-1974- Reveiiie canpital--none, re\eniie op(,rttinig 381,869 15.1 of

general operating budget of 2,524,502.

2 Major crinieR Include the following offenses: murder, rape, robbery, aggravated assault,
burglary, larceny, auto.

52--602-75- 20



302

Senator HATIAWAY. The subcommittee will recess now uitil
1:30 p.m., tt which time we will hear two more witnesses, Mr. Dumas,
the mayor of Baton Rouge, mi( Mlr. Iandrieu, the mayor of New()rlea ns.

[Whereupon, at 11:35 a.m., the subconmmittee recessed, to recon-
vene at 1:30 p.m., the same day.)

AFTERNOON SESSION

Senator IIATHAWAY. The subcommittee will come to order.
We are pri vileged this afternoon to have N Iayor Dumas and Mfayor

1411ndriel, of Baton Rouge and New ()rleans, re.-pv(tiv(ly, testifying
before us.

The chairman of the full Committee, Senator ].olg, is at a luncheoll,
blt lie should be over here very slhortl1. But lie a.s.ked mhe to go alea1
and t t rt.

Nlr. I)udnas, do 'o lave a written statement?
Ir. l)u m..ks. I do not have a prepared statement. T'le onl]y t hiig

I wild like to ..,bmit for the record is the budget oin till tle entitle-
Ireilts that we have received in general revenue shari g--where the
molle" has l)eenl spent, lo)w it has been spent.

Seliator HATHAWAY. '[Fiint villa be fine. We will make that part of
the record.

Wh * (1o you not just go ahead nid speak.
Represent ative Ni ooGE. Senator-I am ('ongreinan Iteson

NIoore of the Sixth Dist rict of LouiSiana, alld I \vuld like to intro-
(hue Iayor Dumas to the committee if I may.

STATEMENT OF HON. W. HENSON MOORE, A REPRESENTATIVE IN
CONGRESS FROM THE SIXTH CONGRESSIONAL DISTRICT OF THE
STATE OF LOUISIANA

Representative IooRE. 'Iavor "Wood y" i)iiua.. has been tle
mayor of Baton Rouge and the president of our pam'ish, which some
people erroneousl call (ounties in other parts (f the country. Fo r
some 11 years lie served at tile public service level; at the inuiiicipnl
level for some 25 years. Ile was elected the last time as mayor-presi-
dent with over 77 )ercent of the vote.

lie has been a past president of the Louisiana Police Jury Assot ia-
tion, which is the county commissioners, erroneously (.alle(l in other
parts of the country. lie has been past president of tle National
Association of Counties; former vice president of the Loiii;iana
Nunicipal Association; currently the chairman of the committee for
the renewal of revenue sharing of the National Association of Counties.

As I inclicatedi, he is the mayor of Baton Rouge and the president
of East Baton Rouge. Ile is the only mayor-president in the vorld,
and East Baton Rouge Parish was tile first county or parish in tile
country to have such a combined form of government. Iis area has
some 350,000 people in it. It is the second largest metropolitan area
in Louisiana. it is my hometown; he has been my mayor for the last

11 ears.
And I would like to say he has long been a proponent. of revenue

sharing, and he has convinced me in the most vivid terms possible,
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to where I am now just as avidly in favor of it as he is, and I would
certainly support it on the Illouse side.

lie has got some very interesting comments, I think, for this com-
mittee on the necessity for revenue sharing in the fut tre. I comment
his commelits to tihe committee in the highest terms possible.

"'lank -vol.
Senator HATAWAY. h'liank you very n'ichl, Congressman.
.Nlnyor Imt- n.

NIr. Dum.4s. IMr. chairmann , Senator Russell Long, from

'the ('tAIRMAN. Nfiglit I juI-t 0(1(1 a word to what Mr. .Mfoore said?
I am please(l to see that %ivnyor I)umas i-, carrying on in hi,, usual

tra(lition. lie ha-. ,'aiince( ! my Congressmal that lie otglht to be-
M\r. .loore is my ( (nigressman-tliat lhe ought to be for revenue
..llarilg. I thought if there Was any" (doubt about it, after lhe talked to
NI avior I)1u m11 fo'r a while lie Na, going to feel 011t t way, becat.we when
the ,,riginal Reyen 1, C Sh aring Act was intro( icedt, most of our ,iele-
gution had (IelilreuI thnli i'les inl one wa or another as against it,
111ltiling my senior colleale. Senator Ellender. Mfavor I)u111,,
stmitel organ! izi)( tll the (lo('t al ,ftl.i an( p)arih official., in Iolisiali ,
a1( ha(l gr<) l)- for u, to m(eet everywhiere we ,ent. "eitor Eliemler
sil the (lo Ve'm 11ut laid 1I0 revemlue to sh are. I sail, well, you, jlust
wi'it until Semi top Eller(ler gets thlrouigl meeting with ill those groups
N 1avor 1)umntut i orgnnizinng ill Loiisiatia ndi lide .will fin( some revenue
to ,.larv; anld fle (lidt. Iayor Dumuas is a persuasive salesmnan and a
very effective get-it-(lone nalministrutor, Nt. chairmann . lie is ia good
I)(liticiati it tle best s..en.e of tile word, because lie does what lie says
he is going to (.

I amll pleased to have been his friendly for many y'ears. I un(loubte(lly
wds tIl t'd from mianv ph sical injuries beaite NIr. l)t11as convinced
mne early in life that I wils not a football player, lie beat me out to
play endt on the (onvention Street Grainintar Sclhool team, anl from
that time forward d, (I'irvcte(i mv interests in otier areas. When yon
look at him, I tlink you can understand---

.,"enator JIriiA.kIAY. Yes, I can u1li(terstanl(l.
The (HAIR NAN jcontiining]. Why he made a debater, rather than a

potential footbll player, out of me.
Go right ahead, Mr. Dumas.

STATEMENT OF HON. WOODROW W. DUMAS, MAYOR,
BATON ROUGE, LA.

Nlf. I)UMAs. 'link von, Senator.
I am very fortmutiate'-ati I say this with gre--iiJ-'-for it is the

first time inl S vel's I have been before ai llouse or Senate comilnittee
where I was proud to be introduce(i by my Congressman. [General
laughter.]

Tl'hat is a long drought, 8 years. But tiles change and people
change, so I am very proud of C'ongressman M\oore for what he
is doing in the jol) an(I tile way he is handling himself and the way he
represents all of the people and not just a few.

Anl my good friend, Senator Long, knows how I feel about him.
We in Louisiana are very proud of him because--how do you fight
success? Nobody can whip him, so you might as well join him.
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Mr. Chairman, I am here today as I was back in '1970 and 1972,
when a great need was felt among the cities and the counties through-
out. the United States that something had to be done.

We said, before the Ways and Means Committee, before the Honor-
able Wilbur Mills, that we did not feel that tile U.S. congress s ought
to try to save the world. We felt that if the U.S. (I'IlegreT- Iaiieanillg
the U1.S. Senators anti ( 'ongressmell--w- -ol(l help save the cities, and
the coulnties, and the parishes, where I coie from, a;i( make us strong
and viable, then we would help you save tile wNorld. Be(aise without
tile cities 1111( tile countiess andl tlie parislhes being strong and viable
anti productive, there will not be any America, aid wit hout an Amer-
ica, there will be no free nations in (lie world. When America gov,.
down, all of the free nations are going down, ju-4 as s,re as I am sittilig
here.

I came today to tell yoti )tow I feel, i. a nia' or, about general
revenue sharing. I have no prepared speech, ex(ei)t iat f (Io have 23
years of experience inl local government. I Iinave ever Iad an i incilinn-
tion to be anything but wlhat I am, aid I hav'e l)eel fortunate enough
to be elected mayor three times in a row.

Now, running a city is not an easy task for any mavor-an I am
glad to be here today with my good friend, Nlavor Landrieu from
New Orleans, who also has a very difficult ta-,k of running tle city of
New Orleans, which is the largest (ity" in lii,;riana.

We have problems. I have heard the major of St. Louis aniI many
othen speak. I hope that this Congress and tle P'resilent of tlie
United States will have tlie same foresighit and tle -amne intelligence
as your predecessors, because they voted for general-revetnue sharing
in 1972, alnd that was tlie saving of America; that liivedl Baton Rouge.
Baton Rouge was, in the past, a sleepy river t(ovii (on the river, withI
the State capital and Southern Univevsitv on tlie north and I "SU,
ljouisiana State University, on the sonth. Jodlnlv we are a strong,
growing, Viable community with 1nmemiployment of ahbou 5 percent
or less. And in these days and times, that is rather unusual, blit there
i+ a reason for it. And I say this, and I 11 looking ()u square in the
eye, that without revenue sharing, I could ot have dlone the j30)
that was expected of me as a mayor. 1 (Ic(uld not have done the thing+
for the people of Baton Rouge that we have l()lie. Because we folind,
that in the past, the prior mayors and the councilmen (as they wert,
in other cities throughout the United States) were taking ionvtLy (t*
of the operating budget for capital iniprovei1ent,,.

Because of that, when it came time to raise tle employees salalri,-,
or to provide such things a,; social programs there were 110 fmida-
Because of revenue-sharing fun Is we have )ee able to J)rovi(le for
needted1 social programs. Department Ieads make tleir prseitation-i
for the budget in Julyv. I must l)reset a l)alacedl bui ge t to the
council no later than Novenmber 5 of each year. to he approved IbY
tlie council not later than De'emher 15 of each year, to be effective
January I.

It is a rather difficult jo) for (le)artment hienuls to project that far
ahead wit h this economic situation we have, Im I sa v with pride
hlat we have (Ione it. Ani I know as weli as I am sitting here that

without tle general-revenue sharing that was providedd by the ('on-
gress and the President of the United States, thu t Baton Rouge and
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New Orleans, every city in the United States, would have been gone,
and we would have no America.

Just to show you what we have here, and what I have done as a
mayor, this is our budget on current revenues of the taxes. We have
a 6-cent sales tax; we have property taxes; we have every kind of
tax you can think of. We cannot add any more. The law says that
we cannot have deficit spending. So last year, when I received the
budget for this year, I cut $9 million out. Now the only mistake that
has been made in my association with the Congress and the President
of the United States on the revenue sharing, is that we were told not
to misconstrue general-revenue sharing with categorical grants. We
believed the Congress, we believed the U.S. President, and therefore
we went about our way of doing our work the way we were supposed
to. We now have a budget, of outside agencies, of referral centers, of
Hea( Start programs, consumer protection-just one thing after
another-that were not. the responsibility of local government and
were never intended to l)e the responsibility of local government.
But now, as you know, the amount of categorical grants are decreasing,
but the costs of local government, are increasing.

So, I find myself now making three budgets: One by law that I
must, under the plan of government; two, if I intend to keep the
social and humanitarian grants going many of them requiring matching
funds from the local govermnent. There are many categorical grant
programs in here, but we must have matching funds, and you cannot
match these with Federal revenue sharing. So that makes it tough.
We must find current revenues to be able to (1o this. And then on top
of that, I have not used any of the general revenue sharing funds for
operational purposes; but I must say this, that 85 percent of our
budget for the police, firemen, department of public works, et
cetera, goes to salaries. The other 15 percent is for other services:
Gas, oil, et cetera. So. if we should lcse this, then I must find a place
to replace the $8 million-which means it is going to be catastrophic
to my city, as well as other cities who have greater problems than we
have, because we are consolidated. We consolidated 26 years ago-I
am the mayor of the city and president of the parish-and therefore

-we have no ward boundaries. We are one of the five cities like that.
I have heard questions this morning about community participation.
Here is our plan of government, which shows the judiciary, the

executive, and the legislative branch, but all of these little squares
on the chart are lay citizens wAho are appointed by the council and
myself to serve on the planning commission, the regional planning
commission, the community advancement, the plumbing board. All
of these people serve without any remuneration whatsoever. This
shows our public participation and every one of these departments
are affected by it.

For example, we had never (lone anything in Baton Rouge for
mental health. With revenue sharing, we bought an old mortuary
building, converted it and gave it to the State. A year ago, or 3
months ago, we had no one going there; today, there are 1,965 people
who are being served at the Margaret Dumas Memorial, which was
named after my mother.

One of the problems we find in housing, in HUD, is that when they
have money for renovation of houses, they say, here is $1 million,
renovate these two projects. When the bids go out, it is $1,800,000 or
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$2 million. And when it goes back to the HUD office in New Orleans,
they say, we do not have any additional funds to help you, so you
have to cut out. In order to keep from losing 50 elderly senior citizens'
houses in a project, we put up $200,000 of revenue sharing. And with-
out it, all of these things would not have been done.

But I dare say, and I predict this: that if the U.S. Congress fails to
keep its commitment on the categorical grants in HEW, HUD, and
all the others we cannot take on these services. I cannot afford to let
this book get any larger. As a matter of fact, the public defenders, on
May 31, are going to be discontinued by my city because we just do
not have funds. The Federal Government gave'funds for a program
for 3 years and that is all we can go.

am here today representing NACO, and the city and parish of
Baton Rouge, I know that I speak for many of my friends throughout
the Nation when I say that it is incumbent upon you to save the
cities and the counties. Do not let us go. If we go, the country is going.
It is a mutual necessity here, because if you do not keep us going you
are not going to have a place to politic in in 3 or 4 years. I would hate
to be mayor of Baton Rouge without, OEO and community action, and
I would hate to be mayor without a lot of other programs. It is no big
job to add $8 million to a budget of almost $50 million when you
receive $2 million every 3 months. We have a directorr of finance and a
finance committee, we have all of the mechanisms that we need. We
are very effective and very prudent in our spending, so whei we get
these entitlements and spend these moneys, everybody in Baton Rouge
knows where it is spent because they see they are getting something
for it.

On the day before yesterday, I broke ground for a $17,500,000
civic center that 9 years ago could have gone for $5 million, but
inflation has taken its toll. So we had to apply $9 million of revenue
sharing to this. In this program, we are going to hire about 1,200 or
1,500 people who are going to work that would not be working
ordinarily. So, these brick and mortar funds that you are talking
about are providing jobs. And we have to adhere to the Bacon-Davis
laws, which is the wage scale. We have to adhere to the civil right.
laws and that is no problem. We are doing it the way it is suppose(l
to be done. I find one thing, if you want to get the job (lone and if
you want to get along with the Federal Government, just do what
they say. Do not argue with them, just do what they say and you
will do all right and then you will not have any problems.

So I want to thank you, Senator Long, Senator Hathaway, Mr.
Chairman, and the others, for allowing me to come here today to
represent thousands of Americans. I am an American just like you
are. I would like to say this in front of your committee, thank God
for President Ford. I am a Democrat, and I say, thank God for the
recent action he took-having served 11 years, 1 month, 18 days and
3 hours in the U.S. Navy. I am a Teddy Roosevelt man. That action
probably saved us from world war IL1.

I did not come here today to talk about that, but 1 do want to compli-
ment the President of the United States and his staff and the Congress-
men and the Senators for backing him up. I want to let you Ynow
that not all cities are alike. They all have different laws and different
rules. But I say, if you have a boil on your arm you do not cut your
arm off, you just remove the boil. And if there are people-mayors
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or councilmen or presidents or county commissioners-who fail to
comply with the revenue-sharing guidelines, they must be punished.
But don't start fooling with revenue sharing and put more restrictions
in it. It is already complicated enough, but I believe we can handle
it. Just leave it like it is, and we will survive another 5? years. I
do not know what is going to happen after that.

I appreciate your allowing me to come here today to speak on
behalf of this program because I know of nothing-and I have been
coming up here since. 1953 on many Federal programs-that the
U.S. Congress and the President has done that has clone more for
America. Just give us what we need to run the cities and counties.
If you have got a little left over, give it to China and to Russia and
to Pakistan and all these people that hate us. Just keep a little for
us in America that love America and who are paying the taxes.

Thank you, sir.
Are there any questions?
Senator HATHAWAY. Do you have public hearings, in addition to

the citizens board, on your budget?
Mr. DUMAS. Yes, sir. We have public hearings. Any time we

advocate the expenditures they are introduced at one council meeting
and tabled to the next regular council meeting. We do not have
emergency meetings when we spend money. It has to be advertised,
and everybody in Baton Rouge has a right to come and be heard. It is
a public hearing. All expenditure decisions are public, and everybody
that wants to can come. But it is amazing, when you hold something
like that on a $47 million budget, there may be one or two people
that come. But if you hold a zoning meeting or a change in the liquor
license, they will fill the room. So that is the difference.

Senator HATHAWAY. Have you been able to hold the line on local
taxes since revenue sharing went into effect?

Mr. DuMAS. We have been able to do that,. What we did, in order
to build our civic center, was put another sales tax on. We took half
of the sales tax in order to pay for the brick and mortar part of it.
And the other half-a-cent sales tax we put on went to operating pur-
poses, because it is current revenues corning out of an annual sales
tax. And that is the way we have been successful in Baton Rouge.
We just passed a $53 million bond issue for roads and drainage and
school boards.

To the recreation and parks commission, we gave over $700,000
of revenue sharing when we first received it. Now that they were able
to get a 2-mill tax-i for maintenance and 1 for construction. We have
put on as much tax as we can.

Senator HATHAWAY. Senator Brock.
Senator BROCK. I have enjoyed your testimony. I might say that I

hope the Democrats in Tennessee are never smart enough to run any-
body as good as you are for the Senate.

Mr. DuMAs. Thank you, sir.
Senator BROCK. I appreciate it, and I value your statement on the

President, too. I thank you for that. I also appreciate the fact that you
have your Representative here. He is one of the finest additions to
the Congress we have had in a long time, and I commend you for him.

Mr. D U.IAs. We think he has promise.
[General laughter.]
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Senator BRocK. With all of my criticisms of the Congress, that is
saying quite a bit. I think a lot of him; I know you do, too.

Mr. DAIAs. We work together. I am a Democrat, he is a Re publi-
can, but I believe we did help him somewhere along the line. He is a
good fellow.

Senator BROCK. I have one specific question.
We have had some testimony here from people who are opposed to

the continuation of revenue sharing, that not enough money has gone
to what they describe as humanitarian programs. You have indicated
that most of your money has gone to capital funds programs.

I wonder if you would like to comment for me on whether or not
you think the criticism was justified in terms of how the community
spends its noney. Should we write in some formula into the bill that
requires you to spend it for humanitarian purposes? Or is there some
logic to the fact that your capital expenditure for the senior citizen-
I mean the mental health center-has a humanitarian purpose?

Mr. DUMAS. I only mentioned that one, sir. I could mention more
like housing. We have a school that once was McKinley Iigh School,
but we intend to spend $150,000 of general revenue sharing to fix
that up for the Head Start program. Without it, they cannot (10 it.
And this is done in conjunction with the community advancement
CAP program. This is the OEO program which is vital to any mayor,
to any person in the country.

I think the problem will be if Congress continues to allow the abo-
lition of categorical grants and the confusion with revenue sharing.
For example, I know that I have been told by people in Baton Rouge,
by-you call them bureaucrats; there are others who have other names
for them-that when they come to Washington, they say, go back to
Baton Rouge, your mayor has revenue sharing for these humanitarian
programs. I do not think that it was ever intended by Congress to
merge categorical grants with revenue sharing. That is where the
problem is.

Senator BROCK. 'Iayor, we presented very clearly the alternative
of general revenue sharing for local government to revive and to
revitalize the root structure of our society, which is the community.
And then we also proposed-or my administration proposed-special
revenue sharing in combination with categorical rants for the specific
purposes. But there was never any intention of merging the two. I
think that is the point that you make, and I think we ought to make
time and again. It is important.

Mr. DUA.As. Unless there is a distinction between these programs
by this body and by the House we will have problems. Y ou have
many groups who are apprehensive about cutting categorical pro-
grams and I can understand their apprehension about this. rho
opposition we got back in the sixties and the early seventies before
it was passed came from groups who feared categoricals would be
cut if we got revenue sharing. They were right to some extent. In
Baton Rouge we have been responsive to these humanitarian needs
and we are, through revenue sharing, building facilities and doing
things that are needed. But I know that somewhere along the line,
as we get these 3-year grants of the manpower program or the public
defender or the law enforcement program the city must pick up cost.
We have got, one beautiful program in Baton Rouge called communityrelations in the police department and that is going out May 31
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because there are no funds left. We have no way to find any more
money to keep them going. But from a humanitarian standpoint,
good relationship between the police department and the young blacks
and whites in the community is vital. It is a shame to let this program
go down, just as the public defender has. There are needy people,
and that is what these people are talking about. In the alcoholics
program, I was offered $500,000 3 years ago but at the end of :3
years, we had to pick up the tab. We cannot do it, because the law
says I cannot operate a deficit budget. We are not fortunate, like
you are.

Senator BROCK. We are not fortunate either, Mayor.
Mr. DUMAS. Well, you are better off than we are.
After your deliberations we hope you will leave revenue sharing

like it is. Then make sure that the services for welfare or aid to de-
pendent children or consumer protection or public defender or all of
these outside agencies are continued. I do not know whether my
colleagues like it or not, but when we started out with revenue sharing,
it was understood that there would be no matching of Federal revenue
sharing with other Federal funds. I still believe that. I think if you
can give them too much-if a mayor or a councilman or a county
commissioner takes everything for granted, then the first thing you
know, he is not worth a darn.

On these categorical Federal program:- you decide what they are to
be used for. I do not think it would be wise for the Congress to tell
us you can match Federal funds with Federal funds. We think
revenue sharing is great for us, and without it, we cannot survive.
And I know I speak for 99 out of 100 cities throughout the United
States.

Senator BROCK. You speak for many of the cities, and I thank
you. Mr. Chairman, I would like consent to insert this statement
in the record.

Senator HATHAWAY. Without objection it will be inserted. Would
you like it at any particular place in the record?

Senator BROCK. Perhaps at the outset of the hearing.
Senator IATHAWAY. At the outset of the hearing is fine.
Senator Long.
The CHAIRMAN. I just want to say that 'Mayor Dumas is the

mayor of my city and president of my parish. I live in the parish
part nowadays, so Mayor Dumas is my president; he is not my
mayor because I do not live in the city. There is no doubt in my
mind that if every mayor, who had a MIember of Congress living in
his community over which he has jurisdiction, (lid as good a job
of handling his revenue sharing money anti making that Member of
Congress aware of how this money was being handled, what it was
being used for, and the good he was (loing, I (o not think it woul(l
be necessary for anybody to come to Washington and testif y because
everybody would be aware of the very fine work tlhat is being (lone.
I am sure that other mayors are doing a good job, as are other county
commissioners. But unfortunately, I think, a lot of them have allowed
their light to be hidden beneath the bushel because they have not
made their Members of Congress aware of all the good that is being
done. In some instances they have not even made the citizens of that
community adequately aware, as we would have hoped to have
been the case, of what was' being achieve(l with that money.
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Now there is only one string that I favored putting on the revenue
sharing, and that was that you would tell the local people what they
were getting for their money. You have done a good job of doing
that in Baton Rouge. You have given the people real value for every
nickel of their revenue-sharing money and you have made them aware
of it..

I know that as a citizen of the community as well as being a Member
of Congress, and if everybody else had done as good a job in that
respect-I am just talking about the public relations aspect-as you
have, I do not think there would be one moment's question about
revenue sharing being continued.

Mr. DUMAS. I believe that the predecessor of Mr. Moore, if he
had to do it over again, would have been for revenue sharing.

[General laughter.]
Mr. DUMAS. If anything beat him, that beat him and I am not

trying to intimidate anybody. I am just saying. each man has his
own way of doing things. He has his own conscience to go by. He
only has to live with it.

Sam Short-you remember him-who used to be chairman of the
highway department. He had a little saying on his desk:

Good things come to the man who waits. But here is a rule that is slicker. The
man who goes for what he wants, gets it so much quicker.

We know what we want; we want revenue sharing. If revenue
sharing is not reenacted we are going to be a sitting duck for every
little country in the world because this is what causes revolutions,
and I will just put this in the record and then I will shut up.

An individual, regardless of race, color, or creed, who loses his or
her self-respect as a citizen or loses their identity as a citizen, as a
human being, does not care who is in power. And this is why these
categorical programs that you have, like the OEO program are vital.
I, as the mayor of Baton Rouge, a white man, hired a black director. I
cannot reach certain sections of the black community or sometimes in
the white sections. But by doing it the way we are doing it, hiring a
man who hires a man that can get down and touch these people down
at that level and let them know they are human beings, will save a lot
of problems for America. If you turn your back on these needs, there
are going to be a lot of problems.

So I am just here today to tell you I am proud of the progress we are
making in Baton Rouge. I am proud to come here before you.

And I will say this about Senator Russell Long: I just hope all of the
rest of the mayors in this country have got a Senator like mine. lie is
all right.

The Chairman. Thank you, Mr. Dumas, but I wanted to ask about
one particular problem.

Now over in the House of Representatives the Chairman, Mr.
Mahon from Texas, is chairman of that House Appropriations Com-
mittee and never did like the idea of revenue sharing. Xe thought this
ought to be a matter of annual appropriations, where I assume that
every nickel of it would be justified, where you and every other mayor
in America and every county commissioner would annually go before
his appropriations committee and make a plea for a little piece of
money to match something that each of you hope to do. Presumably,
everything you have done for Baton Rouge would be reviewed by the
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proved by that Committee, and debated on the House floor where any
part of it could be knocked out by a floor amendment. Then each of
you would have to come over to the Senate and make your plea over
here. You would have to tell about the mental health facility you have,
which I am very proud was named after your mother. I could not think
of a finer person to name it after. Then the Appropriations Committee
would have to argue about whether or not we should have a mental
health facility in 1aton Rouge and whether $300,000 was enough or
too much and argue and quibble and cut part of it and let part of it
through. Every little item, including the highway extension you told
me about where you needed to widen a plank road from two lanes to
four lanes and right in the middle of it somebody found that they had
failed to relocate the sewer line or storm sewer.

What was that?
Mr. DUMAS. Tie gas transmission line was one and the sewer line

was the other. We had to relocate both of those to the tune of about
$300,000.

The CHAIRMAN. So somebody failed to anticipate that in widening
the highway you would have to relocate a sewer line or a gas line,
and the revenue-sharing money took care of it. You had some money
-to handle that problem.

Now that could not conceiv''ly be handled under the Mahon
approach where the Appropriations Committee has to be advised in
advance? Presumably, you-would have to be thinking at least a year
before you got the money of how you would use this money.

Is that not right? You could not spend it to meet unforeseen require-
ments or sudden emergencies?Mr. DUMAS. You could not do it, Senator, for the simple reason
that for any contract that we have, whether it be roads, drainage,
building, whatever it is, the law says that you must have the money
if it is a $2 million project or $200,000 project, before you can sign
the contract. The funds must be put aside for that particular project.
And this is the fallacy of an annual revenue-sharing program. If
-Congress had the same mandate as the council in Baton Rouge
where by December 15, at midnight the budget shall be balanced or
the President's budget will be enacted, that would be a motivation
or some kind of incentive on the Congress to move faster. Then we
wouhl know by December 15, that on January 1 or 16, that those
funds were available. We could project our budget, but now we
cannot.

If you put us on an annual basis, we would be more confused than
we are now.

The CHAIRMAN. Well, now you have an additional problem in-
volved here. There is another Texan and he is a very fine man, I
admire him, Congressman Jack Brooks. He is now chairman of the
Government Operations Committee, and I understand that revenue-
sharing jurisdiction has been transferred to his committee in the
House as a so-called reform matter on the theory that they did not
want it automatically renewed. They wanted to be sure it was not
automatically renewed.

Congressman Brooks has been talking as though he would favor
,doing away with revenue sharing and substituting some sort of a
Federal aid to cities program to take its place.
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Now if that is the case, first, I would like to know whether the
cities, the counties, the local officials, or the people that have to
handle this money think they could get as much mileage for the
money expended that way as they can under the revenue-sharing
program we have now. Second, I would like your comments with
regard to what happens if the House gives us the kind of performance
we are getting on energy legislation.

So far, tle Congress has not wanted to buy the President's package
for energy. We are so reformed up here and fragmented in influence
and power that nobody knows who the devil is supposed to be in
charge of the show anymore. Now it looks like the Ways and Means
Committee may not even be able to get the energy bill before the
House.

They finally managed to put together a majority to get the bill as
far as the Rules Committee. But now I am told the Rules Committee
is going to send it back to the Ways and Means Committee and that,
the bill may not even get, to the H1ouse floor.

Mr. DUMAS. If you are not confused, maybe you (1o not understand
the situation.

The CHAIRMAN. Well, I would like to get your thoughts on point
No. 2. How are the public officials, the mayors, the county commis-
sioners, and all of our local officials, as well as the firemen and the
policemen, all of those trying to do a job for the public, going to feel
if their money gets caught in this kind of a fiasco that we have seen
going on altogether too much in the last, year?

The President recommends something which is revenue sharing.
Then the Congress says, "No, we will not go with that." Then the
Congress finally gets a bill through the House and sends something
down to the President's desk, which the President vetoes. As a result,
all of the local people wind up in fiscal distress because their revenue-
sharing program went down the drain.

Now if that is what those Texans are going to give us, how are the
people of this Nation going to feel about it?

Mr. DuMAs. Iet me say this about the Texas people. I like Texans
so much I'married one. I married a girl from Port Arthur, Tex. And
another thing about Texas. Ilistory says that when Texas was fighting
for its independence, the members of the Louisiana )arishes went to
Texas to fight on the side of the Texans for their independence and
brought the flag of the parishes. It was the "Lone Star." They went
over and left it there, and that, is how Texas got the "Lone'Star."

So there should-be a great relationship between Texas and Louisi-
ana, because we did help them.

But I think that you would find, as Mr. Brock had mentioned
earlier, that the reason we have some opposition to revenue sharing is
because the people who are already in responsible positions have not
been able to maintain their level of categorical grants.

Now if revenue sharing gets involved in the process of appropriations
committees and other areas, where there is a conflict between the
President and Congress this will create problems. I do not think that
the cities and the counties and the parishes can just take our time
doing anything.

Last week, on Thursday morning at 4 a.m., I was awakened when
a tornado hit Baton Rouge. I did not know it the night before, but it
took a great deal of time and money and effort, overtime and every-
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thing. In one subdivision, 90 percent of the homes were hit, with 60
percent totally demolished. Thanks to the Federal funds with that
which we built our system years ago, we were able to get organized
at 7 a.m. in the morning. The department of public works was mo-
bilized and we knew what we were doing and we saved a lot of time
and a lot of people's lives. As a matter of fact, we did not lose a life.

These are the kinds of things at our local level-if a fire breaks out,
.you cannot call up here to the President and find out whether he
thinks we ought to answer it or not. Those men have jobs to do and
their salaries must be set. And the salaries and the welfare of these
people are vital to them.

I am hoping if Congressman Brooks-and Congressman Mahon,
will take another look at revenue sharing. We in the cities cannot
afford to act spontaneously to handle whatever situation that Baton
Rouge might iave. We cannot wait weeks and months for you to
make up your mind. I am not asking for any more or any less. Just
(1o what you did in 1972, reenact the revenue sharing and give us
:another 5 years to try to keep America alive.

That is all I can say.
The CHAIMAN. Now if revenue sharing had been a Federal aid

program where the State put up something, the city put up some-
thing, and the Federal Government matched it, like a categorical aid
program, how would that, have worked? When that hurricane hit Baton
Rouge and did devastating damage, you could not have shifted any
of this money around to relieve the suffering and the tremendous
dalnage that occurred to the area that was struck by the hurricane,
could you?

Mr. DUMAS. The only thing we have, sir, is that each year in setting
up our budget we anticipate hurricanes, tornadoes, or some disaster.
In the parish and the city budget, I set aside $100,000. Hurricane
Betsy of 1965, as you recall, cost us $1,385,000 to clean up the city.
It took us 17 days. So one does not know the entire cost. The people
of Baton Rouge and the city worked around the clock for 4 clays
putting back, cutting the trees out, cleaning up the debris, and all of
the other things.

So I just think, Senator, that you should leave the program as it is,I don't know how you fight success. We are operating, we are getting
things (lone, we are being able to do things that we could not have
(lone ordinarily, and if you change that and try to require matching
funds we cannot do it. We do not have matching funds so we could

- not take this categorical money. But we do not have the matching
funds. You can say, yes, 75-25, that sounds goods, but where in the
devil are you going to get the 25?

Those are the things that bother us. We cannot spend any more
than we can anticipate collecting. And if you cut us short, you are not
just cutting us. You are cutting the whole Nation. I guarantee you
this, as sure as God made little green apples there will not be the great
United States of America around as t ere has been in the past, that
I have loved and enjoyed.

Without revenue sharing, America is going down the drain, without
a doubt.

The CHAIRMAN. Thank you very much, Mr. Dumas.
Mr. Du.iMAS. Thank you, sir.
Senator HATHAWAY. Thank you very much, Mayor Dumas.
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Mr. DUMAS. I would like to present this to you for the record-how
we used our money-and I hope 5 years from now we Will show you
another one just as good.*

Thank you, sir.
Senator HATHAWAY. Our next and final witness of the day is the

Honorable Moon Landrieu, mayor of New Orleans.
Mr. Landrieu, it is a pleasure to see you again.

STATEMENT OF HON. MOON LANDRIEU, MAYOR OF THE CITY OF
NEW ORLEANS

Mr. LANDRIEU. Thank.you, Chairman Long. I am happy to appear
on the same afternoon with Mayor Woody Dumas, for whom I have
great admiration and respect. He says that I am awestruck when I
am in his presence and he is not too far from wrong. I do feel at a
disadvantage, however, being with him since he has managed to have
a Member, and I might say a very distinguished Member of Congress
from the opposite party, introduce him in glowing terms.

Also, Chairman Long, I suspect that there are very few people
in this country who are entitled to more credit for revenue sharing
than you, if indeed an), except, perhaps Woody Dumas, who not only
was in the fight very early but in a somewhat little known stor\"
personally saved general revenue sharing. That occasion was at, the
signing of the revenue-sharing bill in Philadelphia at which President
Nixon presided and formally signed the bill in the presence of digni-
taries from around the country in Independence Hall. Amidst alY of
the ceremony somebody forgot the bill. I turned around and Mayor
Dumas had the bill in his hand and being a veteran watcher of the
State legislature, knows the value of a signed bill. All of a sudden
some minor panic broke out among the officials who were managing
the ceremony because the bill had been lost, and it, turned out of course
that Mr. Dumas had the -bill. One Federal official came up to him to
get it and Woody would not turn the bill over to him until lie properly
showed his credentials, which I thought was very wise, and then
returned the bill back to the appropriate Federal officials where,
I am sure, that it is now housed in the appropriate records of this
Nation. But I enjoyed that bit of ceremony and thought it. very
fiting, ending the fight that Mayor Dumas had long waged on behalf
of revenue sharing.

I might say, Senator, that I have been in government now for some
15 years. I doubt that there has been a piece of legislation at the
national level that has been so misunderstood as general revenue
sharing, and yvet one that is so simple in concept. Those of us who.
lobbied for the bill, whether mayors or county executives or Governors
and others, frankly are a bit surprised today at still the amount of
confusion that exists concerning the purpose of this bill and the
vital function that it has played in the role of basic support for
municipal governments.

I think part of that confusion arose, not because the bill was not
thoroughly debatedi at the time of its passage, but because of what
happened in the immediate aftermath of the passage of that bill.
It was very unfortunate that the terins "general revenue sharing."'

*The document was made a part of the official files of the committee.
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"special revenue sharing," are not totally and completely understood
by all, even some "Members of Congress; but that former President
Nixon, inadvertently, I suppose, in the budget message immediately
following passage of that bill, placed in it the unfortunate phrase,
"coupled with the cutbacks and freezing of certain categorical pro-
grams," in which they made reference to the fact that general revenue
sharing was not a fact and could be used for those purposes. Even
though clarifying statements were made subsequent to that, they
nonetheless hung over the country for a long period of time and perhaps
in sonic areas still today, a feeling that there was, in fact, a sub-
stitution of general revenue sharing for some of the categorical pro-
grams and for some of the programs that are still in existence but for
which funds had been frozen.

It naturally caused a severe run on every county and city and State
government in this country. Those who had been wedded to categorical
programs that were suspen(led, threatened with discontinuation,
immediately appeale(l for the use of general revenue sharing.

In some instances perhaps those funds were used but in most ini-
stances they were not, and, consequently, many people who would
normally be supporters of general revenue sharing were turned against it
because they felt the money was being misused since it was not being
used for the purposes in which they were primarily interested.

I cannot speak for every government in this country and make no
effort at doing so. This morning I would like to speak only for my city
and answer questions which you have concerning our use of general
revenue sharing money.

It would be (ifficult, first of all, to try to capsulize the use of each
city's or county's money because, as Mr. Dumas pointed out, we are
not monolithic; we are all quite different. We are different in age;
we are different in our legislative authority, our constitutional author-
ity; and we come from differing political philosophies and backgrounds
across this country. And it is really this diversity which in one sense
makes this country so strong. It also makes it extraordinarily difficult
to legislate for every agency of government across this country.
Therein lies the weakness in many of the categorical programs, al-
though I strongly support the continuation of many of those programs
and the very strength of general revenue sharing because it does
recognize the differences. It (loes recognize the fact that those people
at the local level who are most familiar with their limitations and the
needs of their people are in the best position to determine how funds
should be spent within the general framework and the general policy
established at the Federal level.

I, for one, am not opposed and feel quite strongly that the Federal
Government should maintain a very strong hand in establishing policy
and establishing standards for this Nation and establishing goals.
But programmatically, within those broad policy constraints, I feel
equally strong that those at the local government can operate most
effectively and efficiently and develop the programs that are needed
to meet those Federal goals. General revenue sharing gives us this
opportunity.

Oftentimes because of the size of the Federal budget, I think that
our pleas are not considered to be very extraor(inary .-To(lai, in tho
head lines of the Times Picayune, which is a major newspaper in tile
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State of Louisiana and perhaps a large part of the South, the major
headline says that New Orleans is going to face an $8 million to $10
million deficit in thtis-4oming calendar year. We have stated this for
sometime. It just remains to be seen wiat that deficit finally resolves
itself to, not whether or not we will have a deficit. That, too, in fact
will not be understood when at the end of the year we (1o not, show a
deficit, because by law we must-balance that budget. It will be balanced
even if it means that the services must be drastically reduced. That is
the only alternative. Revenue sharing will not close that gap for us
because that gap will be there even with revenue sharing. I do not
know how we want to close that budgetary gap, nor (toes anyone else.

I submitted to the legislature a proposal for taxing authority for
three additional taxes this year to be imposed by the city of New
Orleans on people living within the city of New Orleans. On the
advice of my legislative floor leaders, I withdrew that package because
it did not appear to have a chance of passing. These were not taxes
imposed by the State legislature on the State for transferral to the
city of New Orleans, nor taxes imposed by the State legislature on the
peol)Ie of the city of New Orleans for the people of the city of New
Orleans, but rather simply the authority of the city council to impose
taxes if they chose to (to so and I could not pass it through the State
legislature.

We will continue to try, but, without general revenue sharing, the
defiit will run up froin $10 million to some $28 million.

Now admittedly, when you are fooling with a budget of $370 billion,
that (loes not soun(l like a lot, of money; but the Federal budget is
about 3,000 times the budget of the (ity of New Orleans. Now if
you will multiply $10 million time,; 3,000 it, I l)elieve, will come out
somewhere aroun(l $30 billion.' If you multiply it times $20 million,
it would look like $60 billion; and if you multiplied it by $28 million,
well, you are very close to $85 billion. I have not figured that, out,
but that would be the Federal equivalent of the deficit with which we
would be faced without general revenue sharing.

And I might say that we woul(l be faced with that deficit without
1 cent of borrowing capacity which the Federal Government has,
though it necessarily is not, pleasant to have to borrow the money.
We would not have the authority to borrow nor taxing authority to
cover that deficit.

Now I dare say that if the Federal Government were placed in this
posture, it would find it a very difficult. problem to resolve because
even with the borrowing capacity, there is great consternation at the
national level to(ay, as there should be, about deficit of billioni,
even though it can be met at least temporarily by borrowing. Local
governments really (1o not have that authority. Needless to say, a
deficit of that consequence would completely destroy that city
government.

If there were programs that, could be cut back some savings could
be had but surely not to the extent of $28 million, and I can assure you
not to the extent of $10 million, because the services which that city is
rendering are today inadequate. We are not engaged in programs that
are normally construed to be extremely expensive or even wasteful.
We (do not, operate welfare. We (o not operate education. Most of the
categorical or social programs are conducted by categorical grants
from the Fe(eral Government. We basically put the policemen on the
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street, the firemen in the stations, and pick up the garbage and pave
and repair streets. Yes, we also have some libraries and we conduct
some recreation programs, inadequate as they are, and regulate the
taxi bureaus and a few other services. But by and large the bulk of
that city's budget is taken up in police protection, fire protection,
streets, and sanitation. Whtn you get beyond that, the services are
indeed minimal.

I do not know how in order to close that budgetary gap we are going
to be able to reduce the police department in a city in which crime is
constantly on the rise. Hopefully, not rising as rapidly as it has in the
past, but nonetheless at frightening levels and continuing to rise.

Likewise, in the fire department, which members maintain is very
undermanned, so too, with the great backlog of street improvements-
and in the sanitation department, and one need only look at the major
cities in this country to find that there is, indeed, great filth and dirt
on the streets of the cities, the underfunding of cities and of other
governmental agencies has a rather pernicious effect.

Now, sometimes, it is not too evident because those of us in public
office develop a sense of survival. We know those things that are
going to have a dramatic impact on the electorate. We Tnow those
that can be done that do not cause such a dramatic impact and would
make us look a little better in our accountability. For instance, it is
quite easy to defer maintenance on public buildings or on equipment.
t is quite easy, for instance, to ignore parish prisons and not do the

necessary improvements and let a successor face the problem of con-
structing an entire new building, long before that building's life should
have expired.

It is easy to do that with capital equipment, which, instead of having
a normal life of 10, 15, 20 years, finds itself already being worn out
and having to be scrapped. It is quite easy to do that with streets.
And, consequently, underfunding causes an enormous backlog of very
essential needs that go unmet.

Most of the cities of this country are very poorly funded and very
poorly funded for a numberof fundamental reasons.

No. 1, we all have limited political jurisdictions. The boundaries
of those cities, also the boundaries of the city of New Orleans, were
prescribed years and years ago. Our last annexation, Senator Long,
was more than 100 years ago, and we have virtually built our
boundaries on the east and the north and the south. We cannot annex
any more territory, and yet, we constantly find ourselves having to
maintain services for everyone who lives in the area. And I know you
know that story quite well, so I speak basically for the record, this
morning.

And, yet, with a population that is growing older and poorer, it is
very difficult for those who are left in the cities who do not want to
leave to support the services not only for themselves but for a growing
population outside of those cities.

There is another factor that is not often spoken to and that is that
there are changes that have taken place, and thank God, for the
better, imposed upon us by the Federal Government. And, I say
thank God for the better, because it has been the Federal Government
either through the court system or Federal legislation that has brought
about a degree of equality in this country.

KZ 52-602 0- 75 - 21
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Prior to that movement, there was an inequitable expenditure of
funds at the local level on the haves as distinguished from the have-
nots, not necessarily racial in overtone, but certainly somewhat,
but also with economic overtones.

The better neighborhoods got the street improvements and the
parkways and the public improvements and the police protection.
The poorer neighborhoods did without.

With those policy changes, as I said, either through Federal legis-
lation or through the courts, we now find local governments making
an effort, not only to spend money fairly, but in many instances, to
play catchup in those areas of our communities which were badly
neglected.

And, consequently, the burden now compounds itself with less
money and with the obligation to care not only for those portions of
the cities that were being cared for before, the entire city, trying to
play catchup and providing for those who live outside of the city. So,
it is no wonder that general revenue sharing, when it was finally
passed, was met with ecstatic acceptance by the local officials of
this country, and, for the most part, I think the record has been good.

I have certainly come today to answer any questions on the record
established by the city of New Orleans. I think the same could be donor
by every president of parishes and mayors of this country.

All of us do not handle the money the same way, and that is how we
interpreted the law. It gave us an appropriation with money and said
to turn in youf own local priorities.

Many of us were quite skeptical about the future of revenue sharing,
though I was not, and I have been confident it would be reenacte d.
I hope that I have seen nothing to shake that confidence, but there
were many who did not believe because of a long legacy of policy
changes and broken promises. Consequently, they spent all of their
money in one-time projects, some because that is where the need was
the greatest, others because they feared that the program would not
be continued, not only after the 5 years, but would not be continued
beyond 1 year.

So me communities banked the money for fear that spendingit
would force them into an ever-increasing level of expenditures. We,
in the city of New Orleans, tried to program the money over a 5-year
period and phase our $14 million and now $18 million into the budget
over a 4-year period of time.

Initially, the bulk of it went into capital expenditures and repair
of buildings that had been long neglected and certain physical improve-
ments that we could make. I had hoped to put 25 percent in the first
year into operation and 75 percent into capital, the next year 50-50,
then 75-25, and, eventually, all of the money into the operating sido
of the budget.

Determined as we were, we were not able to hold that line. We im-
mediately began to put more into operations than we had hoped.

For the most part, this year we put virtually all of our money,
with the exception of a couple of million dollars, into the operating
side of the budget. But, money did not, in fact, go into expanded
social programs. There was some minor expansion, but, I must say,
that money was very limited. It went into the basic services I referred
to before: fire, police, sanitation, sewage, and other areas that were
absolutely essential.
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Today, we have, in fact, infused all of that money into our operating
and capital budgets and find ourselves, even with that, facing a $10
million deficit.

Now, one might say, well, Mr. Mayor, it seems to me that the answer
to your problem is to get yourself a new mayor because obviously
you do not know how.to run the affairs of your city. Well, that is
quite possible and there would be some who would argue that point
very strongly to you, although I do not think that it is very valid.

The fact of the matter is that our revenues are growing at approxi-
mately 2 percent a year. We are not a growth community. We have
lost population between 1960 and 1970; and I suspect that we will
continue to losepopulations. though I hope not at the same rate.

Though the demands on local government continue to grow and
our expenses rose at the rate of about 8 percent a year, general revenue
sharing helped us close the gaps that would have been deficit gaps
that we would have been facing each year. We would normally face
a $8 to $10 million gap each year on a growing basis and on a con-
tinuing basis so that it would be, if we used $8 million, and then $16
million, and then $24 million because we have charted it out to over
a 5-year period.

But the fact of the matter is, general revenue sharing helped us
close that gap. Certain intergovernmental transfers from State
governments helped us close the gap the next year, but now we have
tapped out of those and are faced with a new deficit this year, even
on top of general revenue sharing if it is to be reenacted.

I can only tell you, and I say just as strongly as Mayor Dumas did,
that it would surely be disaster for the city of New Orleans and I
think disaster for this country, if general revenue sharing were not
reenacted and reenacted in such a way that the chief executives of
the local governmental units could depend on that source of financing
and enacted in such a way that there is some growth in the program.

There are those who feel that perhaps certain cities could be doing
more for themselves, and that may be true of certain cities, and that
certain counties could do more and surely that States could do more.

That may be so. I cannot solve the problems of the world any more
than can this committee. But I can only speak to you about my city
and tell you that without general revenue sharing there is not any
earthly way to maintain any sense of order or any continuity or
effective government in that community.

Now, Senator, I have spoken much longer than I had anticipated.
And I know there has been a great deal of rhetoric on general revenue
sharing and perhaps there is some need for detailed information. If I
can provide it for you, I shall be happy to do so today.

TheCHAIRMAN. I think you made a fine statement, Mayor Landrieu,
and I believe the record should reflect the magnificent contribution you
have made in the area of revenue sharing. I believe you were the chair-
man of the Mayors Conference at the time the revenue sharing pro-
posal was first made, and I think you were one of the earliest sponsors
of the idea. Is that not correct?

Mr. LANDRIEU. Well, in fact I was chairman during part of that,
Senator, of the legislative action committee. I have not yet been so
honored, as being chairman of the mayors of this country.

The CHAIRMAN. I know you have played a major part, because I
have attended some of the meetings, including one in New Orleanf
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which was held-I suppose that was the committee working on revenue
sharing.

Mr.tANDRIE.U. The legislative action committee,,yes.
The CHAIRMAN. I have been convinced, Mayor Landrieu, that you

need some money to help the cities and that this money should not be
in a categorical aid program.

How much money is the Federal Government providing for New
Orleans this year in categorical aid?

Mr. LANDRIEU. Senator, I honestly do not have that figure for you.
We will receive close to $18 million in general revenue sharing this
year. We will also receive-

The CHAIRMAN. Can you supply the categorical aid program figures
for the record? I think that would be adequate.

[The information referred to follows:]

CITY OF NEW ORLEANS

FEDERAL CATEGORICAL FUNDS IN 1978 CITY BUDGET BY CITY AGENCY AND FEDERAL
SOURCE

Operating budget

1. Alcohol Safety Action Project:
Department of Transportation----------------------

2. Mar.power and Economic Development:
CETA: I

Title I.....................................
Title II.
Title VI------------------------------------

3. Criminal Justice Coordinating Council:
LEAA:'

Part C -------------------------------------------
Part E__
Discretionary (includes Parish Prison) --------------

Youth Assistant Commission (HEW)-------------

4. Policy Planning Division:
HUD:

a. 701 comprehensive planning------------------
b. Eco analysis grant-------------------------
c. Work-study -----------------------------------

5. Bureau of Drug Affairs:
NIDA I ---------------------------------------------

6. Civil Defense:
D O D --- -- -- -- ---- ---- -- ---- ------ ---- ---- -- -- -- -- ---

7. Health Department:
AFDC (cost reimbursement including dental) -----------
Co-op Health Information System-------------------
TB control-
Rodent control ................................
Lead paint poison prevention -----------------------

See footnotes at end of table.

$476,804

4, 540, 050
4, 128, 536
4, 370, 842

13, 039, 428

2, 455, 774
11,797

7, 421, 307

9, 888, 878
43, 450

9, 932, 328

114, 550
150, 000
92, 000

356, 550

1, 150, 583

75, 000

1, 812, 529
100, 600
52, 310

333, 647
223, 340

2, 521,826
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8. Community Improvement Agency:
HUD --------------------------------------------- 723, 587

Total city operating budget ------------------------ 28, 276, 106

Capital budget for the city

1. HUD, 15 parks and open space ---------------------------- 2,819,615
2. BOR,' Brechtel, Joe Brown, Gertown Parks ------------------ 2, 870, 396
3. HEW,' Carrolton Health Clinic ----------------------------- 490, 000

Total city capital budget ----------------------------- 6, 180, 011

Total categorical funds in 1975 budget ------------------ 34, 456, 117
Manpower grants shifted from categorical to block grants in 1974.

2LEAA, other than discretionary, are block grants to States HEW funds, Including drug abuse, are
channeled through the State. Bureau of Outdoor Recreation (Interior) funds are disbursed by the State
according to a State plan.

Mr. LANDRiEU. They are very significant. We are receiving $14
million in community development funds. It is a very significant pro-

-gram, an excellent program, and next to general revenue sharing, per-
haps the most significant program that Congress has enacted or he
cities of this country.

The CHAIRMAN. I am not being critical. All I am saying, Mr.
Mayor, and I do not want to get into specifics because I want to get
on to something else this morning is, ifI understand correctly, that
the proposal by President Nixon was to provide general revenue
sharing to help State and local governments with their budgetary
problems that existed at that time and to help restore independence
to local government; that was not to be a tradeoff for the State and
local governments taking over the categorical aid program. That was
specifically understood.

Mr. LANDRIEU. You are absolutely correct about that, Senatoi.
As a matter of fact, one of the difficulties that any of us has in com-
puting accurately the amount of categorical grants is that in many
instances those categorical grants bypass local governments and are
not administered by the local governments.
- When you get into HIEW, there are a maze of grants that come
into the community and flow around the local government. I am not
opting for control of those grants. I simply say it becomes a difficult
thing to measure. Some of them are not limited to the boundaries of
our jurisdiction. They may be regional in scope. We do have a handle
on LEAA money but that goes through the State and then by ap-
plication from the local government to the State LEAA for particular
grants.

There vere su-b7sdized housing programs that did not come directly
through the city but either went through a housing agency or directly
through the Federal office in the local area to the builder; and there
are just hundreds oT those grant programs that do not lend direct
support to the local government but nonetheless may very well be
worthy but they are costly to operate.
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We still feel that the Federal Government has to maintain a strong
categorical grant program even though they do not come directly
to the cities in many instances because many of them are R. & D.
programs, many of them are to carry out specific and narrow ob-
jectives of the Federal Government. Under no circumstances would
we have accepted general revenue sharing as a tradeoff for categorical
grants.

First, of all, the amount of money that most of us were receiving in
categoricals exceeded that which was contained in the general revenue
sharing bill. It was specifically stated to us on more than several oc-
casions by the President personally and by a spokesman for the
administration, that general revenue sharing money was over and
above all the then-existing categorical grant programs.

However, I must say that the President at that time did state that
he disagreed with some of the categoricals and irrespective of the pas-
sage of general revenue sharing was in fact going to impound certain
funds and eliminate certain programs. It perhaps was a strategy in
order to gain the necessary support for special revenue sharing, which
later became the community development block grant system; if
indeed it was a strategy rather than a matter of political philosophy, it
did cause some confusion for which we are paying today.

But no, sir, you are absolutely correct. This was money over and
above that which was then being expended on categoricals.

The CHAIRMNAN. I just want to make one other point which I think
supports your case, and I think it is more appropriate that I make it,
rather than you or one of the other witnesses speaking on behalf of
State and local governments. The President recommended that
revenue sharing be continued. He also recommended a $16 billion tax
cut. Now, I do not think that the President or any President would have
recommended a $16 billion tax cut with the thought that he was plan-
ning to cushion the tax cut by leaving all of the State and local govern-
ments in distress by cutting off the money that had been going to them.
The Congress voted a bigger tax cut and the President finally signed
what we sent him, a $22.8 billion tax cut. I do not think the Congress
would have passed that major reduction in Federal revenues with the
plan of being an Indian-giver, of giving a tax cut to people and taking
the money away from their local governments at the same time; ust
as I do not think the President would have projected a $52 billion
Federal deficit which he now estimates to be $60 billion and which the
congressional-Budget Committees forecast at $69 billion to help meet
the economic situation we have now, with job programs designed to
put people to work in local communities, on the theory we can afford
that, but that we cannot afford to continue the help we are givin to
the States, cities, and other local governments for the vital work they
need it for. Is it not correct that the great majority of cities in this
country would be left in distress, if not to the extent of New Orleans,
at least to a considerable degree, if their revenue sharing money were
terminated this year?

Mr. LANDRIEU. I do not think there is any question about that,
Senator Long. As Mr. Dumas pointed out and I echoed, we are not
monolithic, so it is difficult to say every city or ever county; but I
think I can speak with some authority that New York City, even
with-general revenue sharing, is in a total state of financial crisis at
this moment; that so are the-cities of Detroit, Newark, Cleveland,
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and St. Louis, and the city of New Orleans and many, many others.
There are certain cities that are experiencing phenomenal growth and
economic booms today. But it is just a question of time before those
cities experience the same infirmities that most of the older cities face.
So I have no hesitancy to say to you that without the reenactment of
revenue sharing, there will be unquestionably a disaster, a domestic
disaster of a magnitude never before seen by this country and never
quite envisioned. It would not make any sense whatsoever to grant a
$16 billion tax cut and then force local governments to raise the taxes
to an equal amount of money because the taxes which we would have
to impose would not be a progressive tax, but either a sales tax or a
property tax, which are far more regressive and harmful to the indi-
vidual than is the progressive income tax.

So, I think as a matter of economic policy, though I certainly do
not qualify as an expert in that field or any other, I think it would
be a disastrous exchange of dollars.

The CHAIRMAN. I hope you will take this message to the other
mayors, Mayor Landrieu, and Mayor Dumas who is still in this room,
the former president of the National Association of County Govern-
ments, that revenue sharing will be continued and will be every bit
as helpful as it was in the past, and maybe more so, provided that the
other mayors and the other county officials do what you two have
done. Now, if all of those people just sit at, home and take the program
for granted, then they should not be surprised to find it has been dis-
continued. But if they work as hard as you two have worked, I do
not have the slightest doubt that revenue sharing will be continued.

I think the warning should go out that there is some difficulty in-
volved here, especially on the House side.

Mr. LANDRIEU. Let me say one other word, and I know we have
our homework to do. There is one issue that seems to attract a great
deal of rhetoric, and that is the citizen participation.

Again, it is difficult to speak in generalities and be absolutely ac-
curate. But for the most part, in the vast majority of cases, there is
no government that operates as openly as local government-not be-
cause you do not want to, but simply because there is a limitation on
the amount of your time. If you are in the business of managing the
country, you obviously have to be somewhat more limited in the
accessibility of 200 million people to you than if you are operating a
small unit of local government. There is not a pub.ic official closer to
the people than the mayor of a small town. Even I, as the mayor of
a city of 600,000 people, am more isolated and can give less attention
than the mayor of a town of 500 or of 2,000. That man lives there
day and night. People do not have to call and ask for an appointment
or a special hearing. They are waiting on his doorstep when he gets
home at night. They are meeting him in the barbershop.

The CHAIRMAN. Sometimes they wake him up in the middle of the
night, too.

Mr. LANDRIEU. There is not any question about tbat. Even in a
city our size, which is a large city by national standards, certainly
in the top 25 cities of this country, the people of that community
have access to that city council. All they have to do on any given
Thursday, without invitation, is to walk into that council chamber
and raise their hand and speak. You cannot do that in State legis-
lative bodies. You can speak before the committees, but the time is
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extraordinarily limited and then if you are on the agenda, you
get a chance to speak. if you are invited to speak, you may do so.

I argued before the legislature the other day one of the most
significant bills to come before that body, in my judgment, that
would have an enormous impact. Congress will be dealing with similar
legislation and that is on compulsory arbitration for wages, salaries,
and working conditions of employees. The entire amount of time
assigned for that debate was less than an hour for both sides.

I am not being critical of the legislature because having served
there I understand the limitations under which they work. But
councils are continuing bodies. City hall is constantly open. We have
one uniformed police officer in that entire building. Anybody who
wants to walk up into that office is going to get-a hearing. If they do
not see me personally, they are just going to walk into somebody's
door and get a hearing. That is true of every council. If you did not
do that, you could not get elected to public office at the local level.

We do have a very open budgetary process. One of the problems
is that it is difficult to get the public interested in detailed financial
matters. Mayor Dumas pointed out, I think quite vividly, that if
you had a zoning matter, or a liquor permit, or antivivisection, you
can pack that council chamber; but we can advertise as often as we
want to the fact that that budget is coming up and we are going to
spend $140 million, and if there are more than 10 people in the chamber
when that budget is adopted, there will be plenty of people-simply
because it is an issue with which they do not really care to deal.

Now, you have certain interest groups, legitimate, who are there,
whether they be from the symphony or the opera or from the medical
side, staff people, those who are heads of organizations that repre-
sent special interests-good interests, but nonetheless special interest-
who appear, but it is extraordinarily difficult with the broadest kind
of advertising to get that kind of participation that has been hoped
for under this bill.

We have treated our money exactly like we treat our property
tax revenues and our sales tax revenues. We place it in the budget;
we have open departmental hearings; we have open city budget
hearings; and then the final adoption of the budget is very open and
before which citizens may certainly speak.

The problem is you oftentimes get the complaint from people
who do not get what they want in the budget and then say the process
is closed and not opened. That is not the thing. It is that they did not
get what they wanted because the priorities were set in a different
way by people who saw the priorities in a different light. But it is
quite easy for special interest groups to make the allegation that the
process is closed and, therefore, you should not have general revenue
sharing. Nothing could be further from the truth, at least in my city,
and I think that is true in most governmental jurisdictions across this
country.

The CHAIRMAN. Thank you very much.
That concludes this hearing.
[Whereupon, at 3:04 p.m., the committee recessed, to reconvene 10

a.m., May 22, 1975.1



GENERAL REVENUE SHARING

THURSDAY, MAY 22, 1975

U.S. SENATE,
SUBCOMMITTEE: ON REVENUE SHARING

OF THE COMMITTEE ON FINANCe,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m., in room 2221,
Dirksen Senate Office Building, Senator William D. Hathaway
(chairman of the subcommittee) presiding.

Present: Senators Hathaway, Nelson, and Packwood.
Senator HATHAWAY. The subcommittee will come to order and we

will continue the hearings on revenue sharing.
Our first witness this morning will be Mr. George Rienke, county

executive, Dane County, Wis.
Mr. Rienke, we will make your entire statement a part of the

record. And if you would summarize it, we would appreciate it.

STATEMENT OF GEORGE RIENKE, COUNTY EXECUTIVE, DANE
COUNTY, WIS.

Mr. RIENKE. Dane County, with a population in excess of 300,000
ranks second in size in the State of Wisconsin. We have 35 townships,
20 villages and 5 cities-all receiving Federal revenue sharing funds.

By the end of 1975, Da ie County will have received $7.9 million
through the Federal revenue sharing program. By placing
these funds in a separate trust account, as required by law, an addi-
tional $240,000 in interest has been earned to date, making a total
of $8.2 million available.

The table indicates, in detail, the priority expenditure categories
in which these moneys have been expended. On a percentage basis,
funds have been expended as follows: Public safety, 59 percent;
public health, 9 percent; and, as you can see," lower percentages in
other areas. One might ask why such a large percentage for public
safety. Law enforcement ranks fourth in cost in our county, behind
social services, transportation, and hospital arnid elderly care, which
receive greater support through other State andFederal aid programs.

[The table referred to follows:]
(825)
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DANE COUNTY, WIS., FEDERAL REVENUE SHARING FUND EXPENDITURES

Proposed
Classification Actual, 1973 Actual, 1974 197 Total

Public safety -------------------------------------- $2,118,375 $1,771,500 $967,794 $4,857,660
Environmental protection ---------------------- 120 625 70, 860 87, 342 278, 820
Health ............................................. 000 283,440 112, 330 726, 776
Recreation --------------------------------------- - 121,000 .............. 100,000 221, 007
Financial administration ---------- _---------------- 278,000 236,200 94,381 8581
Human resources --------------------------------------------------------------- 548,206 548,206
Juvenile court program ---------------------------------------------- 438,188 438,188
Capital expenditures ------------------------------- 2 77,737 ........ 215, 000 492,737

Total -------------------------------------- 3,246,737 2,362,000 2, 563, 241 8,171,978

In years prior to revenue sharing, we utilized State and Federal
grant moneys to hire new personnel, to purchase specialized equip-
ment, to provide- for training and education of law enforcement
officers, to broaden our scope of services for our metropolitan area
which has had a population increase of 35 percent since 1960. When
these grant moneys dry up, and we determine the need for these
services still exists, the burden for paying for the service falls upon
the shoulders of the local property taxpayer. To reduce this burden,
revenue sharing dollars have been apl)lied to offset a property tax
increase. This application of revenue sharing funds was strongly
recommended by the Governor of the State of Wisconsin to our
counties and local units of government.

Initially, the finance committee of the county board established
the priority expenditure categories. This procedure has now been
changed. In 1974, 1 took this matter to the people. A series of eight
meetings were held in different areas of the county and citizens
were invited to participate in a discussion of county government
operations, including the expenditure of Federal revenue sharing
dollars. In addition, annual budget hearings are held by the county
executive on department requests and requests of nonprofit organiza-
tions. As many as 30 public meetings are held with the time and
date being publicized and direct invitations sent to various interested
groups such as the League of Women Voters, the Greater Madison
Chamber of Commerce, the Wisconsin Taxpayers Alliance, the
Capital Community Citizens plus local officials and the news media.
Still further communication with the public is gained through a
weekly half-hour television program on county government.

Through this process, priorities have been realined with a greater
emphasis being placed on human resource needs, juvenile problems,
day care, senior citizen services, and specific capital improvements,
including the purchase of a juvenile shelter home and a park depart-
ment and public works maintenance building.

Many human resource programs receive some type of State and/
or Federal support. However, this sul)port only covers mandated
services and falls short of funding optional services that are unique
to our county such as: Outreach workers for continuing senior citizen
programs to stimulate the volunteer efforts of church groups, social
and fraternal organizations, service clubs and local officials; drug and
emotional crises intervention services generated by the large con-
centration of the student population; and aquatic weed programs
demanded by citizens to improve the recreational capabilities of our
lakes.
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Dane County has responded to citizen needs and demands for
services by taking over Madison's municipal airport; is currently
getting State approval to establish a county-operated landfill location;
and has seen the need to financially cooperate with the State of
Wisconsin in setting up almost 50 county-operated special handi-
capped schools in the areas of the educable, trainable, emotionally
disturbed, special learning and early childhood areas. Since 1955,
Dane County has shared handicapped student transportation costs
with the State.

It is my prerogative, as county executive, in submitting the proposed
annual county budget to the board of supervisors for their review and
approval, to decide on the priorities of expenditure as determined by
the information obtained during the budget preparation period and the
result of invited continuous citizen participation.

The existing Federal revenue sharing program, as compared to other
Federal aid programs for specific purposes, has allowed management to
establish priorities at the local government level, based on our partic-
ular needs and economic conditions. This method of returning feder-
ally collected tax dollars to local units is in many ways superior to the
block grant type of allocation of Federal aid and I urge its continuance
at no less than the present level. Too often, block grant funds for
specific purposes become available on short notice for a limited period
when local matching moneys are not readily available and cannot be
promptly appropriated. To allow for a balanced adequate level of
county services, categorical, block, and revenue-sharing grants, as
Federal financial aid, are all needed.

Generally, I support the present formula which is based on popula-
tion, tax effort, and per capita income factors. While I feel that restric-
tions on the use of funds should be eliminated if the program is con-
tinued, if this is not acceptable, then I would suggest that the guide-
lines be changed to allow: No. 1, for the placement of funds directly
into the recording of the receipt of such funds in a separate account,
in a fashion similar to other funds earmarked for specific purposes,
thereby eliminating special charges by banking institutions associated
with the handling of trust accounts. Funds received are presently
placed in a separate bank account and interest is earned on such de-
posits and kept in the separate account. Only after expenditures have
actually been made in the authorized categories, are these funds trans-
ferred to our working bank to, in effect, reimburse regular accounts.

No. 2, the elimination of the planned use report and its publication
when public hearings have been held to establish priority expenditure
categories. I

No. 3, for notice of calendar year allocations to provide timely loca
government budget information.

No. 4, for additions to the formula of distribution to consider the
rate of inflation and other specific economic conditions.

We list Federal revenue-sharing amounts and interest earned on
;uch funds to date. While the Juy and October 1975 payments are
mown, they are not yet received.
[The table referred to follows:
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DANE COUNTY, WlS., FEDERAL REVENUE SHARING RECEIPTS, 1972-75

Date received Receipt Interest Tots

1972: December --------------------------------------- 95-2. 375------------- 952, 375
1973:

January --------------------------------------------------- 913, 901 .............. 913,901
April -------------------------------------------------------- 539,06 .............. 539, 096
July- ------------------------------------------ 539,097---------------539,097
October- - - -.......................................480,291 $95,847 576,136

1974:
January ----------------------------------------------------- 480,291 .............. 480,291
April --------------------------------------------------------- 480,291 -------------- 480,291
July-------------------------------------------480,294---------- - 9 .............. 48,294
October ------------------------------------------ 647,217 124,768 771, 9115

1975:
January ----------------------------------------------------- 647,217-647, 217
April ------------------------------------------------------- 647,217 .............. 647,217
July ......................................................... 647, 217 ............ . 647, 217
October ...................................................... 502,752 18,384 521,136

Total ...................................................... 7,957,256 238, 999 8,196,255

The schedule entitled, "Budget Fund Allocation--Surplus and Rev-
enues" is furnished to show the relation that Federal revenue sharing
funds have to the total of budget funds appropriated, other revenues,
and the-final county tax levy. You should particularly notice the
increase in funds being allocated annually for county expenditures.

[The table referred to follows:]

DANE COUNTY, WIS.
BUDGET FUND ALLOCATION-SURPLUS AND REVENUES

1970 1971 1972 1973 1974 1975

Highway:
Operation and maintenance-...1 133, 305 2, 365,240 2,489, 554 2,931, 527 3, 024, 90 3,549,753459, 049 2040,819 2551,362 2 , ,, 2,118,208Outlay-improvements ............ 2,49 295 2,643 21 055,0

Subtotal..............-3592354 4,406,059 5,040,916 5.226,590 5,113,808 5,667,961
Surplus and revenues----------1:,733,139 2,323,208 2,636,824 2,806,107 2, 691,050 2,547,746

Net highway cost ----------- 1,859,215 2,082,851 2,404,092 2,420,483 2,422,758 3,120,215

General government:
Operation and maintenance -- 24, 448,266 28, 501, 529 33,704,6 39 140,924 40,132,531 49,217,154
Outlay-improvements ---------- 1, 115, 796 1,440,203 1,243,800 1,773,i83 2,748,237 3,394,706

Subtotal---- ---.------- 25, 564,062 29 941,732 34,948,656 40,914, 107 42, 880, 768 52,611,860
Surplus and revenues---------14, 578, 098 19:578,214 20,134,690 30, 768,928 32,569, 804 41, 239, 736

Net general government costs. - 10, 985,964 10, 363, 518 14,813,966 10, 145, 179 10, 310,964 11, 372, 124

Tax levy ............-............ 12,845,179 12, 446,369 17, 218,058 12,565,662 12,733,722 14, 492, 339
Federal revenue sharing funds I .............................. 1,470,378 1,500,000 2,362,000 2,541,651
Total budget funds allocated ......... 29, 156,416 34,347, 791 39,989, 572 46, 140, 697 47, 994, 576 58,279, 821

I Included in gneral surplus and revenues above.
'Shown as 1972 anticipated revenue in 1973 budget

On the next chart you will see that for the year prior to the receipt
of Federal revenue funds, Dane County had the highest property tax
levy ever, $17,218,000. For us, the Federal revenue sharing was timely
and came shortly after we had experienced a taxpayer revolt and when
many property tax payments had been made under protest. Should
the current Federal program be discontinued at the end of 1976, the
net effect would be an increase in the county property tax levy which
would be passed on to the local towns, villages, and cities and would
more than likely, result in a reoccurrence o taxpayer protest. While
the majority of local officials will continue to do their best to hold the
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line on property taxes and still meet the demands for quality services,
Federal Government support through the reenactment of the State
and Local Fiscal Assistance Act is important.

[The chart referred to follows:]

DA.E COUNTY, WISCONSIN

TAX LEVIES

1970 - 1975
(Budget Years)

MILLION

18

17

16 ,

15 .... ......__ __ _ __ __ _

14 . ... _

13 _ _, _ _ _

12

11

10

1970 1971 1972 1973 1974 1975

The schedule shown on page 11 shows the effect that revenue sharing
has had on the property tax mill rates of Dane County's 60 towns,
villages, and cities. The rates, highest in 1971, generally decreased, in
part, because of revenue sharing fund receipts. Itshould be noted that
the tremendous increases in the equalized valuation, established by
the Wisconsin Department of Revenue, of all real and personal prop-
erty, has generally resulted in lower tax rates, although increasing tax
levies have still resulted in bigger tax bills. Real and personal property
valuations, principally through the appreciating of lend and property
values, have increased sixteenfold in -Dane County :rom $250 million
in 1945 to over $4 billion today. Most of this increase has occurred
during the past 10 years.



The net effect is that often, though lower mill rates are applied,
the owner of the same property continues to pay higher taxes. When
this taxpayer is retired or living on a fixed income, the tax burden is
awesome and certainly, through the continued receipt of Federal
revenue sharing funds, his burden can be lessened.

[The table referred to follows :]
DANE COUNTY, WIS.

LOCAL UNIT-EQUALIZED PROPERTY TAX RATES (PER $1,000)

1970 1971 1972 1973 1974

TOWNS
Albion _---------------------------- 24.87 25.80 21.36 17.90 18.18
Berry----------------------------29. 36 31.22 24.47 22.45 24.03
Black Earth........................ 27.65 28.27 20.04 20.56 22.61
Blooming Grove ....................... 24.87 27.78 25. 47 22.80 23.17
Blue Mounds ----------------------- 22.61 22.61 21.45 20.43 21.56
Bristol ............................... 25.37 26.68 20.58 20.00 24.44
Burke ............................... 24.02 26.79 23.37- 19.93 22.63
Christians ............................ 27.28 31.76 24.55 22.65 22.44
Cottage Grove- .--..------------------ 37.72 30.80 23.93 23.15 25.04
Cross Plains .......................... 27.03 29.45 23.23 21. 78 22.34
Dane ................................ 24.83 28 38 21.99 20.70 20.24
Deerfield ............................ 27.88 31. 13 24.80 23. 53 23.64
Dunkirk ----------------------------- 25.39 27.23 23.47 20.37 21.45
Dunn ............................... 26.12 29.32 - 23.15 20.45 21.76
Fitchburg -------------------- ------ 26.18 28. 41 23.93 24.16 26.36
Madison ---------------------------- 27.44 26.12 23.93 24.39 27.44
Mazomanie -------------------------- 26. 07 27. 10 21.55 20.14 20.58
Medina ----------------------------- 24.76 28.11 19.64 18.50 23.11
Middleton ......................... 31.65 27.97 26.38 21.92 22.85
Montrose .......................... 23.78 27.82 23.59 19. 34 20.46
Oregon ............................. 28.13 30. 82 24.59 20.34 22.44
Perry ............................... 23.73 28.14 20.52 19.98 21.08
Pleasant Springs ..................... 27.23 26.43 21.41 19.14 20.42
Primrose -------- _------------------ 25.52 30.11 21.60 19.93 18.67
Roxbury ............................ 25.10 26.41 20.85 17.60 20.27
Rutland. ............................. 24.72 27.18 22.25 19.31 21.15
Springdale ......................... 22.97 27.46 23.02 20.07 21.64
Springfield .......................... 24.44 27. 58 21.14 20. 57 21.33
Sun Prairie ......................... 24.05 26.59 23.34 19.24 20.64
Vermont ............................ 25.46 28 32 17.73 19.53 21.29
Verona ............................ -25.23 28.10 22.43 20. 89 23.55
Vienna .............................. 24.52 26.15 21.99 18. 99 19.93
Westport ............................ 24.38 27.31 24.23 20.41 20. 99
Windsor ............................ 22. 75 27.81 22.25 20.25 21. 32
York ................................ 25.74 27.22 21.26 20.52 23.55

VILLAGES
Belleville ..................... 32.08 30.84 27.94 23.85 26.33
Black Earth........................ 33.06 32.92 27.00 22.15 17.75
Blue Mounds ......................... 26.00 23.28 19.46 19.72 18.42
Brooklyn ............................ 35. 70 35.17 31.24 26.49 32.42
Cambridge .......................... 29.69 36.36 28 29 24.86 25.32
Cottage Grove ........................ 27.35 31.19 28.56 25.79 27.49
Cross Plains ........................ 32.34 33.01 29.94 2160 29.33
Dane ............................... 30.79 34.22 29.42 26. 44 27.44
Deerfield ............................ 29.73 29.83 27.38 26.12 26.40
DeForest ............................. 23. 10 26. 99 26.44 25.97 24.24
Maple Bluff ......................... 23. 55 27.00 25.29 25.82 28. 80
Marshall ............................ 30.49 31.29 26.26 23.48 26.14
Mazomanie ......................... 33. 71 34.44 28. 65 26.84 26. 56
McFarland ........................... 32.55 31.52 28 42 26.93 27.53
Mount Horeb ........................ 29.09 33.45 27.71 21.64 25.97
Oreon ........................... 33.80 34.87 26.43 21.20 24.54
Rockdale .......................... 28. 63 28. 57 26.07 22.61 17.97
Shorewood Hills ....................... 26.66 30.92 25.30 28.00 28.75
Verona ............................... 32.26 33.43 28. 78 24.65 28. 67
Waunakee ............................ 30.18 31.20 28 22 25.95 25. 9

CITIES
Madison.......................... 34.46 37.41 33.55 34.19 32.82
Middlieton .................... 31.04 34.04 28.63 25.56 27.51
Monona .............................. 29.84 32.51 29.69 26.66 27.60
Stoughton ............................ 31.33 30.30 28.24 24.54 27.02
Sun Prairie...................... . 27.91 29.98 24.27 22. 77 26. 72
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While my comments have been generally related to our particular
situation in Dane County, I cannot believe that we are so unique
but that the majority of the other 3,000 counties in the United States
are not faced with the same financial problems as I have called to
your attention in this presentation, and that they would not join
with me in requesting that the partnership in revenue sharing between
the Federal and local units of government be continued.

Mr. Chairman, at this time, I should like to add the following
information, which is taken from the May 1975 report of the Wisconsin
Taxpayer Alliance made a part of the record.

Senator HATHAWAY. Yes, without objection it will be made a part
of the record.

[The material referred to follows:]
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Federal Revenue Sharing
General Provisions. Distribution Formulas.
Allocations to Counties and Large Cities.

Federal revenue sharing is a
5-year program in which a total of
$30.2 billion in federal funds will
be disbursed to the 50 state gov-
ernments and to virtually all of the
39,100 counties, municipalities
and other general local govern-
mental units in the United States.
Revenue sharing began in 1972
and will end in 1976 unless reen-
acted by congress.

Revenue sharing is a unique
federal program in several re-
spects. It has few restrictions on
the use of funds. There are no
eligibility conditions, application
requirements or performance
criteria. The money has been ap-
propriated in advance for the en-
tire program so the funding oper-
ates automatically. (These charac-
teristics are similar to the Wiscon-
sin shared tax system which pre-
ceded the federal program by over
60 years.)

Through June 1974, $14.3 bil-
lion, or almost half of the 5-year
total, had been distributed. During
the 1974-75 fiscal year, another
$6.2 billion will be allocated. The
remaining $9.7 billion will be paid
in the final 18 months of the pro-
gram, which is scheduled to end in
December 1976.

GENERAL PROVISIONS
Eligibility

Only "general" units of gov-
ernment, as defined by the U.S.
Census Bureau, are eligible recip-
ients of federal revenue sharing

-1

funds. School districts and special
districts are not included in the
definition.

In Wisconsin, eligible units are
counties (total of 72), cities and vil-
lages (575), and towns (1,270). Ex-
cluded are all 436 Wisconsin
school districts, the 16 vocational,
technical and adult education dis-
tricts, and special districts, such as
metropolitan sewerage districts
and town sanitary districts.

In addition to general units of
government, the law provides for
disbursement to Indian tribes pro-
viding substantial governmental
services. In Wisconsin, there are
10 tribes receiving funds.

Allocation
All governments are guaranteed

to receive some money, but rela-
tively more funds are allocated to
those units which have fiscal need
as measured by high tax effort
(taxes related to personal income)
and by low per capita income.

Interstate. Revenue sharing
funds are distributed among the
states on the basis of the nore
favorable of 2 formulas. The
"3-factor" formula, which tends to
favor the less urbanized states (in-
cluding Wisconsin), bases the allo-
cation on population, per capita
income, and state-local tax effort.
The "5-factor" formula includes 2
additional components-urban-
ized population and state income
tax collections.

52-602 0 - 75 - 22
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Hypothetical Computation of Area and Local Share
of Federal Revenue Sharing Funds

Population
Personal
Income

Per Capita
Personal
Income

County Area
Town A
Town B
Town C

Subtotal - Towns

City D
Village E

Subtotal - City
& Village

County
Total - County Area

State
Total local portion of

state's revenue sharing
funds - $100,000,000

ASSUMPTIONS

1,000 $ 4,800,000 $4,800 $ 28,000
1,000 4,8ooooo 4,800 23,5CO
1,000 4,500,000 - 4,500 23.500
3,000 $ 14,100,000 $4,700 $ 75,000

15,000 $ 71,250,000 $4,750 $1,000,000
2,000 10.350,000 5,175 125,000

17,000 $ 81,600,000 4,800 $1,125,000

$1,000,000
20,000

4,000,000
$ 95,700,000
$18,000,000,000 1

$4,785
$4,500

$2,200,000

Table continued on page 3.

State-local. The funds allocated
for each state are distributed one-
third to the state government and
two-thirds to local units. This dis-
tribution is the approximate na-
tional split between state and local
expenditures.

Local Distribution. There also are
3 factors in the local distribution
formula: population; relative per
capita income; and local tax effort
(taxes related to personal income).
Local taxes include property and
other general taxes, licenses, fees
and permits. Excluded are taxes
for education purposes, service
charges, interest and special as-
sessments.

Local units receive their revenue
sharing allocations based on their:
population; relative need (meas-
ured by per capita income); and
comparative effort they exert in
meeting their needs (as gauged by
taxes related to personal income).

The table beginning above pro-
vides a summary of the various
formulas and their hypothetical
application in an assumed county
area (consisting of the county gov-
ernment and all local units within
the county).

As indicated in the table, the al-
location occurs in 3 steps: 1) to the
county area; 2) among classes of
government; and 3) to individual
units of local government.

The effect of the various for-
mula factors is illustrated in the
computed payment to the towns.
Although each of the 3 towns has
the same population, there are dif-
ferent combinations of taxes and
personal income, which result in a
different computed revenue shar-
ing allocation to each town.

For example, Town A, with high
personal income but also having
the highest taxes, was allocated the

-2-

TaxesI

g
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Hypothetical Computation Table Cont.

TO COUNTY AREA

Local portion of
revenue sharing X
funds ($100,000,000)

ALLOCATIONS
Formulas and Applications

Taxes
($2,200,000) x

Pop. (20,000) x Pers. inc.
($95,700000)

State per cap.
inc. ($4,500)
Per cap. inc.

($4,785)
Sum of products for Rll county areas (86,5201)

TO CLASSES OF GOVERNMENT (Based on % of total taxes for area.)
Area's

County $500,000
County taxes ($1,000,000)

Area taxes ($2,200,000)

Towns $500,000 x Town taxes ($75,000)
Area taxes ($2,200,000)

Cities &
Villages $W0,000 X City & village taxes ($1,125,000)Area taxes ($2,200,000) =

TO INDIVIDUAL GOVERNMENTS

Allocation
A's pop x

1,000
Town A $17,050 X

.Town B $17,050 X

Town C $17,050 X

A's taxes
($28,000)

A's pers. inc.
($4,800,0OO)

Per cap. inc.
x all towns ($4,700)

A's per cap. inc.
(g4 Rflnnl

Sum of products for all towns (15.9084')
1,000 x $23,500 $4,700

$4,800,000 $4,800
15.9084'

1,ooo x M1A2500. x $,70
$4,500,00 $4,500

15.90842

= $ 6,087

$ 5,142

$ 5,821
$ 17,050

City D (Same formula as for towns, except city information is used.)

Allocation
($255,700)

15,000 x 1I,00,000$71,250,000
X = $231,230

234.6505'

Village E (Same formula as for towns, except village information is used.)

Allc. ation
($255,700) X

$125,0002,000 x $150000$10,350,000

= $500,000

$227,250

$ 17,050

$255,700
$500,000

X $4,800
$5,175

234.6505'
'Assumed.
'Calculated as follows: Town A, 5.6794; Town B, 4.7981; Town C, 5.4309; total, 15.9084.
*Calculated as follows: City D, 212.2050; Village E, 22.4455; total, 234.6505. In
Note: Allocation to Indian tribes, when applicable, based on formula: Area allocation x .

Balance is allocated to classes and individual governments. county pop,

a $ 24,470
$255,700

-3-

IV

X $,0
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largest amount ($6,087). Town B,
which had the same personal in-
come as A but had lower taxes, re-
ceived the lowest allocation
($5,142). Town C, with taxes at the
same level as B but with the lowest
personal income, had an allocation
of $5,821.

Adjustments
The law provides for minimum

and maximum payments. Each
county area, and every unit of
government (except counties)
must receive at least 20% of the
state-wide per capita allocation
(the local portion of the state-local
total divided by the state's popula-
tion). In the example, this would
be $5 per person ($100,000,000 +
4,000,000 x 20%). Thus, local
units which levy no taxes still are
guaranteed to receive revenue
sharing payments.

The maximum allocation to
local units is 145% of the state-
wide per capita figure.

The law provides for another
adjustment limiting revenue shar-
ing to 50% of a unit's total taxes
and state and federal aids.

When adjustments are neces-
sary, the amounts otherwise allo-
cated to similar units are affected
proportionately up or downY The
entire system for calculating allo-
cations and then adjusting them as
necessary depends on sophisti-
cated computer programming.
The illustration on pages-2 and 3 is
a simplified example.

It is virtually impossible for local
officials to determine whether
their revenue sharing allocations
are correct. While local officials
are familiar with their tax infor-
mation, they have no way of con-

firming the accuracy of the popu-
lation or personal income data for
their community, let alone for
other communities in Wisconsin
and other states. The adjustment
factors and the comparative ele-
ments in the formula further
complicate clear understanding
and easy computation.
Use of Funds

State. The federal law places no
categorical restrictions on ise of
revenue sharing funds by the
states. Wisconsin reports that it
uses its allocations for state school
aids.

Local. Local units of government
may use revenue sharing funds on
any capital expenditures and for
operating expenses in 8 "priority"
categories. These operating
categories include virtually all
spending except general adminis-
tration, such as the salary of a city
mayor, village derk-or county reg-
ister of deeds. Consequently, there
are no effective restrictions on
local use of funds.

Property Tax Relief. Although
"property tax relief" is not listed as
one of the purposes of revenue
sharing, it may be a major result.
For example, if a community had
planned to budget $25,000 for

olice department operations-and
5,000 in revenue sharing funds

were anticipated, the $5,000 could
be substituted for part of the
police department's costs, and the
property tax levy reduced by that
amount.

Matching. Revenue sharing
funds may not be used to provide
a local matching share for another
federal aid program, such as a
sewerage disposal facility.

-4-
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Debt. Payments of principal on
debt incurred after January 1,
1972, may be financed by revenue
sharing funds. Payment of interest
on any debt does not qualify.
Reports

Recipients of revenue sharing
must make 2 reports annually.
One is a planned-use report,
which indicates the categories of
expenditures and amounts
planned to be spent in each. The
other is an actual use report, which
shows the amounts actually spent
in each category. A copy of each
completed form must be pub-
lished in a newspaper having gen-
eral circulation in the local unit.
Other Provisions

Fiscal Procedures. Appropriate
accounting procedures must be
used to maintain the identity of
revenue sharing receipts for audit-
ing and accountability purposes. If
these funds are temporarily in-
vested, the interest earned is
added to the amount.

Discrimination, Prevailing Wage.
Funds may not be used to dis-
criminate on the basis of race,
color, national origin or sex.

If 25% or more of the cost of a
capital project is to be funded by
revenue sharing receipts, laborers
and mechanics employed by con-
tractors must be paid the prevail-
ing wage rate for similar construc-
tion in the community. This is in
accord with the federal Davis-
Bacon Act.

Both of these requirements are
standard clauses in federal grants.
INTERSTATE COMPARISONS

The table above compares past,
current and projected revenue
sharing allocations for Wisconsin
and the United States. -

Revenue Sharing - Wiaconsin and U.S.
1972-1976

Category Wis. U.S. % Wis.
& Period (Millions) (Millions) to U.S.

Past Payments
Jan. '72 - June '74 $358.3 $14,281.1 2.51%
Current Allocation
July '74 - June '75 155.2 6,169.0 2.52

Subtotal $513.5 $20,450.1 2.51%
Projected Amounts
July '75. Dec. '76 $241.9 $ 9,675.0 2.50%0

Grand Total $755.4 $30,125.2 2.51%
*Estimated by Wisconsin Taxpayers Alliance.
Source: Based on information from U.S Office of

Revenue Sharing.

Wisconsin, which has about
2.17% of the U.S. population, re-
ceives approximately 2.5% of the
national total of revenue sharing
funds, as indicated in the table.

If this experience continues, it is
projected that for the entire 5-year
program, Wisconsin will be allo-
cated an estimated $755 million of
the $30 billion U.S. total.

Primarily because of its high rel-
ative tax effort, Wisconsin ranks
among the top 10 states in federal
revenue sharing receipts.

For the 1974-75 allocation,
Wisconsin's per capita personal in-
come of $3,032 was dose to the
middle position (22nd ranked),
but its state-local tax effort of

_$155.51 per $1,000 personal in-
come was 3rd highest.

Because tax effort is a major fac-
tor in revenue sharing allocations,
this combination of average per
capita income and high tax effort
resulted in 1974-75 revenue shar-
ing funds of $33.96 per capita
(based on estimated 1973 popula-
tion), which was 10th highest
among the states. Wisconsin has
had similar per capita ranks since
the revenue sharing program
began.
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WISCONSIN ALLOCATIONS

State-local
The table below shows the state-

local distribution of 1974-75 reve-
nue sharing allocations.

Revenue Sharing Allocations
to Wisconsin

1974-75

Total
(Thou. % of Per

Distribution sands) Total Capita

State-Local
State $ 51,727 33.3% $11.71
Local 103,454 66.7 23.42

Total $155,181 100.0% $35.13

Local
Counties $ 52,514 50.8% $11.89
Cities & Villages 43,302 41.8 13.74
Towns 7,475 7.2 5.93
Indian Tribes 163 0.2 27.84

Total $103,454 100.0% $23.42

Source: Based on information from U.S. Office of
Revenue Sharing.

Of the $155.2 million for Wis-
consin, $51.7 million (one-third) is
for the state government, with
$103.5 million (two-thirds) going
to 1,927 Wisconsin counties, cities,
villages, towns and Indian tribes.
Interlocal

Counties and incorporated
municipalities (cities and villages)
receive over 90% of the local por-
tion of revenue sharing funds.
The county share is $52.5 million,
or 51% of the state-wide local total,
while cities and villages are allo-
cated 41%, or $43.3 million. The
balance goes to towns ($7.5 mil-
lion) and Indian tribes ($0.2 mil-
lion).

Per Capita Comparison
The total allocation to Wisconsin

in 1974-75 is equivalent to $35.13
per capita (based on 1970 popula-
tion). It is distributed between

state government ($11.71) and
local units ($23.42).

Among the different types of
local units, the average per capita
distributions vary markedly, rang-
ing from $27.84 per person to In-
dian tribes to $5.93 per capita in
towns. In cities and villages, the
average-per person distribution is
$13.74 and in counties, $11.89.

Related to Property Taxes
The comparative revenue im-

portance of revenue sharing,
when related to property taxes,
will vary from year to year and by
individual municipality or county.

Most towns offer relatively few
municipal services, and taxes,
therefore, would be low. Cities
usually provide more municipal
services, and taxes would be
higher. Consequently, the revenue
sharing impact, related to taxes,
would be higher in towns than in
cities.

Based on 1974 tax collections,
revenue sharing allocations in
1974-75 are equivalent to 41% of
the $18.3 million property tax for
town purposes. Revenue sharing is
15% of the $285.7 million
municipal-purpose tax levy in
cities and villages.

In counties, revenue sharing
payments are 24% of the $22.6
million levy for county purposes.
On a state-wide basis, revenue
sharing is 20% of the $526.6 mil-
lion total property tax levy for
county and municipal purposes.

Minimums and Maximums
A large number of Wisconsin

communities receive their revenue
sharing funds by application of the
20% minimum.
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According to a report of the
Advisory Commission on Inter-
governmental Relations, 963 Wis-
consin cities, villages and towns, or
52% of the total number, were af-
fected by the minimum payment
clause in 1973-74, while 47% re-
ceive allocations by normal opera-
tion of the formula. Only 1 % of
the municipalities were subject to
the maximum allocation (145% of
the state-wide per capita average
for all local units).

By type of municipality, the
minimum payment was paid in
64% of the towns and 26% of the
cities and villages. Communities
receiving the minimum allocation
are towns or small villages which
have little or4 no municipal-
purpose tax efforts (taxes related
to personal income). Munic-
ipalities subject to the 145% cut-
off usually are industrial com-
munities with relatively small
populations or resort areas with
high-value recreation property
and few year-round residents.

LARGE CITIES
The table opposite shows the

1974-75 total and per capita reve-
nue sharing allocations to
Wisconsin's 10 largest cities.

Wauwatosa had the lowest per
capita amount ($7.60). Of the 10
cities, Wauwatosa had the highest
per capita income and the lowest
local tax effort.

Green Bay had the highest per
capita allocation ($20.20). Com-
pared with the other large cities,
Green Bay had the second highest

tax effort and the second lowest
per capita income.

Except for these 2 cities, there is
relatively little difference in the
per capita amounts paid the other
8 large cities. They range irom
$13;34 in West Allis to $16.75 in
Milwaukee, the state's largest city.
Madison, the second largest, was
apportioned $16.45 per person.

Revenue sharing funds do not
provide a major share of total rev-
enues in the largest Wisconsin
cities. In Madison, for example,
revenue sharing of $3.0 million in
calendar 1974 was 6.6% of the
$43.8 million in total receipts.
Property taxes, the largest single
revenue source, provided $18.6
million, or 42.5% of the total.

COUNTY COMPARISONS
The table beginning on page 8

lists, by county, taxes for 1972 and

Revenue Sharing Allocations to
10 Largest Wisconsin Cities

1974-75

Allocations
Per

City* Total Capita

Milwaukee $12,013,198 $16.75
Madison 2,825,254 16.45
Racine 1,397,694 14.69
Green Bay 1,773,436 20.20
Kenosha 1,222,891 15.52
West Allis 955,880 13.34
Wauwatosa 445,886 7.60
Appleton 906,253 16.07
Oshkosh 775,399 14.61
La Crosse 815,752 15.95

*Listed in order of population.
Source: Based on information from U.S. Office of

Revenue Sharing.
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PROPERTY TAXES AND REVENUE SHARING IN WISCONSIN COUNTIES

1974-75 Revenue
1972 Adjusted County Taxes Sharing Allocations

Per $1,000
1970 of Personal Per

County Population Total Income Rank Total Capita Rank

Adams 9,234 $ 743,913 $ 35.43 3 $ 256,319 $27.76 4
Ashland 16,743 620,071 16.55 48 232,643 13.90 37
Barron 33,955 1,530,562 18.38 37 493,114 14.52 32
Bayfleld 11,683 624,636 23.99 19 236,370 20.23 17
Brown 158,244 8,507,671 18.77 35 2,004,005 12.66 44
Buffalo 13,743 803,505 26.01 14 308,442 22.44 11
Burnett 9,276 616,698 31.15 6 261,188 28.16 2
Calumet 27,604 1,051,973 14.16 59 281,809 10.21 55
Chippewa 47,717 1,540,979 13.03 65 486,431 10.20 56
Clark 30,361 1,228,162 18.27 38- 485,150 15.98 28
Columbia 40,150 1,397,055 12.16 68 331,097 8.25 68
Crawford 15,252 831,260 25.30 16 347,327 22.77 10
Dane 290,272 15,182,983 15.29 55 2,515,213 8.67 65
Dodge 69,004 3,448,682 17.57 40 826,545 11.98 47
Door 20,106 1,035,317 19.53 32 288,822 14.36 34
Douglas 44,657 1,980,753 16.93 44 557,508 12.48 45
Dunn 28,991 1,241,363 17.89 39 420,173 14.49 33
Eau Claire 67,219 2,564,016 13.29 62 603,857 8.98 64
Florence 3,298 232,044 31.94 5 92,751 28.12 3
Fond du Lac 84,567 3,320,040 13.52 61 764,235 9.04 63
Forest 7,691 508,844 32.99 4 194,905 25.34 6
Grant 48,398 1,376,091 11.92 69 469,297 9.70 59
Green 26,714 1,490,133 19.21 33 343,012 12.84 42
Green Lake 16,878 801,920 16.94 43 197,576 11.71 48
Iowa 19,306 1,262,730 25.28 17 366,143 18.97 21
Iron 6,533 344,830 23.14 20 128,568 19.68 19
Jackson 15,325 913,323 22.56 23 250,182 16.33 27
Jefferson 60,060 2,712,063 15.43 53 614,267 10.23 53
Juneau 18,455 991,348 22.55 24 337,836 18.31 24
Kenosha 117,917 5,827,222 16.11 49 1,201A43 10.19 57
Kewaunee 18,961 669,926 13.12 64 179,198 9.45 61
La Crosse 80,468 3,232,025 14.49 58 815,752 10.14 58
Lafayette 17,456 1,130,812 28.93 7 398,986 22.86 9
Langlade 19,220 978,866 22.52 26 371,121 19.31 20
Lincoln 23,499 1,288,474 22.86 22 434,303 18.48 23
Manitowoc 82,294 2,843,750 11.90 70 654,148 7.95 69
Marathon 97,457 4,158,169 - 15.89 51 1,118,727 11.48 49
Marinette 35,810 1,647,446 18.94 34 541,669 15.13 30
Marquette 8,865 589,222 26.44 12 180,853 20.40 16
Menominee 2,607 421,227 131.88 1 83,487 32.02 1
Milwaukee 1,054,249 88,955,598 24.35 18 14,356,322 13.62 39
Monroe 31,610 1,316,259 17.31 41 439,834 13.91 36
Oconto 25,553 1,267,864 23.09 21 532,571 20.84 14
Oneida 24,427 1,273,353 20.07 30 365,672 14.97 31
Outagamie 119,398 4,433,977 12.66 67 992,083 8.31 66
Ozaukee 54,461 1,659,837 8.21 72 233,557 4.29 72
Pepin 7,319 457,293 26.57 10 160,360 21.91 12
Pierce 26,652 1,052,968 15.12 57 299,167 11.22 50
Polk 26,666 1,343,338 20.33 29 422,539 15.85 29
Portage 47,541 2,002,810 1669 45 609,872 12.83 43.
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PROPERTY TAXES AND REVENUE SHARING IN WISCONSIN COUNTIES CONT.

1974-75 Reve
1972 Adjstd County Tazes oaing A

Per $1,000
1970 of Pesoa per

County Populash Totml Income Rank Tool F."lta Rank
Price 14,520 $ 708,358 $22.54 25 $ 293,437 $20.21 18
Racine 170,838 9,481,706 17.10 42 1,745,690 10.22 54
Richland 17,079 1,064,393 28.14 8 413,320 24.20 8
Rock 131,970 5,616,186 14.14 60 1,203,302 9.12 62
Rusk 14,238 564,451 18.66 36 242,756 17.05 25
St. Croix 34,354 1,596,657 15.97 30 38,,766 10.65 52
Sauk 39,057 2,183,807 19.69 31 525,607 13.46 40
Sawyer 9,670 760,799 37.99 2 242,631 25.09 7
Shawano 32,650 1,323,748 16.61 46 425,136 13.02 41
Sheboygan 96,660 4,599,285 15.33 54 926,626 9.59 60
Taylor 16,958 878,993 26.49 11 445,227 26.25 5
Trempealeau 23,344 1,167,614 22.03 27 439,567 18.83 22
Vernon 24,557 847,012 15.71 52 341,059 13.89 38
Vilas 10,958 716,938 27.59 9 184,592 10.85 26
Walworth 63,444 3,993,742 21.46 28 900,603 14.20 35
Washburn 10,601 665,490 25.96 13 220,804 20.83 15
Washington -63,839 2,582,261 12.86 66 506,450 7.93 70
Waukesha 231,335 9,789,757 11.66 71 1,442,034 6.23 71
Waupeca 37,780 1,618,271 16.58 47 470,522 12.45 46
Waushara 14,795 897,552 26.07 13 321,547 21.73 13
Winnebago 129,946 5,340,121 13.24 63 1,074,498 8.27 67
Wood 65,362 2,754,701 15.23 56 696,501 10.66 51

Source: Based on information from U.S. Office of Revenue Sharing

the 1974-75 revenue sharing allo-
cation. These amounts are for the
county governments only and do
not include information for cities,
villages and towns.

Relative tax effort (taxes per
$1,000 of personal income) and
revenue sharing amounts per
capita also are shown in the tabula-
tion, along with the rankings in
both categories.

As indicated in the table, coun-
ties with relatively high local tax
effort-generally rank high in per
person revenue sharing payments.
In counties with low taxes, reve-
nue sharing amounts are corres-
pondingly low. These effects are

in line with the revenue sharing
formulas which allocate compara-
tively more money to units with
higher local tax efforts.

The highest level of per capita
revenue sharing allocations was
$32 to Menominee county, which
also had the highest tax effort and
the lowest per capita income (not
shown in the table). The lowest per
person apportionment was to
Ozaukee county ($4.29), which
had the lowest comparative tax ef-
fort and the highest per capita in-
come of any county in the state.
Waukesha county, which had the
second lowest per capita alloca-
tion, ranked 71st in tax effort and
2nd in per capital income.
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Mr. RIIENKE. Wisconsin, which has about 2.17 percent of the U.S.
population, receives approximately 2.5 percent of the national total
of revenue sharing funds. If this experience continues, it is projected
that for the entire 5-year program, Wisconsin will be allocated, and
allocated $755 million of the $30 billion U.S. total. Primarily because
of its high relative tax efforts, Wisconsin ranks among the top 10
States in Federal revenue sharing receipt.

For the 1974-75 allocation, Wisconsin's per capita personal income
of $3,032 was close to the middle position. But its State and local
tax efforts of $J55.51 per $1,000 of personal income was third highest.
Because tax effort is a major factor in revenue sharing allocations,
this combination of average per capita income and a high tax effort
resulted in 1974-75 revenue sharing funds of $33.96 per capita, based
on estimated 1973 population, which was the 10th highest among the
States.

Wisconsin has had similar per capita ranks since the revenue sharing
program began. We realize that the State and local share are one-
third and two-thirds. And this report does show that Wisconsin
counties of the local two-thirds share, received for 1974-75 allocation,
50.8 percent, cities and villages 41.8 percent, towns receiving 7.2
percent and the Indian tribes two-tenths of 1 percent. Based on
1974 tax collections, revenue sharing allocations in 1974-75 are
equivalent to 41 percent of the $18.3 million property tax for town
purposes. Rewrnue sharing is 15 percent of the $285.7 million municipal
purpose tax levied in cities and villages.

In counties revenue sharing payments are 24 percent of the $22.6
million levied for county purposes. On a statewide basis, rP venue
sharing is 20 percent of the $526.6 million total property tax levied
for county ans municipal purposes.

Mr. Chairman, I would like to look at two of the charts, first, tax
levies. I would like to call to your attention that in 1971 we had
something between $12 and $13 million as a property tax levy in
Dane County. The year prior to revenue sharing, partially because
of not as many surplus funds being available to apply in the budget
and also because of the tremendous increase in our AF DC and welfare
costs, we had the highest tax levy ever, as I indicated earlier, up to
$17 million. Because of the application of Federal revenue sharing
funds, and you will recall that initially there was a retroactive ray-
ment for 1972 and an anticipated revenue for 1973 which would gave
taken into consideration, in our case, $2.9 million was received. We
can see that our 1973 levy went down to again, between $12 and $13
million; 1974 stayed the same because of our taking over the airport,
getting into the sanitary landfill business, getting into the juvenile
shelter operations. In 1975, our levy was within reason, but, again,
between $14 and $15 million.

You can see if the $2 to $3 million of revenue sharing is not received,
Dane County's tax levy would go up. If we then look at one final
chart, budget fund allocation, surplus and revenues, where we show
total budget funds allocated at the bottom of che page, I would want
to call to your attention that Dane County and other counties are
expected to take a bigger part in local operations. Dane County has
recognized the needs of providing services for its residents. In 1970
when we had an allocation of $29 million, and for the current year, we
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have total funds allocated for expenditures of twice that amount, of
$58 million.

Now, while the levy immediately above, for 1975, three lines above,
shows a $14% million levy, assuming that the expenditure allocation
would have continued as being the same, we would have had a 17%-per-
cent increase in our property tax levy, the year prior, 18 percent, and
the year before, 23% percent.

While we have said that the revenue sharing dollars are 4 percent
of the total of funds allocated in Dane County on an annual basis,
I repeat that revenue sharing funds are very important to us and that
of the levy, which it would totally and finally affect, Dane County
would have to increase its property tax levy certainly something
between 17 and 20 percent, should Federal revenue sharing payments
cease.

At this time, Mr. Chairman, I want to thank you for the privilege
of appearing before your subcommittee. And I will attempt to answer
any questions that you might have.

Senator HATHAWAY. Thank you very much, Mr. Reinke.
Senator Nelson?
Senator NELSON. Mr. Chairman, I regret that I did not arrive to

introduce Mr. George Reinke, who is a friend of long standing and
has a long and distinguished career in county government in our
second largest county. think it is about 30 years, is it not, George?
Mr. Reinke was the first elected county executive when that office
was created, first elected county executive in Dane County.

And I appreciate very much your appearance here. Are you ap-
pearing in behalf of the county or in behalf of the National Association
of Counties.?

Mr. RiENKE. I am appearing as a representative of the National
Association of Counties and I am representing my own position. I
also represent the Wisconsin County board Association to which all
72 Wisconsin counties belong. The Wisconsin County Board Associa-
tion also supports the continuation of revenue sharing.

Senator NELSON. You state that you generally support the formula
for distribution and state further that you feel that restrictions of
these funds should be eliminated if the program is continued. The list
of categories I have here for the appropriate use or authorized use of
general revenue sharing funds, shows that they may be applied to
public safety, environmental protection, public transportation,
health, recreation, libraries, social services for the poor or aged,
financial administration, and capital expenditures.

When the bill was before us for markup, I thought the specific
requirements for allocation were too detailed, and they were broad-
ened. Is the current list restrictive in any way in managing the
finances of the county? And how would it help you if there were no
strings attached?

Mr. RiENKE. Well, some of the objections I have listed in one, two,
three order are the deposit of the dollars and the like.

I could make the general statement that I think the manner in
which the Federal revenue sharing was established was appreciated.
By that I mean, it was not too totally restrictive. I think that in our
instance, we have been able to use Federal revenue-sharing dollars
in two parts, both for new programs and the continuance of Federal
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programs that were discontinued and we carried on on our part with
Federal revenue-sharing funds. In certain instances, we have used the
funds for capital improvements and purchases of buildings that other-
wise we might have had to pay for over a period of time.

I would say, Mr. Senator, that generally I accept the formula.
I am not being critical at this time or suggesting that the formula
should be established in such a fashion that Dane County might
get more. I think the recognition of the tax effort, the recognition of
the general, population are good. My principal objections on the
restrictions are listed and relate to the depositing of the money,
the possible recognition of the inflationary spiral as prices go up.
Dane County and the Wisconsin counties do not have too many other
sources of revenue. And whenever our costs rise it means a rise in the
property tax.

We have no county income tax. In the State of Wisconsin the county
board can levy a sales tax of one-half of 1 percent, which go totally
to the towns, villages, and cities and nothing to the county. And so,
Wisconsin counties have not taken advantage of this statutory
provision.

Senator NELSON. My question was aimed specifically at your com-
ment on the restrictions on the use of funds and how those restrictions
handicap the administration of the budget. Is it serious or is it not?

Mr. IENKE. It is not that serious an objection. My principle
concern is for the continuation of Federal revenue sharing and I
would accept the present restrictive portions.

Senator NELSON. If there were no restrictions, would you spend
the money in any different fashion?

Mr. RI.NKE. I do not think we would. I would say that I think
the way it has been established has been reasonable.

In Dane County last year our county treasurer received $750,000
that was the result of interest on investing money that was not used
currently. We do not say that these moneys are specifically ear-
marked for a special purpose. They are used to reduce costs that
otherwise property taxes would have to be levied.

And, so, where we especially earmark in this cIse, whother we hire
an outreach worker for the aged or whether we use it to pay a salary,
or keep property taxes stable it does not matter which funds you
use whether Federal revenue sharing or other the net result is the
same for the property taxpayers.

You can say my salary is going to come out of revenue sharing, but
the outreach worker for the aged would come out of the property tax,
the net result is the same. But by placing a restriction, it does mean
recordkeeping and for not too good a purpose except to report that
county government is, of course, concerned with human resources
providing health, welfare, and social needs for our citizens.

Senator NFsON. So, it is the bookkeeping and reporting you have
to make in 'oi4cer to account for your compliance with the categories
that are authorized for expenditure of these funds that causes the
problem. Is that it?

Mr. RIENKE. It is not that difficult. But, I would say yes.
Senator NELSON. This is what I was getting at. Myself, I do not

see much point in the categories. If you put all of the money in one
pool, one pot, then you can just arbitraily, I would think, report,
well, revenue sharing went for this-and-this purposes and any of the
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rest of the revenue that was spent for purposes other than what was
under general revenue sharing came from general property tax
levies.

Is that not the kind of bookkeeping game that goes on?
Mr. RIENKE. The net result is the same, but it does sound better

to you that I can say we have purchased a juvenile shelter home, we
have continued the juvenile program and that we have set up a pro-
gram for the senior citizens and appropriated hundreds of thousands
of dollars on volunteer efforts.

It sounds better, I agree, if I can say this is what we are using
revenue-sharing dollars for.

Senator NELSON. How much of an administrative cost is that, do you
think?

Mr. RIENKE. Not prohibitive.
Senator HATHAWAY. Senator Packwood?
Senator PACKWOOD. But it is a pain in the neck. And the planned use

reports are a pain in the neck and they accomplish nothing. You do
not need to do them.

Mr. RIENKE. Well, I think that the planned use reports are useful
because the Federal Government is providing the dollars. I can under-
stand you have questions. We would hope that during the period of the
past 4 years, that Congress would have fewer questions on the capa-
bilities of local government to handle funds in their budgeting. It
is definite that local government is hiring more professionals, going to
computers, and using a better means of analyzing budgets.

Senator PACKWOOD. I have no questions at all. I would give you the
money with the only requiremenT that you must account that you got
it, that it was spent for a public purpose, and I would let it go at that.

Mr. RIENKE. I would say we would have no objection to reporting
how we would spend the ollars. I think that where the dollars are
forthcoming, we should be willing to report how they were spent.

Senator PACKWOOD. I have no other questions.
Senator HATHAWAY. But even that does not make too much sense,

in view of the fact that the funds go into one pool. If you are just going
to report what was supposedly the Federal money, unless all of the
money is reported, we do not get a very good picture. However I sup-
poso your entire expenditure report is a public document anyway. if
we want to look at it, we can look at it, is that not right?

Mr. RIENKE. I would say that we do employ private auditors,
CPA's, from the outside to audit our records. We would have no ob-
jection to submitting reports on our auditing. I have not felt, from the
beg g, that Federal revenue sharing dollars should be looked at as
special and, how can we spend them? I feel that Federal revenue shar-
ing dollars are just as important asproperty tax dollars, and should be
expended judiciously.

It is true that some municipalities may have felt, here is something
we are getting extra, we are not going to spend it for the other purposes
that we do, but what else might we do if we had a windfall. 1 do not
look at it as a windfall that we are supposed to pick up things that we
otherwise would not spend moneys for. I think it is good to purchase
public buildings, to set up-a program that does involve the citizens'
needs, something that you perhaps might do 1, 2, or 3 years earlier
than you might not have done. But through the receipt of the Federal
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revenue-sharing dollars you are able to provide a service several years
in advance of the time that you might otherwise have done so.

Senator HATHAWAY. I think one of our concerns when the bill was
first enacted was that many of the groups, such as the poor, who
needed the money would not have sufficient lobby with the local
governments; unless we put in some categories, they would not get a
break at all.

But from the testimony we have received to date from many mayors
and county officials, and Governors as well, there is a pretty clear
indication that the public does have quite an impact through the
various hearing mechanisms that most communities have set up. And
I suppose you would not object if we amended the law-to state that
hearings on the entire municipal or county or State budget, whatever
it might be, would be mandated.

Mr. RIENKE. I have no objection.
Our Wisconsin law does provide that the county board must hold

an advertised hearing.
Senator HATHAWAY. I think most of them do.
Mr. RIENKE. I think I made it clear in my report about the early

meetings that I held, out in the villages and throughout the entire
county, were not for the specific purpose of revenue sharing, but it
was part of our discussion.

It is possible that perhaps we should hold a separate public hearing
for revenue sharing only.

Senator HATHAWAY. Well, I would not think so. I think just a hear-
ing on the entire budget would be sufficient, as long as it is a genuine
hearing where the public could actually get up and say-you know,
any member of the public could get up and actually say what they
want to say. It is not a public hearing the way this is a public hearing
where only the four of us can talk. A public hearing the way we have
in my community where it lasts for many, many hours-oftentimes
until late into the night, or several nights-where any member of the
public can come in and criticise any expenditure, and demand why
the money is not being spent for a particular purpose, and so forth.

I presume that is the type that you have.
Mr. R iENKE. Right.
Senator NELSON. May I ask another question?
Senator HATHAWAY. Yes.
Senator NELSON. Well, is the heart of the matter not the point

made by Senator Packwood? Is there anuy necessity for adding to the
bureaucratic work of a municipality in order to account for an expend-
iture of moneys for a public purpose?

Now there is nothing in the law that requires you to expand any
particular service-or that requires any municipality to expand the
services it now gives by using Federal dollars to expand it, is there?

Mr. RIENKE. No.
Senator NELSON. So that, in fact, a municipality covld take, if it

desired-and that ought to be decided at the local level-all of the
Federal moneys and then reduce its expenditures from local funds
by the amount of Federal expenditures they get in the fields of public
safety, environmental protection, public transportation, health, and
so forth, if they so desired, could they not?

Mr. RiENKE. I would say, input to the municipalities. And I
think this is what has happened throughout the United States. The
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fact that the Federal revenue-sharing program does exist, has made
citizens' groups aware of the fact that these are new dollars coming
in, and that these new dollars might be spent in other areas.

I do think that some municipalities, and perhaps because we are
at Madison, Wis., the capital city, we are maybe a bit more progressive,
a bit more responsive to the needs of our citizens. I think the counties,
generally, are all more responsive to producing services that are
required, be it sanitary landfill or anything else.

What I am saying is that the citL :ens themselves will take care of
the situation, rather than somebody outside saying use this revenue
sharing and do no more. I think the citizens themselves will encourage
public officials, will be more aware of updating their services, if
Federal revenue-sharing dollars are forthcoming.

Senator NELSON. Is it not simply a fact that the people at the local
level should, and will, by the elective process, decide what the level
of the budget will be, and how much property taxes they are willing
to accept, and how many services they are willing to give. So that,
therefore, the Federal reveni .e sharing is just part of the general
budget of the county, and it does not require additional services,
and does not prohibit additional services.

It may make it possible for additional services if they want to have
additional ones, but it does not require anything other than that it
be part of the budget of the county, even under the present law.

Mr. RIENKE. This is true in part, except that any local unit of
government that has participated in other programs has had to pick
up discontinued programs. We had a program for 2 years on a juvenile
shelter, which ran upward of almost $150,000 a year for 2 years.
In 1974 we had to pick this up and continue it.. -

We have the senior citizen program and outreach workers which
was funded only for 1 year, then the property taxpayer picks it up.
So I think that local unit participation in all of the other programs
really is a stimulation to have local government responsive, rather
than being backward.

I think then, revenue-sharing dollars are really necessary to carry
on programs that are initially started through other Federal aid
programs.

Senator NELSON. Well it may be that havi a certain amount of
revenue-sharing dollars makes it possible-if the taxpayers are will-
ing-to do things they did not do previously.

Mr. RIENKE. That is right.
Senator NELSON. But if the county or municipality wants to remain

backward-to use your phrase-there is nothing in the revenue-shar-
ing law that says you have to be more progressive and spend more
money on otherprograms, is there?

Mr. RiENKE. That is true.
Except the public hearings, if they are held. I would say that these

would result in pushing local officials into responding.
Senator NELSON. Yes, but that would be a normal part of the

political process. If the citizens came and said, we don't want any
new programs financed by revenue-sharing money, we want to use
the additional revenue-sharing funds to reduce the burden of the
roperty tax, and if you fellows who hold county and cit office don't

like t hat, we will get somebody who will. The fact of the matter is,
they do not have to use a penny of revenue sharing to expand services.
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So that raises the query, what is the purpose of requiring some book-
keeping and all of this hoi polloi in order to show that you spent the
money on something that you do not have to spend it on if you do
not want to anyway.

Mr. RiENKIL I might say Mr. Chairman and members of the com-
mittee, that my special point this morning was to call to your atten-
tion the fact that Federal revenue sharing is important to county
government, and if we have programs such as I mentioned-the
juvenile shelter program or senior citizen programs-and if dollars
are not available after, and these Federal programs that are initiated
and canceled, I can tell you there would be a real hue and cry on the
part of our citizenry. And that is why I feel part of Federal revenue-
sharing dollars may very well be used by some municipalities and not
result in any increase in the property tax by simply not adding any
new programs.

Senator NELSON. Should that not be the decision to be made by
the people in the municipality, and not down here?

Mr. RIENKE. Yes. Right.
I thiik the local people will take care of it, either through the

election of their officials or by getting input at the public hearing
which is held on an annual basis.

Senator NELSON. Thank you.
Senator HATHAWAY. Thank you very much, Mr. Rienke. We ap-

preciate your testimony.
Mr. RIENKE. Thank you.
Senator HATHAWAY. Our next witness is Mr. Richard C. Leone,

treasurer of the State of New Jersey.
Mr. Leone, we are happy to have you with us. Your statement

will be made a part of the record. You may summarize it if you wish.

STATEMENT OF RICHARD C. LEONE, TEASURER, STATE OF
NEW "JRSEY

Mr. LEONE. I am going to summarize it briefly. I guess any State or
local official can summarize his testimony very briefly by saying, I
am in favor of revenue shoring, keep it goin, we want more, and no
new regulations, please. But in the interest of responsibility, I will be
a little more detailed than that in talk about it.

I want to put it in the context of New Jersey's situation which is
that of a State constitution which requires a balanced budget. And
even to the extent that in the current year, for example, where we have
had a sharp decline in revenues, we have had to cut back on spending-
literally impound funds, and other devices-in order to save $144
million.

We have a budget of about $2.8 billion, not including Federal aid,
which is rouhly another billion dollars that we handle. And our
proposed budget for the next fiscal year represents an increase of
only 1 percent over the current budget, which is a very small in-
crease-the smallest in a generation in New Jersey, and we do not
even have that budget yet, because we have been unsuccessful in
getting the legislature to enact the revenue package for-about $412
million needed to balance that budget.

We have until-the end of June to do that, otherwise we have to cut
back another 14 percent. The struggle in New Jersey, as you probably
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know, is that our State is a State that does not have an income tax.
It has been a struggle that has been going on for 20 years. I know
Senator Muskie was in the State recently, and encouraged Governor
Byrne by saying it took 16 years to get one in Maine and not to lose
heart.

But it is a long struggle. We spend about 46 cents in every State
dollar in direct aid to counties and municipalities, about 50 cents on
State operations, and about 4 cents on capital expenditures. We have a
very small State government, in the relative sense. We are 46th in
per capita of State spending; we are 50th on per capita employees.

Just to give you an example of how that works out, just two Federal
programs-meicaid and welfare--require us to spend a half billion
dollars, which amounts to 17 percent of the total budget of the State.
'[here are a lot of reasons for that; most of them have to do with the
)olitical tradition, home rule in New Jersey, and the fact that over time,

the State government, has lagged behind other States in taking on
responsibilities.

I will spend a moment or two on just reporting on what our local
governments have done with revenue sharing in New Jersey. We
believe in the federal system, and we still believe that the local govern-
ments are whatever the State says they are, and we have a difference
of view, perhaps, with some of the pl)eole in Washington about how its
responsibilities ought to be sorted out.

Our counties spent about 46 percent of revenue sharing on health
and 18 percent on multipurpose government expenditui-es, 15 percent
on public transportation, and so on. They balked at the national
trend of spen(ling-n public safety, but our municipalities made up
for it by spending 52 percent of their revenue-sharing dollars on
public safety. And in the cities alone, the figure climbs to 57 percent.

These decisions were made at the local level within the framework
of that local budgetary process. I think in New Jersey it lends itself
well to the management of general revenue-sharing funds, and provides
a full opportunity for citizen participation. Local governments in
New Jersey, by State laws, are required to hold public hearings, and
to publish- inlocal press their budgets, and publish in advance proposed
changes and have meetings.

I might mention here that the requirement that you have a separate
publication of revenue-sharing expenditures by local governments,
costs our governments about as much as $200,000 a year over and
above what they spend to publish their own budgets and to announce
hearings on their own budgets. I might just suggest that the committee
might want to think about whether that is a necessary requirement
where you have already very full disclosure requirements at the
local level.

We do an audit of every local government; it is accepted by the
Federal Office of Revenue Sharing as the required audit for Federal
revenue-sharing fund.

Now to the State: As required by law, we place our general revenue-
sharing funds in a trust fund. In the first year, originally, they were
then -rocated to capital in a very specific way. I think in part because

there was a tentativeness about what they would mean. More recently,
those funds go into the trust fund, and then are transferred as needed
to support general State expenditures.

52-602-7-----23
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We do not get as much as other States. Our $66 million allocation
represents a little over 2 percent of our State budget. There are two
principal reasons for that: We have high per capita wealth-about
second in the country-and fairly low tax effort, particularly because
we do not have an income tax. By spreading the revenue-sharing
dollars, we have made it difficult, I know, to trace them. But I think
we have called attention to the fact that we need revenues.

I am not going to recite the figures that you are familiar with that
have to do with the downturn in State and local revenues,-the budget
gaps that are faced by many industrial States, the decline of pur-
chasing power, a whole host of things which I think have tended to
undermine Federal attempts to stimulate the economy, and which
I believe in the past have not been taken seriously enough by people
in Washington who plan ways to turn around the economy.

We lay people off, we cut back on anticipated expenditures, we have
a 1-percent budget increase in the face of 12 and 13 percent inflation;
we reduce, not only in terms of opportunities, but generally we reduce
aggregate demand in New Jersey and we do not help the economy.
We have to raise taxes and tax away a Federal rebate of income taxes.
We undermine that stimuli, and I think those things have to be con-
sidered together. I do not think they are, frequently, by the Congress.

And obviously, we are not the only State with problems. The direct
result of eliminating revenue sharing would be to force us to raise taxes,
or to cut State services o' aid to municipalities. We depend on it. I
mentioned earlier that bud get excluded about a billion dollars in
Federal aid. Well, it does include revenue sharing which we list in our
budget as a source of revenue, along with sales taxes, motor fuels, and
corporation taxes.

I would say the obvious deficiency of the Federal law, from my
perspective, is that, unlike those other revenue sources, revenue sharing
does not grow. We take on a responsibility in year 1 of an entitlement,
or-additional responsibilities. The costs of those responsibilities tend
to grow more rapidly then the rate of inflation, because of the nature
of government services, and yet, that revenue source does not grow.

Our revenue sources, generally-
Senator NELSON. May I interrupt a moment?
You say you take on a new responsibility, and then the revenue

source, that is, Federal revenue sharing, does not grow as the cost of
the program increases?

Mr. LEONE. That is right.
Senator NELSON. Well, I would assume that in your budgeting, you

take that into consideration-what your revenue sources are, and what
their potential is-do you not?

Mr. LEONE. I can only say this: You have been a Governor, and I
think are familiar with the State budgeting process, which is not
altogether different from that in Washington. It tends to be more
episodic than we would like. Each year is frequently a crisis; you look
at what needs you have, your demands always exceed those needs,
and you try to apply what revenues you have and hope to get through
another year.

And we do not-and I will be frank about it, and perhaps this is
largely because of the lack of elasticity in the New Jersey taxes-we
are not able to plan a program over the years. It is almost inevitable
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in New Jersey that you have to have tax increases in order to keep up
with expanding expenditures.

AU I am saying is that in the particular year in which revenue
sharing starts, you have fill budgeting. You do not put away any
money under that kind of pressure and under those demands. And then
.you tend the following year not to have any growth, whereas you do
in other revenues.

I like the idea of a revenue-sharing program which would be in steps
-over several years. I like better, the idea of a revenue-sharing program
which would include something like the countercyclical approach pro-
posed by Senator Muskie, which would take into account the fact
that in years like the current year, we not only have high unemploy-
ment, we not only have new needs in welfare or medicaid or unem-
ployment compensation, but we have a decline in revenues because of
the extent to which State and local-revenues are dependent on business
activities, the economic climate, and they are not very elastic.

That kind of approach, as an addition or supplement to revenue
sharing, would help deal with the problem I am talking about. I do
not know if that is responsive.

Senator HATHAWAY. When you are suffering, we are suffering too.
That is one of the problems with the countercyclical approach. How
do you overcome that?

N Ir. LONE. I understand that one of our mayors was down a few
weeks ago, testifying before Senator Muskie, and said that the States
should be left out of the revenue-sharing program because the cities
need it more, and they are suffering more than the States, more than
the Federal Government.

And he testified before us and asked for more State money because
they are suffering more. And I testify before you and say we are suf-
fering more, but we are all suffering.

I might just conclude this presentation, at least by making a couple
of points about why we show it in the general pot and why I think
that is a good idea, as opposed to some specifically allocated expendi-
tures which would be designated as those funded by Federal revenue-
sharing dollars at the State level.

I can only do that by coming back to the previous point, which is,
New Jersey is an industrialized, heavily populated State. It has a
complicated political and governmental structure; budget decisions
emerge from that process involving political figures, the legislature,
interest groups. It is the way budgetary decisions ought to be made.

It is my feeling that to set up a separate process for a particular
piece of the pie would almost insure that thAt was not as accurate a
reflection as it might be of what the combination of age and interests
are in New Jersey that produces this interest. I think you get the
best kind of decision out of that political process, and that we (1o
better by dealing with this general revenue sharing, and not a specific
set of dollars for specific proposals.

That is all I have to say in a formal way. I will answer any questions.
Senator HATHAWAY. Mr. Leone, thank you very much for your

testimony. Your State and a few others are the only ones in the
country that do not have some kind of an income tax. And as you
know, one of the purposes of revenue sharing was to sort of encourage
more progressive taxation within the States.
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Could you give us some kind of a reading on what progress you are
making toward a State income tax? I
. Mr. LEONE. We calculate that we would receive as much as $54

million in additional revenue sharing if we enacted an income tax of
the kind we are talking about this year.

Governor Byrne has proposed an income' ax, largely as tax reform,
to replace all the property taxes. We have been fighting that battle
-since taking office in January of 1973. We passed it through one
House-we have used the revenue-sharing argument, I might add-
and we are close in the other House. And I still suspect that we will
be successful by the end of June. But it is a difficult struggle.

And in the 10 States which do not have an income tax, there
tends to be long political tradition against it, and it tends to be very
hard to overcome.

Senator HATHAWAY. We could help you by weighting that factor
even greater than it is.

Mr. LEONE. I do not think it is unfair. I am not complaining about
our share. We have a low tax effort and, therefore, in terms of a national
purpose, it makes sense to do it the way it is done.

Senator HATHAWAY. Are there any other problems with the formula?
Mr. L EoNE. I mentioned a couple of things about townships in

my testimony. Our townships in New Jersey are the same as munici-
palities, and by splitting the ot that way, in particular counties,
it tends not to achieve the results you might want to achieve, because
they are competing for different funds. In fact, in New Jersey, unlike
some other places in the country, there is no difference-villages,
townships, cities-it is a historical thing, and the townships, some of
which are much larger than cities, and so on, they are treated as
municipalities in New Jersey law, subject to all of the same statutes.

Senator HATHAWAY. Do all of the municipalities in the State have
public hearings? Is it a law that you have to have public hearings on
the budget?

Mr. LEo.NE. That is right, publicized in advance and notified in
advance of any changes.

We have a very strong local finance law which emerged from the
depression, in which all budgets have to be approved by the State
division of local finance. They are audited, and, one of the things we
found, for example, is that the actual use reports tend to vary con-siderably from the planned use reports on revenue sharing. When we
finally finish an audit of a previous year and include the audit of
revenue sharing, we find a change has taken place in the course of that
year. Our local finance director tells me that you can frequently be
misled by dealing with the planned use reports. I do not know if that
is a problem Washington is interested in, but there seems to be a good
deal of movement from the day of that planned use report until the
end of the fiscal year.

Senator HATHAWAY. I would think that is one part of it that prob-
ably could be eliminated, as well as the categories, because of the
fungibility of the funds. All it is, is a bookkeeping matter, anyway.

Mr. LEONE. That is right.
Senator HATHAWAY. You are only shuffling accounts.
One inequity has been brought to our attention, and that is in the

formula on the tax effort. Some say it should be weighted more for
the low-income States than others, because say 10 percent of a $5,000
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income is a much greater tax effort than 10 percent of a $10,000 in-
come. It does not hurt them as much.

What do you think of that?
Mr. LEONE. I would even argue that other factQrs ought to be

introduced. You take on-New Jersey is a relatively wealthy State
on a per capita basis,-but it has a lot of people with problems who
tend to be very expensive for State and local government-very high
medicare, high weffare costs, high levels of support for those things,
which could even be taken into consideration without making that
formula overcomplex.

I think as it stands, it does not accurately reflect what the demands
are on State and local government, and therefore what their needs
are for a piece of the Federal revenue pie, which is really what we are
talking about.

Senator HATHAWAY. What do you think of Elmer Staats' sugges-
tion that we do not need revenue sharing at all?

He testified here a month ago and said we do not need revenue
sharing at all; what we have to do is broaden the categorical aid
programs and cut out some of the strings.

Mr. LEONE. I am not a great fan of the categorical aid programs. I
think we have spent too much time and effort on bureaucrats talking
to bureaucrats about categorical aid programs instead of getting the
money out where it can do some good. That is what I like about
revenue sharing.

I would simplify the categorical aid programs that have been talked
about for a long time here, and then try to reduce-it is a cumbersome
process. It is my feeling that the programs have been killed. Urban
renewal is a good example. Urban renewal used to take 15 years for
an application to finish. The average project was 8 or 9 years.

We do not do ourselves a lot of good in meeting public purposes by
adding to requirements, and I think that with proper auditing and
accountability, and with judgments made from time to time as to
how the money is being spent in areas that have no national impact,
that it would be desirable to free up more money, not to tie up more
money.

Senator HATHAWAY. In revenue sharing, you mean.
Mr. LEONE. In revenue sharing.
Senator HATHAWAY. You do not think you could just broaden the

categorical aid programs to compensate them?
Mr. LEONe'. No, I do not.
Senators I.THAWAY. Why not?
Mr. LEONE. Let us take a look at-
Senator HATHAWAY. Say we just had a program that said housing,

and all a State had to do was submit a plan for housing and they got
the housing money, providing it was a reasonable plan.

Mr. LEONE. I mentioned in my testimony, I was Executive Director
of a White House Task Force in 1967. One of the things we proposed
to President Johnson, through him, is that you have sort of a block
grant or approach where a State submits a plan for housing, health, or
something else, and they would get the money. That is not a bad idea.
That is not a substitute, however, I think, for general revenue sharing,
in which you allow people to set their priorities somewhat differently,
and to supplement--it is almost tax reform, their local revenues,
which tend to be more regressive. I would not argue against that
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approach. I think it would be desirable to do that with the existing
programs. But you mentioned housing. The only housing that has
een built in New Jersey at moderate cost in the last couple of years

is State subsidized, and that has been damned little, largely because the
Federal programs, which started out to be fairly exciting in the late
1960's, were dried up.

I would not like to see all our resources tied to-I could come in
here, in other words, and say we take our $66 million and we use about
$6 million for housing because we are not getting the Federal money
we were getting. So I just do not think it ought to be tied up. The
administration changed. There are various changes in Washington,
and yet the needs may remain the same in the State or local govern-
ment.

Senator HATHAWAY. Do you feel that the hearing requirement that
you have is sufficient to protect the interests of all segments of the
population, the poor in particular, in various communities?.

Mr. LEONE. I do not think that the budgetary process at the Stftte
or local level is perfect. But as you know, I do not think that-we
have a strong sunshine law; access to information is very broadly
interpreted in New Jersey. Groups that are well organized tend, at
least, to be heard. But it is also true that frequently a local government
meeting is attended by a couple of people who meet at variance, and
maybe a reporter from a local newspaper, and that is it.

I do not think that changing the regulations or adding-or making
our 30 days' notice 60 days', or making it four notices in the month
before, would make a heck of a lot of difference. The system is not
perfect. We get participation when there is an important issue. We
tend to get it on emotional issues, on the budget hearings; in local
government you tend to have the most struggle about education
anyway.

Generally, we are not dealing with that.
Senator HATHAWAY. Do amendments to the budget require hearings?
Mr. LEONE. Yes, they (1o.
Senator HATHAWAY. ]ut the public is informed right up to the end?
Mr. LEONE. We have a reasonably strong law in this particular

State. That is why I think the Federal Government might set minimum
requirements to take care of places where they do not have such a
thing.

But as I mentioned, almost $200,000 for a second set of newspaper
advertising, probably does not serve anybody very well.

Senator HATHAWAY. So, you think the (langer of frivolous spending,:.
or spending not for the needs, is not very great?

Mr. LEONE. Anyone in public life in'New Jersey who said there
was no danger of frivolous spending would be miseading the comn-
mittee; but I do not think it is the process itself.

Senator HATHAWAY. I should not have asked.
Mr. LEONE. I do not think technical changes in the process would

help us very much.
Senator HATHAWAY. Senator Packwood.
Senator PACKWOOD. I have no questions.
That is a good answer and I agree with it.
Senator HATHAWAY. Thank you very much, Mr. Leone. We appre-

ciate your testimony.
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Mr. LEONE. Thank you.
[The prepared statement of Mr. Leone follows:]

TESTIMONY OF THE HONORABLE RICHARD C. LEONE, TREASURER, STATE OF
NEW JERSEY

Senator Hathaway and members of the committee: I am Treasurer of the State
of New Jersey and also the State's Chief Fiscal and Budget Officer. I appreciate
the opportunity to testify today on New Jersey's experience with General Revenue
Sharing.

I think it would be helpful, however, if I first provide you with some background
on the fiscal situation and budgeting process into which these Federal dollars flow.

New Jersey has a constitutional requirement to operate with a balanced budget.
Consequently, the current year's budget has been cut back by about $144 million
to offset declines in anticipated revenues. Our major State tax sources, such as
the sales, corporation and motor fuel taxes, are extremely sensitive to shifts in the
economy. Because of the current depression, we are actually receiving less total
revenue during the current year than we did in fiscal 1974.

The proposed budget of $2.8 billion for fiscal 1976, not including Federal aid,
represents an increase of only about 1 percent, the lowest in New Jersey in a
generation. The State Legislature, so far, has been unable to agree on a $412
million revenue package needed to balance that budget. Without a revenue
package, the budget will have to be cut by 14%, a measure which would have a
severe impact on both State and local services-and increase our already very
high unemployment rate.

During the current fiscal year, New Jersey is spending 46 cents of every State
dollar on aid to its municipalities and counties, 50 cents on State operations, and
4 cents on Capital expenditures. The proposed budget represents no significant
change in those proportions.

New Jersey, although one of the most densely population States, has a relatively
small State government. We are the lowest in per capita number of State em-
ployees and 46th in the Nation in per capita State spending. Federally mandated
programs add to the demands on our limited revenue bwse. Medicaid and Welfare
alone cost New Jersey State government a half a billion dollars a year, 17% of our
total budget.

The existence of small State government has its roots in a long tradition in
New Jersey of home rule-strong local government.

It is here at the local level that I would like to begin considering the impact of
of the General Revenue Sharing Funds.

New Jersey's 567 municipalities and 21 counties have received a total of $427.1
million in General Revenue Sharing for Entitlement Periods I through V. Of
this, $278.8 million was allocated to municipalities, and $148.8 million to the
counties.

During the 1974 fiscal year, New Jersey's counties spent the largest portion of
their General Revenue Sharing funds, 46%, on Health, largely a response to -the
need for community mental health centers. Other county priorities were Multi
Purpose General Government (18%), Public Transportation (15%), Public
Safety (11%), Recreation (4%), Financial Administration (3%), and Social
Services (1%). The remaining categories received less than a percent or no funds
at all.

And while New Jersey counties bucked the national trend by not allocating the
largest portion of General Revenue Sharing funds to Public Safety, the State's
municipalities more than made tip for it.

During fiscal 1974, municipalities spent 52% of all General Revenue Sharing
funds for Public Safety. WN hen cities are consideredapart from municipalities that
figure climbs to 67 %. the remaining municipal share was spent on Environmental
Protection (16%), Public Transportation (11%), Multi Purpose/General Govern-
ment (5%), Recreation (4%), Libraries (2%), with less than a percent or none
at all for the other categories.

The decisions to spend the dollars in these categories were made at the local
level within the framework of the budgetary process, a process which in New
Jer ey lends itself well to the management of General Revenue Sharing funds
and provides the opportunity for citizen participation.

Since 1940, New Jersey counties and municipalities have been required to
conduct public hearings on their budgets and to publish in the local pre4s the
proposed budget and noticeof the hearing.30 days in advance. Any changes in
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the budget, as presented at the public meeting, must be approved by resolution
at yet another public meeting.

When General Revenue Sharing was enacted, the New Jersey Division of
Local Finance, which must approve and audit all local budgets, immediately
adopted regulations which made these funds a part of local budgets, and thus,
subject to all of the requirements for public participation, as well as fiscal controls.

I would note here that the audit of every municipal and county budget con-
ducted annually by the Division of Local Finance is accepted by the Federal
Office of Revenue Sharing as the required audit of General Revenue Sharing
Funds.

I have been referring to New Jersey's municipalities and I would like to point ouit
here that there is no difference in powers or responsibiits among the State's
cities, borough, towns, villages or townships. Therefore, the3 General Revenue
Sharing program's treatment, of townships in New Jersey as distinct from munici-
pality results in inequities, which probably do not surfa4,e in relation to the "town-
ships" of the Midwest.

Specifically, below the "county level", the General Revenue Sharing formula is
designed to allocate on the basis of relative adjusted tax effort, two shares of funds.
One share is provided to all "no township" municipalities in a county .area, and the
remaining sum is shared by the group of municipalities called townships.

As an example one uiban county in New Jersey has 22 municipalities, including
four townships. lrhe borough, towns, and villages compete within the non-town-
ship allocation along with the State's largest city, and seventh largest city. The
largest city receives the maximum allowable Revenue Sharing allocations. The
townships compete among themselves with the following result: The four town-
ships as a group receive just over $11.00 per capita; the non-townships which are
comparable in terms of population and tax effort, although poorer in terms of per
capita income, receive, exclusive of the two large cities, approximately -$7.40 per
capita; one of the towns with a higher population, greater tax effort and identical
income to one of the tov-iships in the county receives $6.50 per capita compared to
$16.50 per capita for tho lAtter.

These results serve to present the non-township municipalities at a disadvan-
tage-an unnecessary disadvantage-in urban states where some townships have
populations exceeding 50,000, 80,000 and even 100,000. I hope that the Congre-s
will consider the law to take account of this regional variation.

The balance of my testimony will focus on the State use of General Revenue
Sharing dollars.

As required by law, General Revenue Sharing receipts are placed in a trust fund.
In New Jersey these funds then move directly into the General State Fund as
needed to support general state expenditures. This procedure has been accepted by
the U.S. Department of the Treasury, and seems to me an entirely proper one-
in harmony with the basic purposes of the law.

New Jersey does not get as much as similar states; our $66 million allocation
represents just over 2% of the budget. This is principally because of the State's
per capita wealth, and its lack of an income tax.

By "spreading" revenue sharing dollars across the state government, we may
have made it difficult to "trace" their use, but I hope we have also called attention
to the general need for funds at the State level-for a host of necessary public
purposes.The Committee probably is familiar with the evidence that State and local

governments are in a period of retrenchment-with Widespread tax increases and
cuts in services. One Congressional subcommittee has estimated that these auster-
ity measures have caused a drop of $8 billion in purchasing power. I think these
figures are only the beginning of a very grim State and local fiscal picture that
threatens to undermine the Federal efforts to stimulate the economy.

Inflation and the rising cost of services have caused many states to cut, back
drastically. A survey of 48 states indicates that taxes will have to be raised in 20
by $2.1 billion. Another 22 are reducing their services by $1.9 billion and delaying
$400 million in capital construction. Only four states plan to reduce taxes, and
this by only $50 million.

Local governments are experiencing similar losses. The 140 surveyed indicated
that a combined FY75 surplus of $340 million has been depleted, and they are
faced with a combined deficit of $40 million. This trend has led to tax increases
of $1.5 billion, spending cuts of $1.4 billion, and cancellation of plans to spend
$600 million in capital construction.

When the FY75 budget for New Jersey was prepared, it was estimated that
we would end the year with a surplus of slightly over $6 million. The severe
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,turndown in the economy, steadily rising unemployment, a fall-off in revenues
have all contributed to a severely tightened budget, including deferrals of over
$100 million in State projects -an services.

New Jersey is not alone.' New York has a fiscal gap of nearly $600 million.
Connecticut has cut spending by $40 million and still has a deficit of $90 million.
Florida's surplus is gone. California's has already dropped from $500 million to
$400 million and a further drop of $350 million next year is anticipated.

These facts suggest that this is scarcely the time to cut back on general assistance
to State governments.

-In New Jersey we have come to view revenue sharing as a stable and valuable
source of funds. In size it compares roughly, fQr example with our receipts from
inheritance taxes or with a half cent State sales tax. T1he integration of this
Federal source into the State budget is complete. In other words, the direct
result of the elimination of revenue sharing would be to force us to raise taxes,
and probably also to cut State services and aid to municipalities.

We need a continuation and would hope for an improvement.
One obvious deficiency of the current law is that the funds do not grow. Yet

the services we add or underwrite with revenue sharing dollars always increases
in cost. The Ford Administration has proposed a modest growth factor of $150
million a year. The same Administration has projected much higher rates of
growth for inflation. And, the cost of government services tends to increase at
a rate which exceeds the general rate of inflation. Our planning for revenue
sharing funds will be inhibited by this unrealistic limit on growth. In fact, a
continuance of the current pattern or only slight improvement will increase the
need to raise State and local taxes.. Perhaps the best way to deal with this problem is through Congressional action
on some form of countercyclical revenue sharing such as that proposed by Senator
Muskie in S. 1359. Personally, I would strongly advocate this approach, as an
addition to general revenue sharing.

Earlier I tried to outline the technical aspects of our handling of revenue sharing
funds because I know of the'Committee's keen interest in that subject. We could
apply a fair amount of ingenuity to the ways in which this process might be
changed in order to make it easier for the Federal government to understand the
impact of this sort of assistance to State and local governments. And I suppose we
could come up with additional conditions to apply to the process we use to decide
how to spend these funds. But all of that, it seems to me, would be contrary to
what I hope is the basic purpose of general revenue sharing: And that is to provide
State and local governments with additional resources in order to deal with the
priorities and problems they identify as critical to the people they serve.

A modern highly industrialized State like New Jersey has a complicated political
and governmental system. Budget decisions are arrived at through a process which
is much like that in Washington, albeit a smaller scale. Cabinet officers spend days
in hearings before legislative appropriations committees; interest groups and citi-
zens testify. Internally, our budget officers work year round holding hearings for
departments, analyzing requests, making recommendations. Most of the principal
political figures in the State become involved in one stage or another of this
process. What I have said is the obvious. While the system is not perfect, it is
something we learn to live with and are able to change only within the margins.

I would argue that for the State of New Jersey to deal with revenue sharing in a
different way would inevitably lead to a distortion of priorities for the State, and
more directly we would probably not do as good a job of budgeting those funds.
We in State and local governments frequently set budget priorities in response to
where you, in Congress, provide the Federal dollars. To that extent, Federal pro-
grains already warp decision-making at the State and local level. And I understand
that this is intentional, where there is a specific Federal purpose involved. But, if
the purpose is to share revenues with State and local govenrments, then it seems
to me very important to allow them, within certain limits, to make the decision
through their regular processes as to how those funds should be allocated. (And
I might note that the most obvious of those "certain limits" are the anti-discrimi-
nation factors which presently apply to revenue sharing.)

Perhaps it is because I am from the New Jersey State government and we are
50th in per capita number of State employees. But I always marvel at the size
and depth of the Federal bureaucracy. I am likewise always troubled by the ex-
tent to which public monies are spent under the grant-in-aid programs in the
course of the cumbersome administrative procedures. These procedures, by and
large, involve State and local bureaucrats, talking sometimes apparently endlssly,
with Federal bureaucrats. From our perspective this numbing process from time
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to time brings forth a grant and we then are properly grateful. What troubles me is
that we are spending all these public dollars to pay public employees who are in

'fact providing no direct service to the public.
The actual services tend to be provided at the State and local level. And it

kens to me it ought to be a goal of the Federal government and of the Congress
to find ways to get the money to where it can be'spent to pay teachers, doctors,
nurses, and policemen, instead of to pay specialist in "grantmanship" at State
and local levels and specialists in what I can only call 'anti-grantsmanship" at
.the Federal level.

I think revenue sharing is a good idea that ought to be continued. As I have
stated, the counter cyclical approach to additional revenue sharing should be
piggy-backed on the current formula;, but I would go further. I think the Congress
should consider basic reform in Federal aid. I am thinking of block grants for
health, education or other purposes-grants which might be required to conform
with some long-range plan but would not bog us down in interminable simultane-
ous negotiations among bureaucrats.

In 1967 I was Executive Director of a White House Task Force on the Cities
set up by, President Johnson. We urged simplification of the Federal aid system.
We wanted to see money move more quickly. We noted the unbelievable delays
in programs like urban renewal delays which contributed mightly to their down-
fall. In the 8 years since that panel made its report, with the exception of general
revenue sharing, there has been very little progress in that direction of reform
and simplification. Programs have been cutback; but that is not exactly what we
had in mind.

Indeed, in many respects things have become more complicated. My guess is
that revenue sharing is about the only thing we get today which doesn't require
an environmental impact statement. It is one of the few durable things we hav .
We do receive medicare and welfare funds and the like every year, but they require
us to spend more and more. Revenue sharing, on the other hand, represents a
contribution to our revenues which we count on. And that shifts me to the other
side of the equation-the revenue side as opposed to the spending side.

We have talked about the way revenue sharing funds are spent and the way
decisions are made as to how to spend them. From the perspective of a State
fiscal officer, however, their most important attribute is that they do not require
u to increase generally regressive State and local taxes. Seen as a revenue source
they are alternatives to higher motor vehicle fees, cigarette taxes, gasoline taxes
or property taxes. The taxes are far less fair than even the flawed Federal tax
system.I think you will find that under current conditions most State and local govern-
ment officials spend much more time worrying about how to obtain revenue rather
than how to spend it. We are heavily engaged in expensive areas -of. the public
sector. Our local governments desparately cry out for more State aid. Our rev-
enues on the other hand tend to be much less elastic than those of the Federal
government. We are in a race in that we cannot win without regular tax increases.
Elimination of revenue sharing would aggravate that problem and add to the
economic woes of taxpayers.

In short, the basic concept remains sound-and the need is more urgent than
ever.

Thank you.

Senator HATHAWAY. Our next witness is the Honorable Charles
Warren.

Mr. Warren is a member of the Committee on Ways and Means of
the California State Assembly.

Welcome to the subcommittee, Mr. Warren.
Do you have a prepared statement, or are you just going to talk

from your notes?
.Mr. WARREN. I amg going to talk from some notes, Mr. Chairman,

and Senators, if you do not mind.
Senator HATHAWAY. Go right ahead.
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STATEMENT OF HON. CHARLES WARREN, MEMBER, COMMITTEE
ON WAYS AND MEANS, CALIFORNIA STATE ASSEMBLY

Mr. WARREN. I received a call the day before yesterday by the
chairman of our ways and means committee indicating his desire to
be here personally to make the presentation to -ou. However, he was
preparing the budget for submission to the house next Monday, and
inasmuch as I was already here, in an attempt for fiscal conservatism,
he suggested that I appear here in his stead.

Let me suggest that I will ask that a formal statement be submitted
to the committee, if I may, covering the points which your questions
to prior witnesses have indicated are of interest to you.

irst off, let me further disclaim by indicating that I was here in
the first instance to attend a meeting of the Federal Energy Adminis-
tration. I am chairman of the energy commission's materials com-
mittee in my State, and a member of the ways and means conirittee;
so I am not exactly a fiscal budgetary expert, but I will try to give
you some information which I think may- be of interest to you.

I think it is fair to say that Califor-nia shares the experience of
other States and other local governments in the experience with the
State and Local Fiscal Assistance Act of 1972, when thereafter the
revenues provided by that act became an integral part of California's
fiscal condition.

We had a unique history. In the following year, in 1973, our then-
Governor Reagan managed to break the concrete in which he placed
his feet and agreed with the legislature that we should go to an in-
come tax withholding program. As a result of the conversion to with-
holding, there was a one-time budgetary surplus to the State of
(alifornia which, in combination witl the first increment of re enue
sharing, made for general and widespread public comment as to the
disposition of those funds.

For the most part, our intention was devoted to increasing the
amount of assistance to local school districts and an attempt to cor-
rect what appeared to be the inequities of overreliance on property
taxation, which is the major form of taxation available to counties,
cities, and school districts in California.

Essentially the legislature agreed that the first draft, the first
call on the money allocated to the State by the revenue-sharing
program should be devoted to education; and of the approximately
$900 million that the State has received since, we have devoted all but
$65 million to local assistance for educational purposes.

The $65 million excepted from that allocation was used on a one-
time basii to implement the welfare provisions of H.R. 1 in 1973.
I suppose I should point out that the State assists local school districts,
and the school districts have jurisdictional boundaries which do not
necessarily coincide with either cities or counties. They are inde-
pendently managed, locally elected school district boards. The State
assists in three ways. We give what is known as ADA, average daily
attendance, a per-pupil allocation in each school district. We have an
equalization formula based on any inequities which appear as a result
of property tax assessments for each of the districts. 'hen we have a



categorical aid program where the State funds special programs such
as remedial reading, bilingual education, compensatory education,
early childhood, and so forth.

The other five points that you asked be discussed in your notice of
hearing can be answered, I think briefly, as follows. California, in its
allocations of revenue-sharing funds, treats them in a process which is
the same as the ordinary budgetary process in State government. We
have full open public hearings. All meetings are open to the public,
including joint conference committees, including the rules committee.
The only exception to the requirement that there be notice to public
hearings is rules committee, when it con.Aiders personnel matters;
but in other respects we have a very strong open meeting act, known
.s the Brown Act, which we have, by anien(lment, extended to almost
all categories of governmental activity. In fact, it is forbidden for
members or public officials to meet or gather tit any occasion which
might appear to be a meeting. That is contrary to law. So, it is a very
strong, well observed rule.

We have, in terms of the budgetary process itself, a senate finance
oimm1 tee and a ways and means committee, each of which is broken

down into subcomimittees to consider various aspects of the budget.
Each of those subcommittees has open hearings. The budgetary
items considered by each of the subConmlnitiees is note several (lays
in adlvan(e, which gives an opportunity, I think, for full public
expression and determination of fund allocation.

you also indicated an interest in having us compare our experience
witlh general revenue sharing as opposed to other major Federal

a Inasmuch as we have included revenue-sharing funds in

ouMr regular budgetary proe any coin marison is (liflicult except, all
tlhings considered, I think California would have to agree that revenue
sharing is preferable to matching fund programs and special grants.

We recognize on the State level, as I hole is recognized on the
Federal level, that there is a great diversityy anong cominmunities and
atuning States, which diversity is probablyy b('.et l)erceived by govern-
ment at the local level; and to tle extent that it is l)rlperly recognized
at the local level, I think State and Federal Governments should
recognize that service.

Youi also asked what legislative State modification might be sug-
gested in the Federal revenue-shiaring l)rogram. We recommend that
an a(lditional element be ad(led to the program, and ,t element to
include an al)l)roach to the countercyclical problem which confronts
(Cilifornia and other States and local governments generally.

The State of California, as are other States, is constitutionally
required to have a balanced budget. It cannot deficit spend when
economic activity is slow and the State experiences a shortfall in
revenue. Thus, in such times when we have the hard choice of re-
(lucing necessary public services such as public assistance and educa-
tion, or increasing taxes, and the tax increase, if that is an option
we select, is often counterproductive to what the economic circumn-
stances require.

Di-ring the 1969-70 recession, the State had to resort to an im-
mediate tax increase to maintain s)en(ling for State programs. Then
agaill, in 1973, when the economy was booming, we had a surplus
duo to the one-time windfall, due to income tax withholding and
revenue sharing, as I have indicated earlier.
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Now, a portion of this surplus that we had in 1973 we kept as a
cushion for the following year's budget, and the remainder was re-
bated to the California taxpayer as an income tax reimbursement to
cushion the effects of converting to withholding.

This year we estimate that the State will have a modest surplus of
about $135 million at the end of the 1975-76 fiscal year. But inflation
continues to eat at State programs; and if the economy does not
turn up as anticipated, we may face the same dilemma we had in
1970, which is a hard choice, as I indicated, of cutting back essential
services or imposing additional tax measures at a time when they are
not indicated by accepted economic policy.

One way we suggest to relieve the States and local governments of
this pressure is to make a portion of the revenue-sharing funds counter-
cyclical. During good times, when our revenues match our expendi-
tures, that portion of the revenue-sharing funds could be reduced.
During poor economic times, revenue-sharing funds could be increased.

A countercyclical element in revenue sharing would relieve us of
some of the problems resulting from the fiscal inflexibility typical of
State and local governments.

We would also like to recommend that Federal revenue sharing
provide for permanent trust fund financing, and that a minimum
3 to 5 years of advance appropriation. In our deliberations on the
forthcoming budget a key element involved estimating future tax
receipts and other revenues such as revenue funds.

We must know with a high degree of certainty what the degree of
revenues will be in the coming fiscal year. When uncertainty exists
we cannot effectively plan our State budget, and since two-thirds of
our general fund budget goes for local assistance, uncertainty at the
State level compounds the budgetary problems at the local level.

If we knew that revenue sharing would continue and the amount
of revenue that could be expected, we could more effectively plan
our budget, and the local governments could, in turn, more accurately
rely and more confidently rely on this resource for ongoing programs,
rather than one-shot capital outlay projects as in the past.

Finally, you asked for a comparison of general fund and revenue-
sharing receipts and expenditures, and I might set them forth for the
4 fiscal ears as follows.

For fiscal year 1972-73, we received revenue-sharing funds of
$235 million, with a general fund budget of $5.6 billion. In 1973-74,
the amount of revenue sharing. decreased to $231 million, whereas
we had a substantial increase in our general fund budget of $7.3
billion. In fiscal year 1974-75, the revenue-sharing funds again receded
somewhat to $230.7 million, whereas we again experienced a sub-
stantial increase in our general fund budget to $8.5 billion. In the
fiscal year upcoming, 1975-76, revenue-sharing funds were in the
neighborhood of $225 million; our general fund budget will be about
$9.25 billion, indicating that Federal revenue sharing is about 2.4
percent of our general fund budget.

In each year we are appropriating $215 million for local assistance
to education, the remainder being utilized, as I indicated, for that one-
time basis in 1973-74, of $65 million for implementation of H.R. 1
social welfare costs.

I believe that concludes my statement, Mr. Chairman.
Senator HATHAWAY. Thank you very much, Mr. Warren.

52-602 0 - "5 - 24
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What part of California do you represent?
Mr. ARREN. I represent urban Los Angeles. I am in Los Angeles

City. But we have, in the legislature, gone to a biennial full-time
session, and so there are increasing number of the legislature, as I
have personally who find that they are living most of the time in
the State capital of Sacramento, as you are in Washington, D.C.

Senator HATHAWAY. There are many good aspects of counter-
cyclical approach, but the problem is that it just increase,, the Federal
deficit. We are suffering from lack of revenues usually at the same
time you are.

Mr. WARREN. That is right. But that is an option we do not have.
Senator HATHAWAY. Do you have it in a way you could bond for

capital expenditures instead of using, say, revenue sharing funds?
Mr. WARREN. Yes; we do have a bonding program for education

construction. For capital outlay projects of that kind we have bonding
for water projects, education capital outlays.

Senator HATHAWAY. Are they subject to a referendum?
Mr. WARREN. Yes, they are.
Senator HATHAWAY. So in that way you can sometimes get some

funds that you would not otherwise have.
Mr. WARREN. But usually you are going to the voters for approval

of a bonding measure at a time when they are not inclined to approve-
under the worst economic circumstances.

Senator HATHAWAY. Right.
As you stated, all of the legislative hearings are open to the public.

That does not mean the public could participate in them. They could
sit there as they are sitting in this room now.

Mr. WARREN. That is correct.
We are beginning to experiment in California with a governmental

device which-well, in one instance, at least, we called the adminis-
trative adviser, which because of the sensitive nature of the subject
to be considered, it is the responsibility of the administrative adviser
to develop public participation, comment, and criticism. The admin-
istrative adviser exists in the new Energy Resources Conservation and
Development Act, which was passed last year. Because of the nature
of the political decisions which have to be made, that is, the number
of powerplants, their character, their siting, we felt it was necessary
to affirmatively encourage public participation in these public hear-
ings. So an independent office was created of the administrative
adviser to do that.

I would assume that this would be somewhat similar to your con-
sumer affairs representative which, I understand, Congress is now
considering.

Senator HATHAWAY. The Senate just passed it.
Mr. WARREN. This concept, I believe, will be expanded upon in

California; but I do not believe in all areas, only in those which are
identified as the most sensitive and perhaps relevant.

Senator HATHAWAY. Did you say there is a State sunshine law, so
that all munici alities have to hold hearings on their budgets-
counties and so forth?

Mr. WARREN. Yes, all municipalities.
Senator HATHAWAY. At these hearings the public actually can

participate?
Mr. WARREN. Yes.
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I would like to say, when I left Sacramento Tuesday morning, it is
a good thing we did not have an octagonal capital, because on each
of the four sides of the capital we had marches and demonstrations;
wo had the doctors and nurses on one ; we had Caesar Chavez and the

.... farmworkers on the other; we had the teamsters on the other side;
and then we had a jazz band formed by inmates at our various prisons.

Senator HATHAWAY. Which side did you leave from?.. [General laughter.].

Mr, WARREN. I went out through the garage exit.
Senator HATHAWAY. And took a subway to the airport?
Mr. WARREN. We used to have in California license plates desig-

mated, you know, S for senator, A for assemblyman, and a number
of other representatives designated on plates. In the recent months.
because of the demonstrations and activity at the capital, everybody
has converted to the ordinary license plates to seek some anonymity
from the process.

Senator HATHAWAY. Do you have any quarrel with the allocation
formula?

Mr. WARREN. No. We have no specific quarrel with the means
by which the allocation is determined.

Senator HATHAWAY. Do you think the low-income States ought
---to-get a bigger share by weighting it a little bit more for their tax

effort.
Mr. WARREN. I agree with the preceding witness. I am not sure.

It depends on how you determine low income. You know, averages
can be concealing as well as revealing. If you have a group which is
composed of low income, and then another group of high income, the
average-well, somewhere in the middle would not necessarily reveal
the number of problems that exist. On the other hand, if you have a
jurisdiction where there is fair general distribution of income, I think
problems are generally fewer, although on the average the income
would be less.

For example, we met this again in education in our efforts in the
last few years to determine an urban factor. Looking at some of our
urban areas on an average income basis, it would appear that their
problems should be fewer. But upon analysis, the problems were
greater, and they were greater because we identified generally in the
category of this urbanization cost; and we feel that this is an element
which is not reflected in other school districts. So we have been trying
to build in an urban factor to give additional funds to areas where
average income figures would indicate that we do not need, but in
actuality the need does exist. So I think that, while sounding fair, it
has to be examined very carefully.

Senator HATHAWAY. California has a State income tax?
Mr. WARREN. Yes.
Senator HATHAWAY. Are you familiar with the piggybacking section

of the general revenue sharing law, title II, which is an option open
to any State to have their State income taxes collected? No State yet
has taken advntag_ e -- of that, and I wonder if you have any knowledge
of why California has not.

Mr. WARREN. I believe the top income tax now is 13 percent, which
I think is hone of the highest among the States. We have not seen the
need to piggyback on the federal system.
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Senator HATHAWAY. Do you think progressive taxation should be a
big factor in distributing the money? That is, the State that has more
progressive tax would get more revenue-sharing money, all other
factors being equal, than another State?

Mr. WARRZN. Yes, I do; because actually what we are attempting
to do here, I think-or what we decided to do in large part-was to
attempt to deal with the problems of local school districts cities as
counties, all of which have to depend upon a tax base which is more
regressive then ours. And I suspect that our State tax system is more
regressive than the Federal tax system. We rely principally on the
income tax, on the sales tax, part of which we subvent to these counties
and school districts. I think our sales tax is 6% percent, again one of
the highest.

Senator HATHAWAY. Is that on everything?
Mr. WARREN. No. We do not have it on so-called essentials, such

as medical care, food, clothing, and rent. We do not impose that on
the essential services or utilities.

Senator HATHAWAY. And many of the witnesses testified-that we
should not mandate certain categories within which the money
should be spent. I suppose you agree with that. It is sort of a book-
keeping entry, anyway.

Mr. WARREN. tYou mean insofar as revenue-sharing funds?
Senator HATHAWAY. Yes.
Mr. WARREN. Oh, yes. I agree wholeheartedly with that.
Senator HATHAWAY. How about using revenue sharing for matching

funds for Federal programs?
Mr. WARREN. 1 ou mean convert revenue sharing into a
Senator HATHAWAY. You cannot do it now. You are not supposed

to do it. But of course, you can get around that the same way you
get around the other.

Mr. WARREN. I would discourage any inclination to use revenue
sharing for matching fund purposes, for earmarked projects.

Senator HATHAWAY. What if a community's biggest needs could
be fulfilled by some Federal categorical program? Why should they
not be able to use the revenue-sharing funds to match, so they can
fulfill that need?

Mr. WARREN. It depends on who determines the need. In fact, it has
been suggested that-well, I will withdraw that, because I am not
sure-this reflects whose point of view. I think it would be a mistake,
as I believe it is a mistake for the Federal Government to have a
requirement of matching funds for designated projects, as a condition
for the receipt of Federal assistance. Th-re may be highly sensitive,
well-recognized areas where that can be done, or that should be done;
and to those limited extents, it may be proper. But it is an option
which I think the Federal Government should exercise carefully
and recognize that it should be exercised only in those except tional
circumstances; and that the general rule in this should be to further
the program similar to that which is now being employed in the current
revenue-sharing program. Indeed, if I would recommend anything,
it would be that the funds be filtered through the State legislature for
local distribution; maybe mandating local distribution, but in a
manner and in a formula in which there is State input.

Senator HATHAWAY. On the two-thirds shaKe, you mean that goes
to the locality?
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Mr. WARREN, I think the allocation, the amount to be allocated,
should be the same, but I think with some input as to how those
funds should be expended. On the one hand, I am telling you to keep
your nose out of our business, and on the other hand, I am saying, well,
let State government make these decisions. So I want to be very
careful how I articulate this thing, and I think there are proper areas
reserved for both, and recognition of those areas sould be given, and
we should constantly be aware of them.

Senator HATHAWAY. So that you would set up guidelines for the
mayor of Los Angeles for example, on how he should spend his money?

Mr. WARREN. Weli, in some areas, yes.
Senator HATHAWAY. But if you.should do it, why should we not do it?
Mr. WARREN. Well, I was going to say I recognize that counter-

argument. Well, I think this; we have one effort.Ibelieve that State
governments can be improved, and I really think that perhaps that
is the proper role of the Federal Government: To make the govern-
mental processes more open, more responsive. And that I applaud.
But once you have made them open to make them more responsive,
then I think we have to recognize, hopefully, their increased res ponsi.
bility and their responsiveness to the public needs of their own State.

Senator HATHAWAY. Right.
Mr. WARREN. If you make them into good institutions, or better

institutions, then you have got to give them the means by which to
exercise the responsibility. I think this is one way to do it. You know,
sitting in your chair, looking at the type of governments which exist
in all of the 50 States, I suspect I would have the same concern. But,
on the other hand, sitting in my chair, recognizing that in the State of
California-the improvements in the legislative process have been
accomplished over the last few decades, makes me feel it is a very
responsible body, and that there are increased roles that the State
legislature should be assigned. I think that we can function as an arm
o the Federal Government, at least in our State, better than you
might think we can.

Senator HATHAWAY. And, of course, the basis for letting this money
out without any strings attached is that we do feel now that the
various governmental entities, or units that are receiving the money,
are responsible and that they do have public hearings to keep them
responsible.

And, consequently, any unit should have no strings attached, what-
soever, whether they are Federal strings or State strings, or any otfer
outside governmental entity strings.

Mr. WARREN. I do not see how you do this, I really do not. I think
that any attempt to put strings on

Senator HATHAWAY. That is, in effect, what we have been doing for
the first few years of it. Even though there have been categories on
the books, you do not necessarily have to adhere to them.

Do you see that there may be some erosion or weakening of local
Government, as Federal revenue sharing increases-assuming it does
increase?

Mr. WARREN. That there is erosion of local authority?
Senator HATHAWAY. You do not have responsibility for raising the

money any more, at least in part, and if this keeps growing, as it may
well grow, is that going to weaken State and local government?
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Mr. WARREN. No, I do not believe so. I see, essentially, a reversal,
frankly. I think it is fairly common to believe that--and it is very
commonly accepted-that for a long while there was an erosion in the
authority of local governments, but I am not sure that that process
continues. Indeed, it may be reversed.

Local governments have, because of their accessibility, the most
responsive level of government, but I am not sure that it is the most
responsible level of government. And I feel that it may be that their
"irresponsibility"-and that word is in quotes-is a reflection of the
present fiscal constraints.

The only major revenue source available in our State, at least, to
cities, counties, and school districts, and this whole additional arm
of local government, the special districts which also have taxing
authorit, ,is the property tax. "

And tbe property tax, I think, as everybody recognizes, is a re-
gressive tax. It is one which causes considerable public concern when
it is abused, or when it is utilized.

Because of the fiscal constraints, I think the cities, counties, school
districts have all been obliged and forced to turn to State legislatures
and the Federal Government for assistance, else their hands are tied.
And I think that assistance should be given by both State govern-
ment and Federal Government-the Federal Government, certainly,
in terms of revenue sharing without strings attached, because they
know what their problems are; and by State legislatures, as giving
them direct financial aid such as sharing sales tax with them and other
revenues that we have, and by giving them additional taxing authority.

So, my feeling is that local government should be assisted to a greater
extent than we are doing now. And, if we do that, I think they will
become more responsible in responding to the public pressures, or to
the public will, of which they are peculiarly aware.

I do not know whether I made myself clear on that.
Senator HATHAWAY. What I am concerned about is, is there any

danger, since it is pennies from -heaven coming from WashinftoT you
do not have to raise it locally even though it was raised loca ly in the
first place before it went to Washington, is there any danger they
would look at it as if it is found money, rather than earned money,
and therefore you do not have to scrutinize expenditures on found
money as closely as you would from earned money?

Mr. WARREN. Let us say I have not experienced that. It may exist
but, by and large, I know of no level of government which is unaware,
in its budgetary processes, of the need to be prudent and conservative.

Personally, I am not fearful that they would be less than prudent
in their appropriations expenditures.

Senator-HATHAWAY. Well thank you very much, Mr. Warren.
Mr. WARREN. Thank you very much, Mr. Chairman.
Senator HATHAWAY. We appreciate your coming here today.
Mr. WARREN. It was my pleasure.
Senator HATHAWAY. Let us see, our last witness is Mr. Jack Waller,

legislative representative of the International Association of Fire
Fighters, and he is accompanied by Mr. Walter Lambert, director of
research of the International Association of Fire Fighters.

Do you gentlemen have a statement?
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Mr. WALLER. Yes, it is very short, Senator. We only attempt to
make about two points in it.-

Senator HATHAWAY. Good.

STATEMENT OF JACK A. WALLER- LEGISLATIVE REPRESENTATIVE
OF THE INTERNATIONAL ASSOCIATION OF FIRE FIGHTERS, AC-
COMPANIED BY WALTER LAMBERT, DIRECTOR OF RESEARCH OF
THE INTERNATIONAL ASSOCIATION OF FIRE FIGHTERS

Mr. WALLER. The International Association of Fire Fighters wish to
express our deep appreciation-o the chairman of the Senate Finance
Committee for conducting these hearings. We appreciate very much
having the opportunity to express to the chairman and the members of
the committee the feelings of 182,000 professional firefighters who
make up the membership of the International Association of Fire
Fighters, AFL-CIO, CLC.

F or the record, my name is Jack A. Waller, legislative representative
of the International Association of Fire Fighters, and I am accom-
panied this morning with Walt Lambert, the director of research of
the International Association of Fire Fighters.

Historically, Senator, you know that firefighters of this Nation have
supported legislation that would secure adequate revenues to the local
governments. We believe that in most States the tax structure is so
constituted, that the Federal Government and the States, either by
law or excessive use, preempt from municipal use many of the sources
of revenue.

For example, we would cite the income tax which is utilized by all
but 10 states and the Federal Government, and also the sales tax
which is utilized by practically all States, and we could go on and on
with other taxes that are preempted in the same manner.

It is our belief that the constitutions of almost every State precludes
a county or municipality from engaging in deficit spending. I realize
that these governments in some instances may float bond issues to
meet capital outlays, but the amount of the bonded indebtedness must
conform to the municipality's ability to pay, and I think this has been
brought to light most recently in the city of New York.

Today, we continue this support, as we have in the past, and hope
that you will not only continue, but expland revenue sharing, at least
in amounts equal to the inflationary trends of this Nation, so that the
municipalities of this Nation can hopefully maintain, or regain, the
financial vitality to rejuvenate the cities of this Nation.

We are happy -to participate in supporting this type of legislation
and we are also cognizant of the responsibility in the areas of the dis-
persal of these funds.

I know that you are aware that section 103 of the conference version
of the 1972 legislation provides-that funds received by units of local
government may be used only for priority expenditures.

Now this section defines priority expenditures, in pertinent part,
as ordinary and necessary maintenance and operating expenses for
public safety-including law enforcement, fire protection, and build-
ing code enforcement-and it goes on with public transportation and
the others that you are well aware of.
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In the International Association of Fire Fighters, we wholeheartedly
support the above-mentioned priority expenditures as spelled out in
the law. We have one serious problem, and that is that we feel that too
much of the general revenue-sharing moneys that revert to our local
communities no longer go to' paying the expenses for the maintenance
of the vital services of our communities, such as fire and police pro-
tection and building code enforcement.

We would be the last organization to stand before you and deny
the very difficult job that the Federal Government has in enforcing
the requirements of general revenue sharing.

The use of general revenue-sharing funds, as reported by State and
local governments from January 1, 1972, to June 30, 1974, indicates
that 36 percent of the funds allocated to municipalities was expended
for public safety.

N ow we sincerely believe that this data clouds a serious situation
that we refer to as "revenue shifting." In many cases, local or State
governments have indicated an increase in revenue-sharing funds to a
priority agency without a comparable increase in relationship to the
appropriations for that agency. Priorities are meaningless if they are
simply used as a cloak to hide the true expenditures of revenue-
sharing funds.

We are hopeful that some accountability will be required in any
legislation that passes the Congress. We hope that the Federal Gov-
ernment will continue reverting back to the municipal governments
of this Nation a reasonable amount of Federal funds that originally
were collected in those various municipalities.

This accountability must assuree that a reasonable portion of revenue-
sharing funds are expended for the much needed public safety priority
areas.

The International Association of Fire Fighters realizes that every
effort must be made to change the tax structure of most of our munici-
pal governments so that the property tax can be held at its present
eves and in those areas where it has risen too high, that it has become

a regressive tax, that it can be reduced.
Most cities exist on the property taxes, amusement taxes, excise

taxes, sales taxes, B. & 0. taxes, utility taxes, and we all know that all
of these taxes are-in no way based upon the ability of an individual to
pay, but in all cases-with the possible exception of the property tax-
are based upon the necessity to spend.

In conclusion, the International Association of Fire Fighters goes
on record in supporting the continuation of and the expansion of
revenue-sharing funds to local governments with a hope that a way
can be found to prevent the continuation of "revenue shifting."

That is our statement, Mr. Chairman.
Senator HATHAWAY. Thank you very much for your testimony. You

are one of the few people who state we ought to maintain the cate-
goties. Most of them have said we should not, and give them a free
rein to spend the money any way they want.

As a practical matter, they can because the funds all go into one
pool and they can say whatever they want with the Federal dollar
and how it was spent. As you point out, that does not necessarily
mean there have been increases, overall, even though they might show
increases in the Federal revenue-sharing funds.
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But, if we do what you want us to do, we would have to scrutinize
the entire budget I suppose.

Mr. WALLZ. i guess that is what we are asking. I think if you
scrutinize them in one or two places, and shut off the revenue which
you have, which the Federal Government has, in at least one or two
instances, I believe the ill would be cured quite rapidly.

Senator HATHAWAY. It may be a very diffic-:!.$ job to do. We are
sort of going in the direction of letting the municipalities and local
governments spend it where they want, hoping that the requirement
or public hearings and input from everybody who wants a share of

the money, will be sufficient so that the municipalities will spend the
mohey wisely.
o What you are aski is for the Federal Government to be a lobby

for you in effect. Is that not right?
Mr. WALLER. Well, at least to be the watchdog over the expendi-

tures of these funds, to a degree, after they arrive in the community.
And we agree with the priorities spelled out in the present legislation,
only our belief is that those priorities are not being lived up to; that
it is saying that the public safety people got 39 percent of the rev-
enue-sharing funds in that community when in reality that did not
increase the budget of the public safety department, because it is
taken off at the other end.

Senator HATHAWAY. Right. That does not help at all. It might be
too difficult a job, though, to get into, to determine if they gave you
$2 more, whether that was sufficient out of the big chunk they got
from the Federal Government, or should they have given you $2,000
more.

Do you not think you have sufficient influence in the municipalities?
Do not the firefighters generally throughout the country say they have
sufficient influence to get their share?

Mr. LAMBERT. Senator, I do not think so. It depends on the area
that you come from. I am thinking of another problem in here. We
have a practical problem and a political problem and we are worried.

We support revenue sharing. We are worried that those people that
are opposed to the Federal Government becoming involved in that
area, opposed to federalism, and so forth will take the lack of the
Congress to set up some guidelines, will take that and use it against
revenue sharing.

That is one of our fears, that they will attack Congress and say,
just hand the money back to the cities, and instead of the money
being spent for the crucial, critical priorities services, look where the
Federal funds went to.

And then there are some problems in this area. We have already
had some of that, so that is one of our problems.

Mr. WALLER. I am sure you are aware, even here in Washington,
D.C., we are being threatened by massive layoffs of police and fire,
right at the most crucial time when arson is just going rampant in
this country; and, for example, here in Washington we are expecting
the bicentennial next year, and they are talking about laying o
thousands of police officers when actually they should be talking
about increasing the police force.

So, when your question is, do we think we are getting our share,
I think the answer has to be maybe, no, we are not.
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.Senator HATHAWAY. Well, take that for an example. Does not the
government of the District of Columbia realize they are going to use
more policemen? And should not the policemen be able to.convince
the local government of that fact, and et them to appropriate more
money for hiring additional police offcers? Why does the Federal
Government have to talk with them?

Mr. WALLER. I have reached the conclusion that I think public
safety is being used at the present time.

Senator HATHAWAY. Being "used"? What do you mean?
Mr. WALLER. To extract a greater amount of financial assistance

from the Federal Government, showing it as a horrible example of a
priority service that needs expansion at this particular moment,
throughout the whole Nation-both police and fire. And, at the
same time, the cities are saying, we are going to lay those people off.

So it-certainl would make the need for Federal assistance greater
in the municipalities, I feel. So I have a feeling just inside of me that
is Just my own, that in some cases we are just being used in this field.

Senator HATHAWAY. You mean they are demanding more assistance
from the Federal Government, and spending the Federal money we
already given them for other purposes?

Mr. WALLRR. Yes.
Senator HATHAWAY. Well, suppose we just answer them by saying

we gave you so many dollars for that and you did not use it. That is
your tough luck.

Well, certainly the issue that you raise will be one that we will
consider. It will probably be a heated topic of controversy when we
get to markup over this bill because there are arguments on both
sides as to whether we should maintain the categories or not maintain
them. And I certainly appreciate your input on this issue.

Mr. WALLER. We certainly appreciate being able to give the views
of our membership on this issue.

Senator HATHAWAY. Thank you very much.
Mr. LAMBERT. Thank you, Senator.
Senator HATHAWAY. The subcommittee will stand in recess, subject

to the call of the Chair, and we will keep the record open for a period
of 2 weeks to receive any additional written statements.

[Whereupon at 11:48 a.m., the subcommittee recessed, subject
to the call of the Chair.
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THE SECRETARY OF THE TREASURY
WASHINOTON ao0

March 1, 1975

Gentlemens

The State and Local Fiscal Assistance Act
of 1972 (Public Law 92-512) requires me to report
"... to the Congress not later than March 1 of
each year on the operation and status of the
(general revenue sharing) Trust Fund during the
preceding fiscal year."

I am pleased to submit that report herewith,
including not only the financial information you
have requested but also a description of the
Treasury Department's administration of the
general revenue sharing program.

Sincerely yours,

William E. Simon

The Honorable
Nelson A. Rockefeller
President of the Senate
Washington, D. C. 20510

The Honorable
Carl Albert
Speaker of the
House of Representatives

Washington, D. C. 20515
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INTRODUCTION

This second Annual Report of the Office of Revenue Sharing encompasses
a year in which the still-new general revenue sharing program passed its
mid-point in returning to States and local governments the $30.2 billion
authorized by Congress when it enacted the State and Local Fiscal Assistance
Act in October 1972.

The Office of Revenu.i, Sharing has sought to implement and administer
the general revenue sharing program with fidelity to the intent of Congress,

__with dedication to achieving the purposes of the Act, and with understanding_
of the diverse needs and capabilities of the nearly 39,000 governments that
receive the funds.

In this endeavor, we have had the complete supot of President Ford
and Secretary Simon. We have benefited from the constructive help and
suggestions of the Congress. Many governors and thousands of local officials
have given of their time and knowledge. Scores of federal offices and agencies
have rendered assistance. Hundreds of national and local organizations, and
the media, have greatly aided in making general revenue sharing an under-
standable and fully-functioning part of our federal system of governance.

With this vital assistance, the effectiveness of general revenue sharing has
been demonstrated.

As envisioned by the Congress when it created the program, general rev-
enue sharing has become a major component of the balanced federal
approach to strengthening governmental capabilities to serve the public
throughout the Nation. Combined with recently enacted consolidated grant
programs, categorical grant programs targeted to specific needs, individual
assistance to many millions of Americans, and direct action by the Federal
Government where appropriate, general revenue sharing significantly en-
hances our-national ability to effectively and efficiently meet the vital public
needs of Amerjcans wherever thcy may live.

During this year, when the fi-cal pressures on cities and Stateshave again
intensified, the critical need for certainty concerning the future of general
revenue sharing has gained increasing local, state and national attention.
During the year, all major national associations of state and local officials
have urged early action to extend general revenue sharing. The Advisory
Commission on Intergovernmental Relations recommended prompt action
to make the program permanent.

After careful review of the operation of the program, President Ford has
announced his intent to send to Congress legislation to continue the general
revenue sharing program. Extending general revenue sharing through Fiscal
Year 1982 would assure State and local governments the predictable receipt
of shared revenues essential to effective planning of finances, service pro-
grams and public improvements in every community.

52-602 0 - 75 - 25
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As we enter the second half of the presently authorized general revenue
sharing program, we rededicate our efforts, in partnership with State and
local governments throughout the country, to achieving better, more re-
sponsive government and a higher quality of life for all Americans.

Graham W. Watt
Director
Office of Revenue Sharing

March 1, 1975

2
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THE YEAR IN BRIEF

The 12 months just passed have been a time 'of achievement, of change, of
assessment, and of challenge for the still new general revenue sharing
program.

One year ago, a major objective of the Office of Revenue Sharing was to
make Fiscal Year 1975 the first fully operational annual cycle as envisioned
by the creators of the general revenue sharing program. That objective has
been achieved. Every provision of the State and Local Fiscal Assistance Act
now is being accomplished in the sequence and in the manner provided for
by the Congress.

A notable achievement in the continuing development of the revenue
sharing compliance system took place in May when the State of New York
became the first State to enter into a formal agreement with the Office of
Revenue Sharing for the cooperative audit of recipients of revenue sharing
funds. Subsequently, 38 additional states have formally joined this unique
partnership providing for the audit of revenue sharing funds received by
some 15,000 local governments across the nation. And, as this report is being
written, the first cooperative agreement is being negotiated with a state
human rights commission to strengthen further the Federal-state partner-
ship assuring faithful compliance by recipient governments with the few-
but important-requirements of the general revenue sharing Act.

The first amendment to the State and Local Fiscal Assistance Act of
1972 took place in May of 1974 when the Congress enacted the Disaster
Relief Act of 1974 with a provision that any local government affected by
a Presidentially declared disaster may. for 60 months, continue to use more
favorable pre-disaster data for the purpose of revenue sharing entitlements.
The Office of Revenue Sharing moved promptly to implement the new
provision so that the 6,000 governments affected by this amendment to date
will be assured the benefits provided for by the Congress.

Although the Office of Revenue Sharing has no research staff or funds
of its own, the past year has been one of intense study of the revenue
sharing program in concept, in operation, and in effects. The Office of
Revenue Sharing has cooperated wholeheartedly in the studies by the Con-
gress, by the General Accounting Office, by the Administration, and by
the research community. Early in 1974, projects sponsored by the National
Science Foundation made it possible for the allocation computer programs
and data files of the Office of Revenue Sharing to be made available in
conveniently useable form to the entire research community. This action.
together with additional NSF initiatives which bring together into computer
processable form all significant data obtained by research projects across
the nation, provides what may be the most comprehensive analytical base
ever constructed for a new federal program.

Early in October. the small staff of the Office of Revenue Sharing moved

3
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to its new location In Columbia Plaza, 2401 E Street, N.W,, where for the
first time all the staff were assembled in a single location,

In January of 1975, President Ford called for the early renewal of the
general revenue spring program In his State of the Union Message.

The following chronology highlights the significant events of the second
full year of general revenue sharing's operation.

Chronology
January 8, 1974

Second quarterly payment of the fourth entitlement period,

March 1, 1974
The first "Annual Report of the Office of Revenue Sharing" was presented to

Congress. Also, "General Revenue Sharing-The First Actual Use Reports" was
published based on the completed Actual Use Reports submitted by state and local
governments.

March 5, 1974
Technical amendments to the regulations governing the administration of gen-

eral revenue sharing were published.

April 5, 1974
Third quarterly payment of the Fourth Entitlement Period.

April 30, 1974
The Planned Use Report forms, including the estimated amount of entitlements

for the fifth period were mailed to 38,436 revenue sharing recipient governments
to be completed. published and returned to the Office of Revenue Sharing by June
24.

May 20, 1974
The first state agreement for audit of recipients was signed with the New York

State Comptroller.

May 27, 1974
The State and Local Fiscal Assistance Act of 1972 was amended by the Disaster

Relief Act of 1974, allowing recipient governments suffering disasters declared
by the President to use pre-disaster data for five years. The amendment was made
effective retroactively to April 1, 1974.

June 4, 1974
The Intergovernmental Relations Subcommittee of the Senate Committee on

Operations began oversight hearings on general revenue sharing.

June 21, 1974
Actual Use Reports pertaining to payments received from July 1, 1973-June 30,

1974 were mailed to all local governments to be returned by September 1, 1974.

July 3, 1974
Actual Use Repors pertaining to payments received from July 1, 1973-June 30,

1974 were mailed to all state governments and were due by September 1, 1974.
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July 5, 1974
Fourth quarterly payment of the Fourth Entitlement Period.

August 2, 1974
The Bureau of the Census began collecting Fiscal Year 1974 financial data to

be used In computing entitlements for the Sixth Entitlement Period.

August 7, 1974
"Payment Summary: Entitlement Periods One through Four plus Entitlement

Period Five Estimates" was published.

September 30, 1974
First formal_ interagency agreement signed with Equal Employment Opportunity

Commission.

September, 1974
First financial data survey (FY-74) mailed to Indian tribes and Alaskan native

villages by Bureau of the Census.

October 7, 1974
Commenced operations at new consolidated location of Office of Revenue Shar-

ing at 2401 E Street, NW., (Columbia Plaza).

October 7, 1974
First quarterly payment for the Fifth Entitlement Period.

October 24, 1974
Office of Revenue Sharing received Secretary's Commendation at Treasury

Awards Ceremony.

November 15, 1975
Final Disaster Relief Act Regulations published in the Federal Register (to be-

come effective 12/16/74).

January, 1975
President Ford called for renewal of -general revenue sharing in his State of the

Union address.

January 3, 1975
Second quarterly payment of Entitlement Period Five to 36,771 state and local

governments, bringing the total of general revenue sharing funds distributed to this
date to $17.3 billion.

February. 14, 1975
The first new estimates of population and per capita income were mailed to all

local governmeiii for reva;w. Disaster affected governments were provided pre-
disaster data .for certification of disaster impact.

February, 1975
The second report of uses of funds by recipient governments was published.

March 1, 1975
Publication of Annual Report, Office of Revenue Sharing.

5
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THE REVENUE SHARING PROCESS

Revenue sharing payments are made quarterly, directly to more than
38,000 eligible state and local governments. The amount to be paid each
government is determined annually by the Office of Revenue Sharing
according to the formulas contained in the State and Local Fiscal Assistance
Act. Before the annual allocations are made, the Office of Revenue Sharing
obtains the necessary data elements and reviews them with the recipient
governments to increase accuracy of data and to reduce the need for
subsequent adjustments. The Act also requires that each recipient govern-
ment publish and provide to the Office of Revenue Sharing a report of
plans for uses of funds to be received in the coming year, and a report of
uses of shared revenues for the past year. Further information about these
major elements in the annual revenue sharing process follows.

Eligible Governments
All general purpose governments as defined by the U.S. Bureau of the

Census are eligible to participate in the general revenue sharing program.
Also, Indian tribes and Alaskan native villages are eligible participants.
Figure I identifies the-number of each type of government within each
state. Currently, there are 39,207 governments eligible to receive revenue
sharing funds. This total changes almost continuously as a result of new
incorporations, disincorporations, consolidations, and mergers.

Allocations are computed annually for each eligible government. Not
every eligible government receives payments, however, since the law does
not permit payments of less than $200 per annum, except to Indian tribes
and Alaskan native villages. Because computations of entitlements are based
on data which is updated each year, a government that has an entitlement
of less than $200 one year and thus receives no payment may have a higher
entitlement in the next year and then receive its regular payments. If a
government chooses not to participate directly in the revenue sharing pro-
gram, it may waive its funds to the next higher eligible unit of government. A
few small governments have exercised this option so that the funds that
would have been paid to them were included in the payment to the govern-
ment of the county in which they are located.

7
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FIGURE 1

TYPES- OF GOVERNMENTS BY STATE

Indan Trb &
Alaskan Native

State Name Counties MunkipalltIs Townships Villages Totals

Alabama ... - 67 409 ............ ............ 477
Alaska ...................... 9 130 ............ 89 229
Arizona .................... 14 67 ............ 18 100
Arkansas .................. 75 462 ............ ............ 538
California ................ 57 412 ............ 57 527
Colorado ............... 62 260 ............ 2 325
Connecticut ...................... 34 149 ............ 184
Delaware .................. 3 54 ........................ 58
District of Columbia ........ I ............ ............ 1
Florida .................... 66 389 ............ 2 458
Georgia .................... 158 529 ............ ............ 688
H aw aii ...................... 3 1 ........................ 5
Idaho ........................ 44 199........ 5 249
Illinois ...................... 102 1,270 1,436 ............ 2,809
Indiana .................... 91 563 1,008 ............ 1,663
Iowa .......................... 99 954 ............ 1 1,055
Kansas ...................... 105 627 1,500 4 2,237
Kentucky .................. 119 403 ...................... 523
Louisiana .................. 62 298 ............ 1 362
Maine ........................ 16 22 474 3 516
M aryland .................. 23 151 ........................ 175
Massachusetts .......... 12 39 312 ............ 364
Michigan .................. 83 533 1,247 5 1,869
Minnesota ................ 87 855 1,800 13 2,756
Mississippi ................ 82 281 ............ 1 365
Missouri .................... 114 908 344 ............ _ 1,367
Montana .................. 56 126 ............ 7 190
Nebraska .................. 93 535 486 3 1,118
Nevada ...................... 16 17 ............ 17 51
New Hampshire ...... 10 13 222 ............ 246
New Jersey .............. 21 335 232 ............ 589
New Mexico ...... -- 32 92 22 147
New York ................ 57 619 930 8 1,615
North Carollna ........ 100 466 ............ 1 568
North Dakota .......... 53 359 1,368 5 1,786
Ohio .......................... 88 935 1,320 ............ 2,344
Oklahoma ................ 77 562 ............ 25 665
Oregon ...................... 36 238 ............ 4 279
Pennsylvania ............ 66 1,013 1,550 1 2,631
Rhode Island .................... 8 31 .......... .. 40
South Carolina ........ 46 263 ............ ............ 310
South Dakota .......... 67 310 1,031 9 1,418
Tennessee ................ 94 323 ............ .... 418
Texas ........................ 254 1,048 ............ 2 1,305
U tah .......................... 29 216 ............ 5 251

S
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TYPES OF GOVERNMENTS BY STATE-Continued

Indian Tribes &
Alaskan Native

State Name Counties Municipalities Townships Villagm Totals

Vermont .................. 14 60 237 ............ 312
Virginia .................... 95 232 ............ 2 330
Washington .............. 39 266 39 22 367
W est Virginia .......... 55 227 ............ ............ 283
Wisconsin ................ 72 575 1,270 10 1,928
W yom ing .................. 23 89 ............ 2 - 115
National Total (51)... 3,046 18,778 16,986 346 39,207

The Operational Cycle
The recurring operational cycle contains these major steps:

1. Summer 1974. Collection of necessary local tax data by the Bureau
of the Census.

2. February 1975. Receipt by the Office of Revenue Sharing from the
Census Bureau of all updated state and local data to be used for the
Sixth Entitlement Period, beginning July 1, 1975.

3. February 1975. Office of Revenue Sharing furnishes each recipient
government the data that will be used to calculate sixth period
payments.

4. March 1975. Office of Revenue Sharing and Bureau of the Census
review all data questioned by recipients and revise data as war-
ranted.

5. April 1975. Office of Revenue Sharing calculates final entitlements
for the fifth period (FY-75) and determines necessary adjustments.
All state and local entitlements for the sixth period (FY '76) are
calculated.

6. April 1975. Office of Revenue Sharing advises all 39,000 recipient
governments of the estimated amount of their FY '76 payments:
this amount is preprinted on the Planned Use Report forms which
recipients are required to complete, publish, and file with the Office
of Revenue Sharing in June. (In the first week of April the regular
quarterly payment to each recipient is made by the Office of Revenue
Sharing.)

7. June 1975. Planned Use Reports are received, checked, and acknowl-
edged by the Office of Revenue Sharing. Incomplete report forms
are returned with instructions for completion or correction.

8. July 1975. Office of Revenue Sharing sends forms to 39,000 re-
cipients to report actual uses of funds through June 30, 1975. (in
the first week of July, the Office of Revenue Sharing makes the final
payment to all recipients of their FY '75 entitlement.)

9. September 1975. Actual Use Reports are received by the Office of
Revenue Sharing, checked, and acknowledged. Incomplete report
forms are returned to recipients for completion or correction.

10. October 1975. The first quarterly payments for FY '76 are mailed
to all state and local governments which have met the reporting
requirements. (Others are individually contacted and provided assist-
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ance to coinply with the reporting requirements. These governments
become eligible to receive first and second quarter payments to-
gether in January.)

11. January 1976. The second quarterly payment for FY '75 is made to
recipients.

12. April 1976. "Thc third quarterly payment for FY '75 is made to
recipients. Concurrently, corrections to any data errors or changes
arising during the year are verified, final entitlements for FY '76
are calculated based on the corrected data, adjustments are com-
puted and carried forward to the next entitlement period for which
payments are being calculated this month.

13. July 1976. The final quarterly payment for FY '75 is made to
recipient governments.

As can be seen, the cycle for each annual entitlement period necessarily
overlaps the prior and the following entitlement period for data collection
and reporting. Nevertheless, payments are made regularly each quarter.
The cycle is designed to be as simple as possible for recipients, with the
Office of Revenue Sharing providing specific notices and instructions each
time a recipient government must take any action.

Data
Revenue sharing funds are allocated according to the formula contained

in the State and Local Fiscal Assistance Act, using the data which is speci-
fied in the Act. These data are provided principally by the Bureau of the
Census based on the decennial census and the recurring annual surveys
of state and local finance and of governmental boundaries.

Each year the Office of Revenue Sharing assembles the most recent data
for each government. Then, with the assistance of each- government, the
Office of Revenue Sharing and the Bureau of the Census detect and correct
errors in the new data.

The Office of Revenue Sharing provides these data elements to all re-
cipient governments for review before using them to calculate entitlement
amounts for each year. As an additional means to obtain the most accurate
data, the Office of Revenue Sharing publishes these data and provides them
to the governor of each state, to the Congress, and to interested organiza-
tions and individuals. This data improvement and publication process assures
significantly more accurate data and provides a safe-guard for the integrity
of the data upon which equitable distribution of funds depends.

Allocations to Recipients
Revenue sharing payments are made quarterly. Each payment is one-

fourth of- the estimated annual entitlement amount calculated each year in
April as specified in the Act. The calculation necessarily includes sophisti-
cated computer techniques because the formulas divide a national total
among the states, and then divide each state total between the state
government and among its local governments according to the relative shares
determined from th, formulas developed by the Congress,

The annual process used by the Office of Revenue Sharing to calculate
entitlement amounts is:

1. The appropriation is allocated among the states according to the three-
factor Senate formula (population, tax effort and income):

2. The appropriation is allocated among the states according to the five-
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factor House formula (population, -urbanized population, per capita income,
state income tax collections, and tax effort);

3. The higher of the two amounts is selected for each state. Since the
sum is greater than the entitlement period total, each amount is scaled
down proportionately.

4. If either Alaska or Hawaii uses the three-factor formula, its allocation
is increased by the same percentage adjustment as applies to the base pay
allowances of federal government employees residing in those states (15%
in Hawaii and 25% in Alaska).

The next step is to allocate within each state, according to the following
process:

1. One-third of the state's allocation is apportioned to the state govern-
ment, and the remaining two-thirds is apportioned among units of local
government within the state.

2. The amount to be allocated to units of local government is divided
by the population of the state to establish the per capita entitlement for all
governments within the state.

3. The local government amount is distributed to country areas (these are
geographic areas not governments) based upon the ratio that each county
area bears to all county areas within the state according to the formula:
population x tax effort x relative income.

4. If this calculation allocates to any county area an amount which, on
a per capita basis, exceeds 145% of the per capita entitlement calculated in
Step 2, its amount is reduced to the 145% level and the resulting surplus
amount is shared proportionately by all the remaining unconstrained county
areas within the state.

5. Similarly, if any county area is allocated less than 20%, on a per
capita basis, of tNe amount calculated in Step 2, its allocation is increased to
the 20% level and the resulting deficit is taken proportionately from all
the remaining unconstrained county areas within the state.

6. Each county area allocation is then divided into four parts: First, an
amount for Indian tribal governments or Alaskan native villages is determined
by the ratio of tribal or village population to the total population of the
county area.

Then from the remainder, a township allocation is determined on the
basis of the ratio of all township adjusted taxes to the total adjusted taxes
in the county.

Next, a county government share is determined similarly, on the basis of
county government adjusted taxes.

The remaining proportion is for the other units of local government.
7. Next, townships and other local governments are allocated funds on-

the basis of the formula: population x tax effort x relative income. If a
unit of government receives more than 145% on a per capita basis, it is
adjusted to the 145% level. If a unit receives less than 20%, its allocation
is increased to the lower of either the 20% level, or 50% of its adjusted
taxes and transfers. Then, if any unit receives more than 50% of its adjusted
taxes and transfers, its allocation is reduced to that level and the excess is
given to the county government.

8. If the county government has been allocated more than 50% of its
adjusted taxes and transfers, its allocation is reduced to that level, and the
excess is returned to the state government.

11
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9. If any allocation is less than $200, or any unit of local government
waives its entitlement, those funds are allocated to the next higher level of
government.

10. Finally, If the amounts allocated by the above procedure do not total
100% of the funds available for distribution, the appropriate adjustment is
made to the entitlement figure In step 3. The proem (steps 3 through 8) is
repeated until the amounts allocated equal exactly the funds available.

Each April the Office of Revenue Sharing computes the entitlements as
described above, and advises each government of the amount of shared
revenues it may expect to receive in the coming year. One-fourth of that
amount Is paid each quarter.

Cumulative Payments by State
With the payment made January 6, 1975, the Office of Revenue Sharing

has paid over $17.3 billion to recipient governments as follows:
States .... .......................... $5,890,107,203
Counties .......................................................................... 4,422,712,469
M unicipalities .................................................................. 6,160,405,465
T ow nships ........................................................................ 834,183,712
Indian Tribes and Alaskan Native Villages .................. 20,812,719

Total ............................................................................ $17,348,221,568
Cumulative payments to each type of recipient are shown by state in

Figure 2.

Reporting on Uses
.,ection 123(a) of the Act requires each eligible government, in order to

qualify for payments for-entitlement periods beginning January 1, 1973, to
assure the Secretary of the Treasury that it will take certain specific actions.
These assurances are obtained annually by the Office of Revenue Sharing.

Each eligible government is required by Section 121 (b) of the Act to
submit a report to the Secretary of the Treasury setting forth the amounts
and purposes for which it plans to spend the funds it will receive during
a forthcoming entitlement period. This Planned Use Report was initiated
for the third entitlement period.

Section 121(a) of the Act requires each recipient government to report
to the Secretary of the Treasury the amounts and purposes for which it
actually spent the funds which it received. The Ac'tual Use Report was first
required as of June 30, 1973.

The Act also requires each state and local government to publish a copy
of its Planned Use Report and of its Actual Use Report in a newspaper
published within the state having general circulation within the geographic
area of that government. This requirement has been implemented for each
Planned Use and Actual Use Report.

Because over 27,000 of the eligible recipients are small governments
having less than 2,500 population;-every effort has been made to simplify
and reduce the cost of meeting these reporting requirements. To that end,
the initial reports were limited to a single page and the forms were furnished
to each recipient government together with work copies and necessary
instructions. Even so, several thousand governments had difficulty com:
pleting the reports, publishing them and returning them on schedule-4o--the
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Office of Revenue Sharing. Some jurisdictions stated that the costs of public.
tion were excessive considerli the amount of the payment they received.

As a result, the Office of Revenue Sharing redesigned the report forms.
The assurances to the Secretary have been incorporated in the Planned
Use Report form. The part of the form which must be published has been
reduced to one-half pag, and may be photo.reduced for publication, This
Innovation eliminated one form entirely and substantially reduced public.
tion costs for all governments.

Other Improvements have been made in the Planned. Use Report form,
The content has been Improved to communicate more general information
about the program to the citizens of each Jurisdiction, The estimated amount
to be paid In the next period is preprinted on each government's form along
with that jurisdiction's account number to reduce the possibility of error,
The forms sent to each government include work sheets, Ale copies and
complete instructions for completing, publishing and filing li.e form with
the Office of Revenue Sharing. In addition, each government is given an
addressed return envelope to reduce handling errors.

Uses of Funds by Recipients
In September 1974, state and local governments reported their actual

uses of funds as of June 30, 1974. An analysis of these Actual Use Reports
recently has been completed and is being published by the Office of Revenue
Sharing. That analysis will be sent to each Member of Congress, to the
Governors, and to interested organizations and the media.

Figure 3 summarizes the reports of the states and local governments about
their use of all revenue sharing funds expended through June 30, 1974.

Although Figure 3 aggregates expenditures, it is important to note that
the reports themselves show close adherence by local governments to the
priority categories explicitly set forth in tf.o ltate and Local Fiscal Assistance
Act. Thus, the amounts shown as expended by local governments for "edu-
cation" represent funds spent for capital purposes for education as authorized
by law, and do not constitute operating expenditures. State governments, not
limited by the priority expenditure categories, applied a substantial part of
their revenue sharing funds to education operating expenses.

As of September, 1974 82% of state and local governments indicated that
general revenue sharing funds had enabled them either to reduce taxes, hold
tax rates stable or avoid new taxes.

V.i. - A- MLABL



FIGURE 2

CUMULATIVE DISBURSEMENTS OF GENERAL SHARING FUNDS AS OF JANUARY 6, 1975

State Name

ALABAMA ....................................
ALASKA ........................................
ARIZONA ......................................
ARKANSAS ..................................
CALIFORNIA ................................
COLORADO ..................................
CONNECTICUT ..........................
DELAWARE ..................................
DISTRICT OF COLUMBIA ........
FLORIDA ......................................
GEORGIA ......................................
H A W A II ........................................
ID A H O ..........................................
ILLINOIS ......................................
INDIANA ......................................
IO W A ..............................................
KANSAS ........................................
KENTUCKY ..................................I LOUISIANA ..................................
M A IN E ..........................................
MARYLAND ................................
MASSACHUSETTS ......................

State

$98.031.25
7,467.59

57,498.50
64,092.50

616,886.30
60,472.50
73,021,47
19,879.52
77.678,59

166,965,71
120,298,89
25.543.95
23.433,76

295,539.12
122.796.07
81.763.14
55,821,09

110.701,41
135,019.38
35,156,42

114,605,51
182,245,16

Counties

0 $73,042,295
3 5,705,900
17 46,217,176
3 65.012,375
1 745.622,434
3 42,715,978
8............ .......
5 18,895.404
3 ..................
0 148,131,335
2 139.200,117
3 12.633,627
4 27.021042
2 134,687.858
2 84.204,744
0 95,103.370
'3 56,745,726
3 80.380,428
1 107,555.940
3 4,652,262
8 133,339,234
7 20,943,170

Municipalities

$123,354.002
8.564,156

63,706.070
50,348,184

487.565.778
78,167,008
78,012,319
13,153,503

186,675,953
101.066,060
38.454.275
19,588.477

359,381,078
132,781,467
68,345,610
48.668.523
92,822,948

155,627,774
28.980,207
95,965,309

205,025.647

Townsbips

....................

$.........

....................

68,146.608

....................

77.366,251
28,524.713

6,183.211

............

36.548.822

138.712,424

Indian Trbes &
Alasum Nadw

....................

461,450
5,054,882

403,010
116,49

61,454

258,764

35,971
22,699

18,514
139,976

Toaft

$294.427,547
22,199,099

172,476,635
179,453,062

1,850,477,523
181,471.978
219.180.405

51,928,432
77,678,593

501,834,452
360.565,069

76,631,855
70,302,047

866,974.309
3U.,306.96
245,248,091
167,441,252
283,904,789
398,221.609
105,477,690
343.910,061
546,926,409
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MICHIGAN ..................................
MINNESOTA ................................
MISSISSIPPI ............................
M ISSO U RI ....................................
MONTANA ....................................
NEBRASKA ..................................
N EV A D A ......................................
NEW HAMPSHIRE ....................
NEW JERSEY ..............................
NEW MEXICO ............................
NEW YORK ..................................
NORTH CAROLINA ..................
NORTH 'DAKOTA ......................
O H IO ..............................................
OKLAHOMA ................................
OREGON ........................
PENNSYLVANIA ........................
RHODE ISLAND ..........................
SOUTH CAROLINA ....................
SOUTH DAKOTA ........................
TENNESSEE ..................................
T E X A S ............................................
U T A H ............................................
VERMONT ....................................
VIRGINIA .......................
WASHINGTON ............................
WEST VIRGINIA ........................
WISCONSIN ..................................
WYOMING ....................................

NATIONAL TOTALS ..........

245,150,087
114.208,820
99,333,536

107,986.009
22,690,223
41.781,580
12,687,188
18,392.718

181,169.014
37,651,964

643,494,495
148.069.952
23,338,880

230.284.312
64.553.808
57.213.003

302,813,488
26,057.130
81.197.990
25.804.561

108.642,061
273,736,732

34.092,853
16.212,006

114,391.368
83,643,570
74,684,580

145,107,066
10.780,308

$5,890,107,203

142.649,271
121,716,072
119,470,087
71.647,040
30,093,050
41,455,262
15.855.488
4.771,379

129,803,539
29,616,859

275,600.457
159.621.485
23.943.056

146.533,214
48,062.345
43,309,765

171,610,911

82,272,021
30.133,162
94,798,322

201,322.681
33,951,088

396.117
84,662,483
75,014,111
44.167.467

142,717,552
15,701,770

$4.422,712.469

302,884,502
92.814,805
66.975,715

139,151.315
13,636,518
39.244,788

9,314.646
17,428,996

160,977,091
37.173,483

874.936.969
137,011,118

15.664.537
269.047.129

79.845.372
70.881,278

339,040,101
37.062.733
73,459.802
15.936,206

124,976.603
344.627,257

33,658.949
11,186.736

144.608,951
91,592,691
51,176.848

124.292.833
5,543,145

$6.1 60,405.465

45.150,958
14,117,713

4,966,463
.......... I..........

2,658,130
................. ..

14,667.833
71.584,615

............ I........

135,942,411
....................

6,121,898
44,852.464

............... .....

95.666,707
15,034,044

. ......... ..... ..

3.731.771
... .. ...........

. .. ............

....................

20.903.393

3,401
.. .. ...........

23.299.882
....... ............

$854,183,712

80,032
668.609
130,507

1,642,832
174,415
1%.538

4,790,597
347.922
325,806
926.04

....... ............

1.152,619
179.213

400

....................

1.677,674
....................

56,566
523,520

....................

5.132
669,042

432,925
258.757

$20.812.719

735.914,850
343,526.019
285,909,845
323,750,827

68,062,623
125,314,175
38,053,860
55,260,926

543.534,259
109,22,903

1,90.328.254
445,028.361
69.994.775

690,717,119
193,614.144
171.583.259
909.151,607
78,! 53.907

236.929,813
77,283.374

328.416,986
819,743.236
102,226,410
48.698,252

343,667,934
250,922,815
170.028,895
435.850.258

32,283,980

$17,348.22 1,568
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FIGURE 3

USE OF REVENUE SHARING FUNDS REPORTED BY STATES AND LOCAL GOVERNMENTS
January 1, 1972-June 30, 1974 (in millions of dollars)

Rank Caetgoey d Use All Gov't. 4

I Public Safety ............................................ $2,190. (2

2 Education .................................................. 2,068. (2
3 Transportation .......................................... 1.405. (0
4 General Gov't./Mult-Pur ....................... 841.

5 Environmental Protection ........................ 674.
6 H ealth ........................................................ 645.
7 Recreation & Cultural Serv ..................... 425. (
8 O ther .......................................................... 355. (
9 Social Services for the Poor or Aged ...... 354.

10 Financial Administration ......................... 188. (
II Housing & Comm. Development ............ 104. (
12 Libraries .................................................... 10 1. (
13 Economic Development .......................... 51.
14 Corrections ................................................ 43. (
15 Social Development .................................. 22. (

$9,466. (IC

Does not total due to rounding.

3%)
:2%)
5%)
9%)
7%)
7%)
4%)
4%)
4%)
2%)
1%)
1%)
1%)

p0%)

Stars (%)

$ 45. (1%)
2,000. (57%)

267. (8%)
208. (6%)

56. (2%)
231. (7%)

40. (1%)
316. (9%)
229. (7%)

24. (1%)
37. (1%)
6. (-)

13. (-)
43. (1%)

$3.515. (100%)

Local Gov'%. (%)

$2.145. (36%)
68. (1%)

1,138. (19%)
633. (11%)
618. (10%)
414. (7%)
385. (6%)

39. (1%)
125. (2%)

164. (3%)
67. (1%)
95. (2%)
38. (1%)

-- (-)
22. (-)

$5,951. (100%)
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TRUST FUND STATUS

The State and Local Fiscal Assistance Act of 1972 established in the
Treasury of the United States a Trust Fund to be used only for the payments
to state and local governments as provided in the Act. The Trust Fund
remains available without fiscal year limitation. The Act appropriated to the
Trust Fund approximately $30.2 billion diided into seven periods as
follows:

Entitle.
ment

Period Start End Amount
1 Jan., 1972 June, 1972 $2,650,000,000
2 July, 1972 Dec., 1972 $2,650,000,000
3 Jan., 1973 June, 1973 $2,987,500,000
4 July, 1973 June, 1974 $6,050,000,000
5 July, 1974 June, 1975 $6,200,000,000
6 July, 1975 June, 1976 $6,350,000,000
7 July, 1976 Dec., 1976 $3,325,000,000

Also appropriated are additional amounts for adjustments for non-contiguous
states. These amounts are distributed only to the extent required pursuant
to Section 106(c) of the Act, and any unused amount- must be returned
from the Trust Fund to the General Fund of the Treasury.

To insure the integrity of the Trust Fund and to eliminate the prospect
of recurring recomputations of entitlements of all 39,000 governments for
prior entitlement periods, the Office of Revenue Sharing has established an
Obligated Adjustment Reserve equal to one-half of one percent of the
amounts appropriated for each entitlement period.

This cumulative reserve is available to the Secretary of the Treasury to
satisfy legitimate claims against the Trust Fund for prior entitlement periods.
The amount retained in the Trust Fund as Obligated Adjustment Reserve
will be reduced whenever the Secretary determines the amount is adequate to
meet foreseeable liabilities against the Trust Fund. The reduction will be made
by paying the excess amount to recipients as part of a regular distribution.

Overview
The table below provides an overview of Trust Fund transactions from

inception of the program through January 6, 1975. As of that date, the
second quarterly payment of the current entitlement period had been made,
and the balance in the Trust Fund provides for the third and fourth quarterly
payments to be made in April and July.
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(In Millions of iolars)
Year Ended June 30

Inception thru July 1, '74
Jan. 6,'75 73 '74 thr Jan. 6,75

Balance Beginning of Period.. $ 0 $ 0 $1,658 $1,607
Transferred to Trust Fund 20.553 8,295 6,054 6,204

TOTAL .......................... $20,553 $8,295 $7,712 $7,811
Less:

Entitlements Paid ......... $17,347 $6,637 $6,105 $4,605
Returned to Treasury 3 0 0 3

TOTAL .......................... .$17,350 $6,637 $6,105 $4,608
Balance, End of Period ....... $ 3,203 $1,658 $1,607 $3.203
Less Reserves ........................ 94 73 73 94

Balance, End of Period
Available for Distribution $ 3.109 $1,585 $1,534 $3,109

As shown in this table, from inception of the program through January
6, 1975 $20.553 billion has been credited to the Trust Fund of which
$3 million has been returned to the Treasury, leaving $20.550 billion
available for payment of entitlements. Of this amount $17.347 billion
has been disbursed to recipients. Of the remaining $3.203 billion, $94
million is reserved and the remaining $3.109 billion is available for
distribution to recipients.

Cumulative Summary to June 30, 1974
Figure.,4 shows changes in the Trust Fund balance from inception through

June 30, 1974, encompassing the first two years of Trust Fund operations.

During this period approximately $14.349 billion in appropriations was
transferred into the Trust Fund. Of this, $12.742 billion was distributed
to recipient state and local governments leaving a fund balance of slightly
over $1.607 billion on June 30, 1974. This balance consisted of $1.532
billion distributed to recipient state and local governments on July 8, 1974,
$69.381 million in reserves, $3.477 million of non-contiguous states funds
(most of which was returned to the General Fund of the Treasury on
November 30, 1974) and amounts allocated for previous periods due for
distribution after June 30, 1974.

Fiscal Year 1974
Figure 5 shows changes in the Trust Fund balance resulting from Fiscal

Year 1974 operations. The appropriations shown as "Transferred into Trust
Fund" include amounts for noncontiguous states adjustments.

The Trust Fund balance on June 30, 1973 was slightly over $1.658
billion. Appropriations for Entitlement Period Four of $6.055 billion were
added to the June 30, 1973 balance and entitlement payments of approxi-
mately $6.106 billion were disbursed. This left a Trust Fund balance on
June 30, 1974 of $1.607 billion. This balance included approximately $1.532
billion which was distributed to recipients on July 8, 1974 as the fourth
quarterly payment of Entitlement Period Four. The balance also included
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$69.381 million in obligated reserves (available for subsequent allocation
adjustments), $3.477 million consisting primarily of noncontiguous states
funds not required (which was returned to the General Fund of the
Treasury in Entitlement Period Five) and amounts allocated for prior
periods due for distribution after June 30, 1974.

Interim Report, Fiscal Year 1975
Figure 6 shows the effect of Trust Fund operations on the fund balance

from July 1, 1974 through the second quarterly payment of Entitlement
Period Five made on January 6, 1975. Appropriations for'the Fifth Entitle-
ment Period of $6.205 billion were added to the June 30, 1974 fund
balance of $1.607 billion. Entitlement payments of $4.606 billion were
disbursed and $3.46 million in noncontiguous states adjustment funds not
required was returned to the General Fund of the Treasury. This left a
Trust Fund balance on January 6, 1975 of approximately $3.203 billion.
The January balance consisted of $93.420 million in reserves, $18,556 in
funds to be distributed to noncontiguous state governments in the final alloca-
tion for Entitlement Period Five, and $3.109 billion available for distribution
to recipients.

The $3.109 billion available for distribution to recipients is to be dis-
bursed in the quarterly payments scheduled for April 7, 1975 and July 7,
1975.

Analysis of Changes in Fund Balance
Transactions affecting the amount available for distribution to recipients

and the reserve accounts for the year ended June 30, 1974 and the period
from July 1, 1974 through January 6, 1975, respectively are shown separate-
ly in figures 7 and 8. During Fiscal Year 1974, all reserves were adjusted to
provide one-half of one percent of all entitlements, exclusive of the Non-
contiguous States Adjustment Fund, for the Obligated Adjustment Reserve.

In the period from July 1, 1974 through January 6, 1975, $3.459 million
of noncontiguous states adjustment funds not needed were returned to the
General Fund of the Treasury. This left a balance in the Noncontiguous
States Adjustment Reserve of $18,556 on January 6, 1975. This balance
will be distributed to noncontiguous state and local governments in the
final allocation for Entitlement Period Five.
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FIGURE 4

STATE AND LOCAL FISCAL ASSISTANCE TRUST FUND
SUMMARY OF CHANGES IN FUND BALANCE
FROM INCEPTION THROUGH JUNE 30, 1974

Entitlement Period

Total

Transferred into Trust Fund .................................. $14,349,450,000
Less:

Entitlements Paid ................................................ 12,742,290,246

Fund Balance-June 30, 1974 ................................

Analysis of June 30, 1974 Fund Balance:
Reserve for Obligated Adjustments ....................
Noncontiguous States Adjustment Funds* ........
Available for D istribution ..................................

Fund Balance-June 30 .1974 ................................

$ 1,607,159,754

$ 69,381,426
3,477,422

1,534,300,906

$1,607,159.754

1

$2,652,390,000

2,638,046,408

$ 14,343,592

2

$2,652,390,000

2.638,024.358

$ 14,365,642

$ 12,610,856 $ 12.632,906
1.732,736 1,732,736

0 0

$ 14.343,592 $ 14,365.642

3

$2,989.890,000

2,975,711,159

$ 14,178,841

$ 13,997.058
11,950

169,833

$ 14,178,841

4

$6,054,780,000

4,490,508,321

$1,564.27 1,679

S 30,140,606
0

1,534,131.073

$1,564,271,679

* Consists principally of noncontiguous states adjustment funds not required-$3,458.866 returned to
June 30. 1974.

General Fund of the Treasury after
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FIGURE 5

STATE AND LOCAL FISCAL ASSISTANCE TRUST FUND
SUMMARY OF CHANGES IN FUND BALANCE

FOR PERIOD JULY 1, 1973 THROUGH JUNE 30, 1974

Entitlement Period

Total I 4

Fund Balance-June 30. 1973 ........
Transferred into rust Funds ..........

Total Funds Available . ..........
Less:

Entitlem ents Paid ......... ...........

Fund Balance-June 30, 1974.......

Analysis of June 30. 1974 Fund Balance:
Reserve for Obligation Adjustments
Noncontiguous States Adjustment Fund*
Available for Distribution ..........

Fund Balance- June 30. 1974 ...........

S 1.6 58,301,194
6.054.780,000

$7.71 1,081.194

$6. 10 .921,440

$1.607.159,754

$ 69.181,426
3,477.422

1.514.300.906

$1.607,159.754

$ 28.41,429
0

$ 28,141.429

$ 11.999.837

$ 14,141.S92

$ 12.610.8S6
1,732.736

0

$ 14,343.592

$ 114.844.116
0

S 1.495. 113.629
0

$ 1-14.844,136 $ 1,495,113,629

$ 120.478,494

$ 14.165,642

$ 12.612,906
1.732.716

0

$ 14,365,642

$ 1,480,934.78

$ 14.178.841

$ 13.997,058
11.950

169,833

$ 14.178.841

$ 0
6.054.780,000

$6,054,780,000

$4,490.508,321

$1,564,271,679

S 30.140,606
0

1,534,131,073

$1,564,271.679

Consists principally of noncontiguous states adjustment fund, not required-- $1.4' 9.866 returned to the General Fund of the Treasry
after June 30, 1974.
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FIGURE 6

STATE AND LOCAL FISCAL ASSISTANCE TRUST FUND
SUMMARY OF CHANGES IN FUND BALANCE

FOR PERIOD JULY 1, 1974 THROUGH JANUARY 6, 1975

F, u~tlteme.- Pu

Toal I 2 3 4 $

Fund Balance--June 30. 1974 ...........................
Transferred into Trust Fund ...........................

Total Funds Available .. .... ........................
Less:

E ntitlem ent Paid ............................... ...........
Noncontiguous States Adjustment Funds not

Required (Returned to General Fund of the
T reasury ) ....... ...........................................

Fund Balance-January 6. 1975 ............................

Analysis of January 6. 1975 Fund Balance:
Reserve for Obligation Adjustments ...............
Noncontiguous States Adjustment Funds' ....
Available for Distribution .............................

Fund Balance-January 6, 1975 .................

$1.607.159,754
6.204,780,000

$7.811.939,754

4,605.931,517

$14.343,592
0

$14,365.642 $14.178.841 $1,5.7,271.679 S 0
0 0 0 6",4.7U30, =

14,343,592 14.365,642 14,178.841 1.564.Z71.679

1,959,967 2.007,492 2.565,100 1-534.190379 '3,W0.2,50

3.458,866 1,729,433 1,729,433

$3,202,549,371

$ 93,419,866
18,556

3,109.110,949

$3,202,549.371

$10,654,192

10,650,889
3,303

0

10,654.192

$10,628,717

10,625.414
3,303

0

10,628.717

0

$11,613,741

11,591,839
1t.950
9,952

11,613.741

0

S 30AS51.301

29.551,730
0

529.571

0

$3,139,571,420

30.9"94
0

3,10,571.426

30.1,301 3,19,.571,4o

'Consists of funds to be distributed to noncontiguous state governments in the final allocation for EntiPst Nrtd 5.
-Includes payments of $5.986,640 made in Entitlement Period 4, applicable to Entitlement Period 5.

(a)
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FIGURE 7

STATE AND LOCAL FISCAL ASSISTANCE TRUST FUND
ANALYSIS OF CHANGES IN FUND BALANCE

YEAR ENDED JUNE 30, 1974

F E~d P h

ToW I 2 3 4

FUND BALANCE AVAILABLE FOR ALLOCATiON TO RECIIIEN"

Balance June 30. 1974 ............................

Transferred into Trust Fund ..................................

Total Funds A vailable ..........................................

Adjustment to Establish Obligation Adjustment....
Reserve at .5% of Entitlements ..........................

Balance Available for Disbursement to Recipients..

Less Payments to Recipients ..................................

Balance June 30, 1974 ............................................

$1,502,741,822

6.054,780.000

7,557.521,822

80,394.412

7,637,916,234

6,103,615,328

$1,534.300.906

382,163

0

382,163

12,879.515

13,360,678

13,360,678

0

7,248,051 1,495, i 13,60f

0

7,246,051

112,615,343

119,861,394

119,861.394

0

0

1,495.113,608

(14.949,450)

1.480,164,158

1,479.994,325

169,833

Wi
co

0

6,054,780,000

6,054,780,000

(30.249,996)

6,024.530.004

4,490,398.931

1,534,131,073



r~.

Obligated Adjustment Reserve:

Balance June 30 .1973 ........................................

Adjustments:

To Establish Reserve at .5% of Entitlements..

To Transfer Portion of Reserve Applicable
To Noncontiguous States Adjustment to

that R eserve ..........................................

Net Adjustments ..................................

R eserve Balance ....................................................

Less D isbursem ents ..............................................

Balance June 30, 1974 ...................................

Reserve for Noncontiguous States Adjustment
Fund Not Allocable:

Balance June 30, 1973 ........................................

Adjustment for Portion of Reserve Originally....
Placed in Obligated Adjustment Reserve ......

Balance June 30 ,1974 ........................................

Total Reserve Balance June 30, 1974 ....................

Fund Balance June 30, 1974 ..................................

$ 152,117.758

(80,394,412)

(35,808)

(80.430,220)

71,687,538

2.306,112

69,381,426

3,441,614

35,808

3,477,422

72,858,848

$1,607.159,754

26,240,465

(12.978,515)

(11,935)

(12,990,450)

13.250,015

639,159

12,610.856

1,720.801

11,935

1,732,736

14,343,592

14,343,592

RESERVES

125,877,293

(112,615,343)

(11.944)

(112,627,287)

13,250,006

617,100

12,632,906

1,720,792

11,944

1,732,736

14,365,642

14,365,642

0

14,949,450

(11,929)

14,37,521

14.37,521

940,463

13.997,058

21

11,929

11,950

14,009,008

14,178,841

0

30,249,996

0

30,249.996

30,249,996

109,390

30,140,606

0

0

0

30,140,606

1,564,271,679
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Obligated Adjustment Reserve:

Science June 30, 1974 ..........

Addition to Establish Reserve
for Entitlement 5 ..............

Payments to Recipients ........

Balance of Obligated Ad-
justment Reserve Janu-
ary 6, 1975 ....................

Reserve for Amounts not Al-
locable:

Balance June 30, 1974 ........

Returned to General Fund of
T reasury ........................

Balance of Unallocable
Reserve January 6, 1975

Total Reserves January
6, 1975 ......................

Fund Balance January 6, 1975..

69,381.426

30,999,994

(6.961,554)

93,419,866

3,477,422

3.458.866

18,556

93,438,422

$3.202.549,371

12,610,856

0

(1,959,967)

10,650.889

1.732,736

1,729,433

3,303

10,654,192

10,654.192

12,632,906

(2,007,492)

10,625,414

1,732,736

1,729,433

3,303

10,628,7 F'

10.628.717

RESERVES

13,997,058

(2,405.219)

11.591,839

11,950

0

11,950

11,603,789

11,603,789

30.140,606

(588,876)

29,551,730

30,999,994

0

30,999,994

0

0

0

29,551,730

30,081.301

0

0

30,999,994

3.139.571.420

I,,,,
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PROGRAM PROGRESS

Action was taken during the year to implement the new Disaster Relief
Act amendment, to complete implementation of the state maintenance of
effort requirement, to continue action in the area of data improvement and
assistance to recipients, and to ensure effective compliance with the require-
ments of the State and Local Fiscal Assistance Act.

Disaster Relief implementation
In May 1974, the Congress enacted Public Law 93-288, the Disaster

Relief Act of 1974. This Act amended the State and Local Fiscal Assistance
Act of 1972 by adding a new section 145. Briefly, the new section provides
that a recipient government which is within a major disaster area designated
by the President may continue to have its predisater data factors used for
purposes of the allocation process if those data factors are more favorable
than the post disaster data factors. The amendm,-nt was made retroactive to
April 1, 1974.

Soon after enactment of this new provision, the Office of Revenue Sharing
established working relationships with the Disaster Assistance Administration
of the Department of Housing and Urban Devtlopment.

A list of all general purpose governments located within major disaster
areas designated by the President since April 1, 1974, was obtained. Addi-
tions to that list are reported regularly by the Disaster Assistance Admin-
istration, along with the date of the declaration of the disaster. To date,
approximately 6,000 recipient governments have been identified which are
within major disaster areas designated by the President since April 1, 1974.

These 6,000 governments may, for a period of 60 months from the date
of the disaster, have their predisaster data factors used for revenue sharing
allocations.

Needed regulations were written and published in The Federal ReRister
on November 15, 1974, to govern the application of the disaster relief
amendment. 'The regulations provide for the use of predisaster data for a
recipient government if the chief executive of that government certifies that
the adverse changes in the data used b the Office of Revenue Sharing to
compute the next allocations were a result of the disaster'. The chief executive
officer must have available for audit documentary evidence that the change
in data resulted from the disaster.

The Office of Revenue Sharing has developed procedures and computer
systems to ensure that each government affected by the disaster relief provi
sion is afforded a full opportunity to benefit from that amendment. The
data for each government affected by a disaster is examined by the Office of
Revenue sharing to determine whether any change occurred in the data
since the date of the disaster declaration and, if so, whether that change
resulted in data less favorable to the government.
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In each case where new data is less favorable to a disaster affected gov-
ernment, the Office of Revenue Sharing sends that government, in Vebruary,
a specific notice advising the recipient government of the disaster relief
provision, and provides the government with the post disaster data items
and the predisaster data items that would be more favorable to it. If the
chief executive officer of the recipient government elects the use of the
predisaster data items, she or he completes the certification on the notice
and returns it to the Office of Revenue Sharing. The predisaster data then is
used to compute the allocations in April for the forthcoming payment year.

The Office of Revenue Sharing will continuously maintain a list of govern-
ments eligible for the disaster relief amendment, adding new governments as
they are designated and deleting governments at the end of the 60 months
of eligibility. For those governments which elect use of predisaster data,
normal auditing procedures will verify the evidence supporting the certifica-
tion that the data change was caused by the disaster.

Data Improvements
Given the formulas contained in the State and Local Fiscal Assistance

Act of 1972, the actual allocations and payments to each of the 39,000
governments depend entirely on the data used and the annual computations
of entitlements. These data, specified in the Act itself, are updated every year
to the extent that new data are available. Prior to the revenue sharing pro-
gram, these data had been used only for general statistical purposes and did
not have the completeness and accuracy necessary to ensure equitable alloca-
tions of funds to State and local governments. Therefore, at the beginning of
the program, the Office of Revenue Sharing instituted a continuing program
of action to improve the data in cooperation with the Bureau of the Census
and other Federal agencies.

In addition to Federal agency action to improve the data used in general
revenue sharing, the Office of Revenue Sharing annually obtains the assistance
of all 39,000 recipient governments to further improve the data.

This continuing data improvement program is an administrative procedure
designed to identify and correct individual data errors. As part of this
program, each government was asked in February 1974, to establish data
to be used to compute the allocations for Fiscal Year 1975 and to submit any
proposed corrections for any data element believed to be in error. By
March of 1974, approximately 1,600 governments responded with proposed
corrections. This resulted in revised data for approximately 750 govern-
ments. In total, 2.000 data items were revised prior to April when the initial
calculation of entitlements for the new Fiscal Year was performed. Comple-
tion of this data improvement process before the initial allocation for the
present payment period was important to minimize the need for future adjust-
ments.

The Office of Revenue Sharing and the Bureau of the Census also maintain
an ongoing program of data review and evaluation based on field audits,
internal evaluations, and reports from State and local sources. This intensive
review process has resulted in changes to increase the accuracy of current
year data for nearly 1,000 governments since the initial allocations were
made in April 1974. Th-. more accurate data will be used in the computation
of the final allocation for Fiscal Year 1975. Any adjustments resulting from
the more accurate data will be added to or subtracted from the payments to
be made in Fiscal Year 1976.

Both the preliminary data used for each entitlement period and the final
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data resulting from the data improvement program are published and dis-
tributed to the governors, to the Congress, to research organizations, and
are made available to the public. Regular publication of all data used In
computing revenue sharing allocations gives further assurance of the integrity
of the data used for revenue sharing allocations and assures that the proper
payments are made to every government.

Intercnsal Estimates
During the past year, the first intercensal estimates of population and

per capita income were produced for all local governments in the United
States. This was the product of a major new data effort authorized by the
Congress in the State and Local Fiscal Assistance Act of 1972. These new
data were provided by the Bureau of the Census for use by the Office of
Revenue Sharing to compute payments to be made in Federal Fiscal Year
1976. Previously, the data used was limited to that available from the 1970
Census since no uniform data for all the local governments in the Nation
were available.

The new estimates were the result of more than two years of work by the
Bureau of the Census, including development of new estimating techniques,
the use of place of residence data obtained by the Internal Revenue Service
on tax forms, and data from other Federal and State sources. This break-
through in intercensal estimating techniques is expected to provide periodic
updates of the important per capita income and population data used in
the revenue sharing formula, as envisioned by Congress when it designed
the revenue sharing program.

Comprehensive Data Analysis
To ensure that essential long range data improvements were accomplished,

the Office of Revenue Sharing engaged the Stanford Research Institute to
carry out a comprehensive study to aid in targeting key priorities for data
improvement over the next five years and beyond. This study was guided with
the assistance of experts from Congressional staff, the Office of Management,
and Budget, the Bureau of the Census, and the Treasury Department.

The summary volume of this study has been provided to each Member of
Congress and has been distributed widely throughout the research community.
Some of the major results are presented briefly here.

The study made an in-depth assessment of the relative effects on the
equity of revenue sharing allocations of varying degrees of currency, com-
prehensiveness and accuracy of each of the many data elements used in the
allocation formula. This detailed analysis led to the major finding that it was
vitally important to have the most recent data possible for use in general
revenue sharing. The recency, or currency, of data was found to be far
more important than normal variations in the accuracy of data items as
they relate to particular jurisdictions.

The basis of this finding is that the changes which occur throughout the
United States vary significantly from year to year in such important data
variables as population, per capita income and adjusted taxes. One jurisdic-
tion may be growing rapidly while another is holding a stable population.
Another jurisdiction may substantially increase its tax rates while the sur-
rounding jurisdictions are lowering their tax rates. Still another jurisdiction
may lose industries and suffer losses in per capita income even in the midst
of economic growth of the region. These kinds of changes substantially affect
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the relative shares of revenue sharing funds received by local governments
within a State.

This key finding that the currency of data is of paramount Importance
for the near future led to-rapid action, Top priority was given to the effort of
the Bureau of the Census to produce new estimates of per capita Income and
population for all local Jurisdictions. This Intensified effort, as has been
mentioned, was brought to successful completion In January of 1975 so that
the new data could be used for computing the next allocations for recipient
governments,-Also, the Bureau of Indian Affairs of the Department of the
Interior undertook a parallel action to provide comparable new estimates
of Indian tribal and Alaskan native village population, the only data factor

... usedto compute allocations to Indian tribes and Alaskan native villages.
This effort also was successful and the new estimates will be used for
computing the next allocations. Further improvements were made to the
annual survey of local taxes conducted by the Bureau of the Census, and
these new data also are being used for the next computation of allocations.

Further, as a result of the data study, action has been initiated to make
long range improvements in National definitions of State level data, in the
conduct of the 1980 Census, in data for Indian tribes and Alaskan native
villages, and in standardizing data elements used in all Federal formula
grant programs.

State Optional Formula
Section 108(c) of the State and Local Fiscal Assistance Act of 1972

permits any state by law to prescribe an optional formula for the allocation
of funds among county areas within thE state or among units of local
governments by modifying several factors in the formulas. The Office of
Revenue Sharing developed a system to assist the governors to determine
what formulas they might wish to consider for local governments in their
state and all states were informed of the provisions of the law and of the
availability of technical assistance. Several states have inquired about this.
provision of the Act and have been provided technical analyses of the
changes they have considered.

No state has chosen to exercise its authority to prescribe an optional
formula for the distribution of funds to local governments. It should be
noted that the adoption of an optional formula provides no greater sum for
distribution within the state, but simply would change the relative shares of
the total amount to be received by the local governments within the state.

The Office of Revenue Sharing will continue to provide technical assistance
to states wishing to consider an optional formula for local government
distribution.

State Maintenance of Effort
Section 107(d) of the Act requires that states maintain at least the same

level of transfer payments to local governments as existed prior to the
revenue sharing program, or suffer a reduction in their state entitlement
amount. To assist in carrying out this provision of the Act, the Office of
Revenue Sharing requires from each state an annual report on its trans-
fers of funds to local governments. The second series of these state transfer
reports are now being received by the Office of Revenue Sharing and will
be analyzed to determine whether states have maintained their levels of
transfer payments. Should any state be found to have failed to maintain
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its transfers, the revenue sharing entitlement amount of that state will be
reduced as prescribed in hc State and Local Fiscal Assistance Act.

Legal Developments
The regulations promulgated pursuant to the State and Local Fiscal

Assistance Act of 1972 were amended on two occasions during the year.
The revenue sharing regulations appear in Part 51 of Subtitle B of Title 31
of the Code of Federal Regulations.

On March 5, 1974, the regulations were amended to clarify the language
of certain provisions and to give notice to state and lQcal Vvernments of
certain Internal procedures in use by the Office of Revenue Sharing, T
section dealing with the final date upon which determinations of allocations
and entitlements, including adjustments thereto, may be made for an entitle-
ment period was amended to provide that such determinations shall be de-
clared final without regard to the close of the affected entitlement period. The
section regarding waiver of entitlements was expanded to include waiver of
adjustments scheduled to be combined with the entitlements. The constructive
waiver procedure, which applies when a government is determined to have
waived its payments by inaction, was clarified to provide the intended recipient
governments two formal opportunities to establish eligibility. An alternate pro-
cedure for adjustment was added which permits the Office of Revenue Sharing
to revise entitlements during the applicable entitlement period rather than
adjusting only the entitlement payments of subsequent entitlement periods.
The section defining the procedure by which states can develop an optional
allocation formula was amended to require a notice of 90 rather than 30 days
for a new formula to be put intb effect. The section regarding compliance with
the Davis-Bacon Act was amended to provide recipient governments with
notice that this Act applies only to projects having a total cost in excess of
$2,000, and to inform governments of procedures for obtaining and filing
prevailing wage rates.

As already noted previously, the regulations were also amended on No-
vember 15, 1974 to implement the provisions of the Disaster ftelief Act of
1974.

In January, 1975, additional proposed regulations were published for com-
ment by March 15. These regulations would clarify the deferral option of the
Secretary of the Treasury in cases where a federal court or a federal admin.
istrative law judge has made a finding that a recipient government has failed
to comply with the nondiscrimination provisions of the State and Local
Fiscal Assistance Act.

During 1974, the Secretary of the Treasury has been named a defendant
in several civil actions filed under the State and Local Fiscal Assistance Act
of 1972. Thse suits relate to the nondiscrimination section of the Act, and to
the computation of entitlements and applicability of the revenue sharing
formula in relation to the entitlement amounts of particular units of govern-
ments. One class action suit which sought to have the revenue sharing Act
declared unconstitutional was dismissed by the court upon the motion of the
government.

Assistance to Recipients
During the past year the Office of Revenue Sharing has continued to

strengthen its program to supply information and assistance to the nearly
39,000 recipient governments. Continuing changes in elected and appointed
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officials combined with the changing Issues facing state and local govern-
ments across the Nation give rise to a continuing need to be sure that state
and local officials and those who work with them are knowledgeable about
the provisions of the revenue sharing Act and their own responsibilities.

These important needs are met through several ORS programs. Informa-
tion about revenue sharing is provided to all recipients on a regular basis.
This general assistance is augmented through cooperative efforts involving

"' national and state organizations and is accompanied by extensive individual
assistance.

General Assistance
With each quarterly payment, the Office of Revenue Sharing continues to

send a letter to each chief executive officer advising her or him of important
program developments and of actions that should be taken by each govern-
ment during the coming several months. Also, the Office of Revenue Sharing
communicates directly with each government to provide information on
action to be taken in connection with the annual review of data, and the
completion and publication of Planned Use Reports and Actual Use Reports.
In addition to these more than 200,000 written communications annually,
each recipient government is sent copies of special publications such as
General Revenue Sharing and Civil Rights for use by the local or state
officials.

A new "executive pocket guide" to revenue sharing has been prepared and
is to be distributed to all local governments. This pocket guide was designed
especially to meet the needs of newly elected and appointed officials. It
summarizes those aspects of the legislation and regulations which are espe-
cially important to chief executive officers of local governments in order for
them to participate effectively in the revenue sharing program. It also con-
tains a calendar of dates when important revenue sharing actions occur, and
identifies types of sources of information that should be on hand.

Cooperative Efforts
A major part of the revenue sharing assistance program consists of efforts

undertaken in cooperation with others. The network of official governors'
representatives was expanded to include interested officials in state agencies
concerned with local affairs, regional planning and development organiza-
tions, local affiliates of public interest groups, and university-based extension
programs serving local governments.

In cooperation with state governments in Arizona, Arkansas, Missouri and
Tennessee a series of technical workshops was held for smaller local gov-
ernments in each of those states. This project was undertaken in recognition
of the special needs of the many small recipient governments. In these "sub-
state" projects, the Office of Revenue Sharing works with the state officials to
develop information which addresses the special concerns of small local gov-
ernments in that state, and then conducts a series of technical workshops at
various locations throughout the state to aid both local officials and citizens
to better understand the program and their related responsibilities.

In February, 1975, the Office of Revenue Sharing held a second series of
briefings on Capitol Hill for Members of Congress and their staffs. These
briefings were designed to acquaint new staff members with the basic opera-
tion of the program and emphasize aspects of the general revenue sharing
program which are of continued interest to recipient governments.
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Three issues of ReveNews were published during the year to provide tech-
nical assistance information to more than 2,000 individuals and organizations
who are sources of advice and-assistance to recipient governments. These
include Congressional offices, state officials, national and local associations of
government officials, civil rights and civic groups, and the media. This news-
letter provides information on Office of Revenue Sharing administrative
actions, interpretations of the revenue sharing Act and regulations, and reports
on major issues in the revenue sharing program such as public involvement
and local revenue sharing decisions, and good civil rights practice.

Office of Revenue Sharing staff participated as speakers in more than 100
national and regional conferences, technical workshops and seminars con-
ducted in most states.

Individual Assistance
During 1974, staff of the Office of Revenue Sharing answered more than

6,000 written questions and over 14,000 telephone inquiries from recipients,
their representatives in Congress, interest groups and citizen organizations, in
addition to responding to more than 700 letters from Congressional offices.
Over 47,000 requests for printed information were filled and 3,500 vertifica-
tions of payments were sent to auditors.

Approximately 300 letter legal opinions were provided in response to in-
dividual requests of governments, and these opinions have been summarized
and are being published for the benefit of all interested parties in a supple-
ment to the 1973 digest of opinions.

Office of Revenue Sharing staff participated in more than 400 meetings
with individual local officials and interested citizens to discuss specific prob-
lems of individual jurisdictions.

Through efforts such as these, the Office of Revenue Sharing seeks to meet
the widely varied technical assistance needs of large and small local govern-
ments throughout the United States while still operating with a small staff in
Washington, D.C. The success of these efforts is due largely to the excep-
tional cooperation provided by the thousands of organizations and public
officials who continue to maintain a strong and active interest in the success
of the general revenue sharing program.
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COMPLIANCE

The State and Local Fiscal Assistance Act of 1972 established a new form
of fiscal assistance to state and local governments. The Act contains relatively
few prohibitions, conditions and restrictions.

While there are a minimum of requirements in the Act, all of these are
considered to be very important.

The law prohibits the use of shared revenues in any activity in which
there is discrimination because of race, color, national origin or sex; if
shared revenues are used to pay 25 percent or more of the cost of a con-
struction project, Davis-Bacon Act wage requirements must be met; general
revenue sharing funds may not be used to match Federal grant money; for
local governments, funds may be used for ordinary and necessary capital
expenditures authorized by law or for operating and maintenance expendi-
tures for public safety, environmental protection, public transportation,
health, recreation, libraries, social services for the poor or aged, and financial
administration.

To assure compliance with these and other provisions of the law, the
Office of Revenue Sharing has developed a compliance system that seeks to
utilize the many resources which already exist. These include civil rights and
women's rights organizations, other federal departments and agencies, state
and private auditors and their professional associations, civic groups, and
national associations representing local and state governments.

Where evidence of non-compliance with the provisions of the Act is found
by the Office of Revenue Sharing, or brought to its attention through audit or
by complaint, the Office of Revenue Sharing determines the facts, advises
the affected government of its findings, and seeks prompt, voluntary correc-
tive action. In cases involving local governments, the governor of the state
is advised and his assistance to achieve corrective action is sought. Should
these efforts be unavailing, the Office of Revenue Sharing proceeds with the
administrative remedies provided in the State and Local Fiscal Assistance
Act and regulations or it may refer the matter to the U.S. Department of
Justice for appropriate action, depending on the circumstances of each case.

Where evidence of fraud is found, the Attorney General of the respective
state is asked to take appropriate action. Should he fail or decline to act, the
matter is then referred to the U.S. Justice Department for appropriate action.

Audits and Reviews
Congress recognized in Section 123(c) of the Act that state government

audit agencies could be a significant resource to enlist in the monitoring of
fiscal compliance with the Act, and it specifically authorized the Secretary
of the Treasury to accept state government audits of general revenue sharing
expenditures under appropriate conditions insuring reliability.
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Audit Guide
As an early step in establishing a comprehensive compliance program, the

Office of Revenue Sharing published an Audit Guide and Standards for
Revenue Sharing Recipients for use by federal auditors, state audit agencies,
and independent public accountants conducting audits of recipient govern-
ments. Approximately 85% of all entitlement funds are being audited in ac-
cordance with the Guide, according to information reported by recipients
last Fall.

The Audit Guide includes a list of eight specific civil rights requirements
which auditors of revenue sharing funds must examine for compliance in addi-
tion to ascertaining financial compliance. In instances of apparent fiscal or
civil rights noncompliance, a copy of the audit report must be sent to the
Office of Revenue Sharing in Washington for its evaluation and taking of
corrective action.

State Agreements
During this year, the Office of Revenue Sharing undertook to implement

the Congressional intent that state audit programs be relied upon where
feasible, thus avoiding wasteful duplication of effort. In May, 1974, the
Office of Revenue Sharing executed its first cooperative audit agreement with
the Comptroller of the State of New York.

To date, every state's audit agency has been contacted by the Office of
Revenue Sharing and 38 additional states have entered into formal agree-
ments.

These cooperative agreements provide for the audit of general revenue
sharing funds of 33 state governments and 14,943 local governments (some
state audit agencies audit only state funds, some audit only local funds and
some audit both).

The Office of Revenue Sharing is negotiating the first formal cooperation
agreement with a state human rights commission to strengthen the effec-
tiveness of the cooperative program in civil rights compliance.

Quality of Audits
While the Office of Revenue Sharing desires to extend audit coverage of

entitlement funds through cooperative agreements with states, it is also con-
cerned with the quality of the audits being performed. The agreements with
state agencies provide for periodic review of the work performed by them
in auditing revenue sharing funds. Also, the Office of Revenue Sharing has
developed, in cooperation with the American Institute of Certified Public
Accounts, a quality control plan under which ORS reviews audits, includ-
ing supporting work papers, of revenue sharing funds made by independent
public accountants.

Sample Audits
Jurisdictions not audited by a state agency or independent public account-

ant are audited on a sampling basis by Office of Revenue Sharing staff with
emphasis on the larger jurisdictions whose payments are greater. Arrange-
ments have been made to augment this sampling program by the work- of
other audit agencies of the Department of the Treasury whose audit staffs
are stationed throughout the country.
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Interagency Cooperation
The Office of Revenue Sharing is developing close working relationships

with other Federal agencies having similar compliance activities.
The Office of Revenue Sharing signed the first formal interagency agree-

ment with the Equal Employment Opportunity Commission in September of
1974 "... to establish a joint working relationship designed to enable both
agencies to resolve complaints of employment discrimination against public
employers and their contractors." Discussions with other federal agencies
about similar agreements, both to facilitate the investigation of complaints
and to obtain compliance, are underway.

Even while formal agreements are being developed, effective joint efforts
are carried out In January and February of 1975, for example, the Civil
Rights Division of the Justice Department assigned staff investigators to join
Office of Revenue Sharing compliance auditors making compliance reviews
in jurisdictions in the South. Joint efforts reduce costs and provide more com-
plete reviews than would otherwise be practical.

Correcting Discrepancies
During calendar year 1974, Office of Revenue Sharing staff made 57 audits

and reviewed over 1,600 reports of audits of revenue sharing funds completed
by other auditors. These audits showed 233 apparent instances of non-compli-
ance in 146 jurisdictions. As with discrepancies found by Office of Revenue
Sharing auditors themselves, discrepancy notices were issued to the govern-
ments requiring corrective action to be taken.

Public Participation
The revenue sharing Act encourages public participation in deciding how

revenue sharing funds are to be used in each locality. The public has the
opportunity to help ensure that revenue sharing funds are used in full com-
pliance with the provisions of the Act.

Chief executives of local governments and governors sign assurances that
their governments %ill comply with the requirements of the law as part of
their annual reporting responsibility. Thesis assurances are published, placing
chief executives on public record regarding their obligations to achieve
compliance in the use of shared revenues by their governments.

Information
To aid the public and government officials to understand how to comply

with the Act, the Office of Revenue Sharing issued two special publications
during the year. One, Getting Involved: Your Guide to General Revenue
Sharing describes the system and process of general revenue sharing and
gives special attention to those aspects which encourage public involvement
in decisionmaking about the uses of these funds. The booklet also explains
compliance requirements of the Act. General Revenue Sharing and Civil
Rights, the second booklet, focuses citizen and government officials' attention
on the non-discrimination provisions of the law and explains how to get cor-
rective action.

Both publications were sent to every recipient government, to many civil
rights and civic interest groups, to the media, to Members of Congress, to
state and federal agencies, and individuals on request. In addition, Office of
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Revenue Sharing staff participated In national, regional and local meetings
of public Interest groups.

Complaints
Thes public Information activities emphasize that any person or local

organization that hu reuon to believe that a state or local government has
not complied with the civil rights or other requirements of the law may send
the complaint directly to the Office of Revenue Sharing. Only a simple letter
Is needed: there are no complicated forms to be used, and no need to
notarize the complaint.

During the past two years, the Office of Revenue Sharing received com-
plaint. Involving 291 recipient governments:

Analysis of Complaints Received by the Office of
Revenue Sharing

January 1, 1973-December 31, 1974

Active At
Category End of Period Closed Total
Civil Rights Cases ................................ 69 38 107
Financial & Other Cases ...................... 117 70 187

Total C ases ............................................ 186 108 294
Recipient Govts. Involved .................. 185 106 291

The action taken by the Office of Revenue Sharing upon receipt of a
complaint is described in the following excerpt from the booklet General
Revenue Sharing and Civil Rights:

I. The complaint will be acknowledged and examined.
2. If the examination of the complaint indicates a possible violation of

the law, the Office of Revenue Sharing will:
a. notify the chief executive officer of the receipt of the complaint;
b. notify the governor, in the case of a local government.
c. conduct an investigation into the alleged violation: or
d. if the Office of Revenue Sharing does not have jurisdiction, be-

cause revenue sharing funds are not involved, refer the complaint
to the federal, state or local agency which has legal jurisdiction.

3. The affected government will have the opportunity to respond to the
complaint and, should evidence of noncompliance be gathered in the investi-
gation, the government will be given an opportunity to comply voluntarily.

4. If the affected government does not act voluntarily to correct the
discrimination (usually within a period of not longer than 60 days) then the
Office of Revenue Sharing will begin formal action. At the option of the
Secretary of the Treasury, this may be a referral to the Attorney General for
appropriate civil court action or it may be the initiation of an administrative
hearing. Section 122(b) gives the Secretary of the Treasury a choice of
correction actions:

* he may refer the matter to the Attorney General of the United States
with a recommendation that an appropriate civil action be instituted;
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* he may exercise the powers and functions provided by Title IV of
the Civil Rights Act of 1964-that is, institute an administrative
proceeding pursuant to the provisions of the Administratuve Procedure
Act; or

0 he may take such action as may be provided by law.
S. Upon conclusion of the legal action (for example, in the case of an

administrative law judge proceeding a hearing has been held, proposed find-
ings and conclusions have been submitted, the administrative law judge has
Issued an order and any appeals have been resolved), if any government is
judged to be in violation of the law, the Office of Revenue Sharing may:

not only recover the illegally spent revenue sharing money, but also
withhold all future revenue sharing money until the Secretary of the
Treasury is satisfied that full compliance with the law is achieved.

Case Illustrations
The following case studies are examples of how the Office of Revenue

Sharing often in cooperation with other individuals and organizations, works
to achieve compliance with the civil rights and fiscal requirements of the
Act.

Employment Discrimination
An Urban League located in a mid-western county wrote to ORS alleging

discrimination in county government employment involving revenue sharing
funds. The ORS contacted th- county citing the allegation and requesting
additional information. As is customary, ORS did not disclose the com-
plainant's identity but did send copies of the correspondence to the Urban
League.

Subsequently, Urban League officials, on their own initiative, met with
county officials and a mutually acceptable plan of action was agreed upon.
Later, Urban League officials cited the inquiry by ORS as ". . instrumental
in helping to bring about . . ." a resolution of the complaint.

Failure to Follow Budget Procedures
A complaint filed with ORS against a county -government in a mid-western

state alleged that it had failed to follow provisions of state law mandating
local government budget procedures. The Office of Revenue Sharing learned
upon investigation of a ruling by the state attorney general that exempted
general revenue sharing funds from provisions of state law applying to local
funds, on the basis that shared revenues were considered as "federal aid"
and could be expended even if not included in the local government's budget.

The Office of Revenue Sharing contacted the state attorney general to
explain that it was the intent of Congress that general revenue sharing funds
be handled in the same manner as local revenues and not as "federal aid."
The state attorney general issued a revised legal opinion advising that reve-
nue sharing funds must he included in local budgets. Because of the closeness
to the 1975 municipal budget deadline in the state, ORS arranged with the
state attorney general to mail copies of the opinion to every local govern-
ment recipient of general revenue sharing funds in the state, over 2,200
jurisdictions.

One significance of the ruling is that proposed uses of general revenue
sharing funds by local governments will now be subject to the state's require-
ments of notice and public hearing before adoption as part of the overall
budget.
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Discrimination in Street Paving
ORS received a petition of complaint from 116 residents alleging that

general revenue sharing funds were being used largely to repair streets in
white sections of a southwestern small city.

ORS -staff met with the city officials who conceded that the allegation
was correct but cited a storm emergency as the reason. It wes agreed thit
the city would correct its past discriminatory practices.

A new multi-year street paving program was developed by the city and
priority was gw-en to paving streets in the Black sections of the city. ORS
has continued to monitor the progress of the city, which is now considered
to be in compliance.

Employment Discrimination
A professional employee in a southern city finance department wrote a

letter to the Office of Revenue Sharing alleging that she had been denied
permanent appointment to the city civil service because of her ethnic back.
ground.

A review of the case failed to establish that general revenue sharing funds
were involved in the program or agency in which the complainant was em-
ployed. Since ORS, therefore, did not have jurisdiction, ORS so informed
the complainant and referred the case to the Equal Employment Opportunity
Commission for action.

Volunteer Fire Company Discrimination
ORS received a complaint alleging racial discrimination in the admittance

practices of a volunteer fire company located in a mid-Atlantic region of
a state.

An auditor and a civil rights investigator were sent to the community from
ORS. They determined that revenue sharing funds were involved because an
architect retained to design a new fire station had been paid from general
revenue sharing funds. It was determined that no Blacks ever had been
members of the volunteer fire company although many are residents of the
community, and admittance requirements were not job-related and tended
to be discriminatory.

Through ORS compliance efforts, the members of the fire company volun-
tarily amended their bylaws, and have since accepted Black members into
the organization.

Sex Discrimination
The admittance policies of a New England community volunteer fire com-

pany were the subject of a complaint to the ORS alleging sex discrimination.
An ORS compliance team visited the community, found that general revenue
sharing funds had been appropriated to the fire company, that admittance was
limited to males, and that a qualified female had been denied membership.
In cooperation with ORS, the volunteer fire company amended its bylaws to
remove all references to sex, and offered membership to the woman who had
previously been rejected.

Corrective Action
The Office of Revenue Sharing may learn of an apparent failure to

comply with the Act through its own audits and reviews, through state or
independent audits, through reviews by the General Accounting Office,
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through complaints, or through work of other Federal agencies. Whatever the
source of the information, the Office of Revenue Sharing determines the
facts and if non-compliance exists institutes corrective action."To date, only one government has declined to voluntarily take action to
comply with the Act. In that instance, the case was referred to the Depart-
ment of Justice and court action has been taken.

Under the independent authority of the Attorney General provided by the
revenue sharing Act, the Department of Justice also institutes civil actions
to achieve compliance with the non-discrimination provisions of the Act.
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THE REVENUE SHARING ORGANIZATION

In February 1973, the Secretary of the Treasury officially constituted
the Office of Revenue Sharing within the Office of the Secretary. The
Office of Revenue Sharing is charged with the mission of administering
Title I of the State and Local Fiscal Assistance Act of 1972 (P.L.
92-512).

Functions
Figure 9 shows the current organization of the Office of Revenue Shar-

ing. The eight units of the Office of Revenue Sharing carry out the fol-
lowing functions:

1. Administration: manages personnel, budget, central services and
other internal administration of the office.

2. Program Planning and Coordination: coordinates special research
projects at the request of the Director; manages the program plan-
ning system.
3. Data and Demography Division: responsible for acquisition of
current and accurate data used to compute allocations of funds;
conducts the da4a improvement program.
4. Systems and Operations Division: computes allocations of funds;
writes payment vouchers; does all associated accounting; issues and
processes required reports; produces computer-generated communi-
cations and publications.
5. Compliance Division: responsible for assuring compliance with
the law by all recipient governments; coordinates and performs
audits and investigations of recipients; undertakes cooperative com-
pliance programs with ciivl rights, womens' rights and governmental
organizations.
6. Chief Counsel: interprets the law; issues opinion letters; prepares
regulations; represents the Office of Revenue Sharing in all legal
matters concerning the general revenue sharing program.
7. Intergovernmental Relations Division: provides technical advice
and assistance to state and local governments; maintains liaison with
public interest groups.
8. Public Affairs: provides information about general revenue shar-
ing to the public, the media, citizens groups, other federal agencies,
research groups and the Congress.
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Budget
President Ford's budget for Fiscal Year 1976 proposes this staffing for

the Office of Revenue Sharing:

No. of
Positions

Office of the Director ........................................................ 5
Public A ffairs .................................................................... 3
A dm inistration ................ .............. .............................. 5
Program Planning and Coordination ................................ 3
Systems and Operations .................................................. 25
Data and Dem ography ...................................................... 9
Intergovernmental Relations .......................................... 15
C om pliance ...................................................................... 51

Total Positions ...................................................... 116

The staff of the Chief Counsel for the Office of Revenue Sharing is
provided by the General Counsel of the Treasury. Currently, 10 positions
tre assigned.

The appropriation requested in FY 1976 for administration of the
revenue sharing program totals $2,704,000, excluding the personnel costs
of staff provided by the General Counsel.

Interagency Cooperation
The Office of Revenue Sharing works closely with a variety of federal

offices and agencies to insure the efficient, effective operation of the gen-
eral revenue sharing program. The Department of Commerce, through
the Bureau of the Census, provides the data upon which revenue sharing
allocations and payments are based. Field offices of the Department of
Labor make the area wage determinations that recipient governments
must use to comply with the Davis-Bacon Act requirements which are
referenced in the State and Local Fiscal Assistance Act. The Department
of Justice assists the Office of Revenue Sharing to investigate and prose-
cute cases of fraud and violations of the Act. The Office of Revenue
Sharing cooperates with the Civil Rights Commission, the Equal Employ-
ment Opportunity Commission, and the Departments of Health, Educa-
tion and Welfare and Housing and Urban Development in civil rights
matters.

The Government Printing Office provides printing and mailing services,
and the U.S. Postal Service has been helpful in improving the delivery of
revenue sharing materials to recipient governments, particularly those in
isolated locations. The Office of Revenue Sharing has had the assistance
of the Office of Management and Budget and the General Services Ad-
ministration's Office of Federal Management Policy in the preparation
of its Audit Guide and Standards for Revenue Sharing.

As required by the State and Local Fiscal Assistance Act, the Office
of Revenue Sharing obtained the advice and concurrence of the Comp-
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troller General of the United States in the preparation of the Audit
Guide, and cooperates closely in studies of the revenue sharing program.

Within the Department of the Treasury, the Office of Revenue Sharing
is provided administrative services from organizations established within
the Office of the Secretary, is served by the Bureau of Accounts for check
disbursement, by the Secret Service for investigation of potential criminal
activity involving revenue sharing checks, and by the Internal Revenue
Service which collects data as required by the State and Local Fiscal
Assistance Act of 1972.
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SYSTEM READINESS

The legislative history of the State and Local Fiscal Assistance Act of
1972 shows clearly that the Congress intended to establish a new form
of federal financial assistance to state and local governments. The Con-
gress was careful to distinguish general revenue sharing from all "grant"
programs.

Under general revenue sharing, states and local governments receive
funds to which they are by law entitled-an important distinction from
grants for which governments must apply.

Payment amounts are determined not by administrative discretion but
by explicit formulas which divide a national appropriation among the
states and local governments according to published data which measures
their relative population, tax effort, per capita income and similar factors.

Implementation of this new intergovernmental financial program
required development of new methods of administration, establish-
ment of innovative relationships, and decentralized means of assuring
accountability.

Implementation of the general revenue sharing program has produced
a new system, capable of transferring funds quickly and efficiently to all
or any combination of governments, according to any formula involving
any criteria for which data is available or may be obtained.

This new intergovernmental fiscal system has been designed with the
flexibility needed to accommodate all 50 states should they choose to
adopt optional revenue sharing formulas, and to operate these 50 sub-
programs at nominal cost.

General revenue sharing is bringing about better and more responsive
government at all levels. As a program, it responds to the unique needs
of states and local governments. As a new system, it offers opportunity
to serve other federal initiatives.
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Other Office of Revenue Sharing Publications Available
at the Government Printing Office

What Is General Revenue Sharing?
A publication answering questions most frequently asked by govern-

ment officials about the general revenue sharing program.
Catalogue Number-T 1.2: R32/6
Price-40¢

Audit Guide and Standards for Revenue Sharing Recipients
A publication to aid state And local governments auditors and public

accountants to understand the audit requirements for GRS money.
Catalogue Number-TI.10/2: AU 2
Price-90¢

Regulations Governing the Payment of Entitlements Under Title I of the
State and Local Fiscal Assistance Act of 1972

A publication containing Indexed Regulations and the text of the Gen-
eral Revenue Sharing Act.

Catalogue Number-TI.10: IN5
Price- 15 €

Compliance by the States and Large Urban Jurisdictions-Initial Report
September 1973
U.S. Government Printing Office 4800-223
Price-85€

One Year of Letter Rulings on General Revenue Sharing: A Digest
March 1974
U.S. Government Printing Office 4800-244
Price-75€

Payment Summary, Entitlement Periods I thru 4-With Period 5
Estimate

August 1974
U.S. Government Printing Office 4800-00252
Price-$4.40

Annual Report of the Office of Revenue Sharing
March 1974
U.S. Government Printing Office 4800-00240
Price-55€

Getting Involved: Your Guide to General Revenue Sharing
March 1974
Catalogue Number-TI 10/2:R 32/2
Price-40¢

General Revenue Sharing and Civil Rights
November 1974
Catalogue Number--4804-00783
Price-70¢

General Revenue Sharing-Reported Uses, 1973-1974
February 1975
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STATEMENT OF FRANK RODIO, JR.

THE NEW FEDERALISM AND GENERAL REVENUE SHARING: THREE YEARS
OPERATING EXPERIENCES

Mr. Chairman and distinguished Members of the United States &Anate Com-
mittee on Finance, Subcommittee on Revenue Sharing:

Public Law 92-512, the State and Local Fiscal Assistance Act of 1972, more
commonly known as "general revenue sharing," was signed into law by former
President Richard Nixon on October 20, 1972 at Philadelphia, Pennsylvania's
historic Independence Hall. The place where general revenue sharing legislation
was signed was both appropriate and symbolic enough since the United States
birthplace was at Independence Hall on July 4, 1776 and general revenue sharing
legislation was termed the beginning of an era to be known as "the New Fed-
eralism" that was hopefully thought would lead to the strengthening of the
United States federal system.

'The New Federalism" had its origin when former President Richard Nixon
explained its purposes as follows: "..... After a third of a century of power flow-
ing from the people and the States to Washington it is time for a New Federalism
in which power, funds and responsibility will flow from Washington to the
States and to the people."

It took 3 years for general revenue sharing legislation to be enacted into law.
We are in 1975, one year away from the Bicentennial of United States inde-
pendence on July 4, 1976. The United States, described as the "American experi-
ment" in self-goveruiment is a federal republic with a federal government and
federal system comprising executive, Judicial and legislative branches in Wash-
ington, D.C. based upon the separation of powers principle and the remainder
of the federal system comprising 50 States, 3,047 counties -and 233 metropolitan
areas.

As we approach July 4, 1976 one questions whether or not Public Iaw 92-512
enacting into law general revenue sharing legislation has strengthened the
United States as a federal republic with the corresponding byproducts of fed-
eral system and "New Federalism."

The United States Government has surpassed national bankruptcy. The City
of New York is broke. I would like to elaborate upon my own erstwhile "Garden
State" of New Jersey's experiences with Public Law 92-512 some 3 years after
enactment.

New Jersey is highly balkanized, being the most densely populated State in
the Union of 50 United States of America having 953.1 persons per square mile,
a population distribution of 88.9% urban and 11.1% rural and having 21 coun-
ties, 567 separate municipalities and 606 school districts. Speaking of schools,
education is the foundation of New Jersey's financial and fiscal crisis.

New Jersey's 1947 Constitution mandates a "thorough and efficient" education
for New Jersey students. In 1973, New Jersey Superior Court Associate Justice
Theodore I. Botter ordered the 120 member New Jersey State Legislature to de-
vise an equitable school financing system that is compatible with the "thorough
and efficient" constitutional edict. The New Jersey State Supreme Court up-
held the Botter decision and New Jersey has been embroiled in an often bitter
political dispute ever since over how to follow the court's mandate.

New Jersey may become the 45th State to enact a personal income tax as
Governor Brendan Thomas Byrne has recommended. The New Jersey school
system is financed basically from the local property tax whose rates New Jersey
can boast to be among the highest in the Nation. The Botter decision has as
its aim to knock down this inequitable method of school financing. Recently
the 40 member New Jersey State- Senate passed a bill defining a "thorough
and efficient" education for New Jersey students.

New Jersey will receive some $648 million in general revenue sharing funds
in the entitlmnt priod starting July 1, 1975. New Jersey received such federal
aid which includes grants for highways, halth, education, and public welfare
totaling $903,828 ending June 30, 1978 with aid per capita being $122.79.
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The entire 50 United States of America spent $118,835,657 with $41,598,615
for education, $21,678,312 in public welfare, $15,025,156 in highways, $9,166,777
in insurance trusts, $5,476,704 for hospitals, $2,724,813 for natural resources and
$1,873,353 in health tax spending.

New Jersey spent altogether $3,800,271 with $1.024,100 in education, $740,-
705 in public welfare, $443,118 in highways, $535,798 in insurance trusts, $171,257
in hospitals, $58,541 in natural resources and $44,234 in health. These figures
are for fiscal year 1973 and are the ones actually expended from taxes received.

With this financial breakdown, Mr. Chairman, it has become increasingly im-
perative and obvious that Congress and the President should enact into law not
a six year extension of general revenue sharing legislation but a ten year
extension of Public Law 92-512. General revenue sharing legislation had as its aim
to decentralize government, help mncet growing financial needs at grass roots
levels and keep a lid on State and local taxes.

Since October 20, 1972 some $30.2 billion has been earmarked for the five
years ending December 31, 1976. All 50 States plus the District of Columbia,
3,047 counties, 18,778 cities, 16,986 townships and 346 Indian tribes and Alaskan
native villages can collect general revenue sharing. The apportionment method
is by a complex method taking into account an area's population, a government's
tax effort, per capita income and extent of urbanization.

General revenue sharing legislation puts few strings on State sepnding. Local
governments must spend money on certain capital projects or among eight
"priority" categories-public safety, environmental protection, public transporta-
tion, health, recreation, libraries, social services for the poor and aged and
financial administration.

General revenue sharing funds make up an average of 5 to 8 percent of local
government budgets and some 2 to 3 percent of State budgets. One area, Mr.
Chairman, where general revenue sharing legislation can be Improved is citizen
input during local governing bodies revenue sharing usage hearings. This
procedure should be incorporated into any revision of general revenue sharing
legislation enacted into law by Congress and the President.

I described New Jersey in a statistical analysis, Mr. Chairman, and I believe
New Jersey and its local governments have been shortchanged in light of the
qualifying criteria laid down by Public Law 92-512. I have attached support-
ing charts, graphs and maps to support my analysis. In addition, I should like
to enumerate the experiences of several Camden County, New Jersey munici-
palities with Public Law 92--512.

First here are a few interesting New Jersey statistics as they relate to general
revenue sharing guidelines. New Jersey's per capita taxes for the State for
1974 Increased nearly $18 over 1973 to $279. New Jersey's per capita rank
dropped to 43rd from 40th among the 50 States. New Jersey's total State taxes
of nearly $2.1 billion in the fiscal year ending June 30, 1974 ranked it tenth in
total tax dollars collected. Three States with largest tax collections were New
York ($8.5 billion,) California ($8 billion,) and Pennsylvania ($4.6 billion.)

New Jersey's tax dollar increase was about $125 million in 1973. Percentage-
wise it was up 6.5% less than the 50 State average increase of 8.9% which
resulted in a USA per capita average State tax of $352.00. Since 1964 a year in
which New Jersey's $77.41 per capita tax ranked it 48th over New Hampshire
and Nebraska, New Jersey's per capita tax increase of nearly 260% was the
highest among the 50 States.

Largest dollar increase per capita during the same 1964-1974 period was
Hawaii's $381.39 giving it the highest per capita state tax burden of $584.26.
The largest tax source among all states is the general sales tax ($22.6 billion,)
utilized by 45 States followed by Individual income taxes ($17.4 billion) imposed
in varying forms in 44 States.

Major New Jersey tax source is the general sales tax enacted into law in
1966 which in fiscal year 1974 produced over $735 million which represents 36%
of New Jersey's total tax revenue. New Jersey State taxes are not the largest
px)rtion of the total State-local New Jersey tax load. That dubious honor belongs
to the local property tax which I discussed earlier.

This taxation method provided a total of $2.7 billion or nearly 30% more
governmental revenue than all States taxes. The total New Jersey State-local
per capita tax burden of $630.51 for 1972-1973 makes New Jersey's rank tenth
in the USA. Camden County is a microcosm of the entire erstwhile "Garden
State" of New Jersey having 37 municipalities ranging from the urban core
of Camden City, Gloucester City, Cherry Hill and Pennsauken Townships in
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the north to rural Chesilhurst Borough, Waterford and Winslow Townships
In the southeast with the older, established suburban municipalities in the middle.

I have attached appropriate supporting charts, graphs and maps outlining
financial and fiscal problems facing Camden County and its 37 constituent
municipalities. Camden City received some $7,488,118 in general revenue shar-
ing budget appropriations from 1972 to 1975. Camden City received $2,864,087
in 1974 and spent $2,383,940 for public safety, capital expenditures, $445,848
for environmental protection, $34,276 in social welfare services for the poor
and aged and $23 in financial administration.

In 1973 urban Cherry Hill Township received $701,781.50 spending it for
the eight revenue sharing categories. Rural Waterford Township received some
$50,496 from July 1, 1973 to June 30, 1974 also spending It for eight revenue
sharing categories.

The United States federal system can and should be preserved as we approach
the Bicentennial of United States independence on July 4, 1976. General revenue
sharing and the "New Federalism" are two such methods of preservation.
Thank you.
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CAMDEN COUNTY INCOME LEVELS AND COMPARISONS 1960-1970

Per Capita 1970
Income MFI

AUDUBON BORO
AUDUBON PARK BORD
BARRINGTON BORO
BELLMAWR BORO
BERLIN BOND
BERLIN TWP.
BROOKLAWN BORO
CAMDEN CITY
CHERRY HILL TWP.
CESILHURST BORO
CLEMENTON BORO
COLLINGSWOOD BORO
GIBBSBORD BORO
GLOUCESTER CITY
GLOUCESTER TWP.
HADDON TWP.
HADDONFIELD BORO
HADDON HEIGHTS BOND
HI-NELLA BORO
LAUREL SPRINGS BORO
LAWNSIDE BORO
LINDENWOLD BORO
MAGNOLIA BORO
MEROIANTVILLE BOR
MT. EPHRAIM BORO
OAKL'!1 BORO
PENNSAUKEN TP.
PINE HILL BORO
RUNNEMEDE BORO
SOME RDALE BORO
STRATFORD BORO
VOORHEES TWP.
WATERFORD TWP.
WINSLOW TWP.
WOODLYNNE BORO

COUNTY TOTAL

$3,657
2,857*
3,574
3,091
3,366
? ,691"
3,381
2,441
4,483*
2,651*
3,157
3,782
2,957
2,851
3,077*
4,196"
5,686
4,006
3,808*
3,414
2,859
3,142
2,860
4,327
3,360
3,622
3,358*
2,543
3,205
3,064
3,231
3,307*
2,772*
2,495*
3,168

$11,298
9,870

11,621
10,826
11,130
10,320
11,071

7,954
15,786
10,409
9,463

10,511
11,430
9,297

11,307
12,255
15,291
12,603
9,643

12,259
9,716

10,460
10,261
11,806
10,811
10,938
11,225
9,597

10,782
10,856
11,574
12,181
10,038
10,014
9,841

1960 Z Increase All 1970 J Faro. Below
MFI 60-70 MFI Families Poverty Level

$7,287
6,441
7,350
6,801
7,296
6,300
6,672
5,471
8,561

6,104
7,475
7,145
6,289
6,660
8,059
9,451
8,239

7,328
4,716
6,208
6,620
8,630
7,224
7,519
7,276
5,881
6,957
7,124
7,273
6.548
6,139
5,605
7,127

$3,347 $10,960 $6,698

55.0%
53.2
58.1
59.2
52.5
63.8
65.9
45.4
84.4

55.0
40.6
60.0
47.8
69.8
52.1
61.8
36.4

67.3
106.0
68.5
55.0
36.8
49.7
50.3
54.3
63.2
55.0
52.4

86.0
63.5
78.8
38.1

63.6%

2,910
401

2,252
4,063
1,250
1,312

780
24,675
16,219

186
1,214
4,579

599
3,666
6,580
5,014
3,446
2,477

348
705
669

3.295
1,490
1,184
1,543
1,309
9,364
1,286
2,862
1,671
2,434
1,503

987
2,447

869

115,589

88
11
66

155
38
57
46

3,968
379

21
69

211
30

292
278
166

66
78

4
27
76

122
72
71
88
53

469
103
141

63
107
79
39

236
55

7,824

*Approximate, equals aggregate income figures provided by TRI-STATE REGIONAL PLANNING COMMISSION
divided by municipal population

PREPARED BY: CAMDEN COUNTY PLANNING DEPARTMENT

I Faro. Below
Poverty Level

3.0
2.7
2.9
3.8
3.0
4.2
5.9

16.1
2.3

11.3
5.7
4.6
5.0
8.0
4.2
3.3
1.9
3.1
1.1
3.8

li.4
3.7
4.8
6.0
5.7
4.0
5.0
8.0
4.9
3.8
4.4
5.3
4.0
9.6
6.3

6.8

..
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TABLE III

PERCENTAGE OF TOTAL AREA BY MAJOR LAND USE CATEGORY FOR MUNICIPALITIES IN CAMDEN COUNTY. N.J.
1968

11 I l[m it Residential Com & Serv. Rome.- Transp. Comm. Industrial Form Resource wow & Vacent
MunidpIIitieP Open Space & Util. Production&

CITIES

1. Camden 102.551 24.57 11.03 4.28 22.55 11.49 - 26.06 1
2. Gloucester 14.707 25.12 8.09 2.40 20.46 10.2? - 33.72 2

BOQROUGHS
3. Audubon 10,802 58.17 10.73 1.20 24.04 - - 5.86 3
4. Audubon Pk. 1.492 40.09 4.94 4.83 23.78 - - 26.36 4
5. Barrington 8,409 55.35 5.01 2.59 18.33 10.34 - 8.38 5
6. Bellmawr 15,618 34.95 7.82 2.14 23-20 .87 - 31.02 6
7. Berlin 4.997 .22.09 6.43 7.08 10.13 1.22 18.03 35.02 7
8. Brookla;jw 2,870 27.56 16.65 4.32 16.14 .50 - 34.83 8
9. Chesilhurst 801 18.54 1.26 - 9.43 .04 .88 69.5 9

10. Clementon 4.492 30.63 4.94 2.38 12.56 .54 - 48.95 10
11. Collingswood 17.422 50.70 9.36 10.34 21.01 1.15 - 7.44 11
12. Gibbsboro 2.634 17 66 4.33 5.30 7.11 1.14 1.60 62.86 12
13. Haddonfield 13,118 58.78 7.35 11.81 19.2s - - 281 13
14. Haddon Hts., 9,365 57.02 5.80 7.05 25.49 .04 4.60 14
15. Hi-Nefla 1.195 34.82 6.77 .80 15.39 .12 .77 41.33 15 ca,
16. Laurel Springs 2.566 60.50 4.88 1.95 22.30 .06 - 10.31 16
17. Lawnside 2.757 26.97 710 2.55 17.31 - - 46.07 17
18. Lindenwold 12.199 35.46 4.84 2.55 14.84 .03 3.96 38.52 18
19, Magnolia 5,893 52.46 7.83 1.81 16.62 5.64 - 15.64 19
20. Merchantrille 4,425 68.90 6.2; 3.27 21.62 - - - 20
21. Mt. Ephraim 5,625 54.22 7.97 3.31 21.35 .04 - 13.11 21
22. Oaklyn 4.626 52.81 8.18 5.02 19.29 28 - 14.42 22
23. Pine Hill 5,192 25.58 1.11 8.92 8.21 1.21 - 54.97 23
24. Pine Valley 23 2.20 - 93.89 3.00 - - .91 24
25. Runnemede 10,475 44.80 7.11 3.01 16.00 .24 - 26.84 25
26. Somerdale 6,510 49.64 7.65 1.85 17.19 .84 - 22.83 26
27. Stratford 9,01 55.05 10.56 1.50 16.77 .06 - 16.04. 27
28. Tavistock 12 1.57 - 92.39 3.97 - - 2.07 28
29. Woodlynne 3.101 51.66 5.36 3.53 25.71 - - 13.74 29
TOWNSHIPS

M0. Elrin 5,692 21.91 3.16 .99 9.84 .15 8.69 55.26 30
31. Cherry Hill 64,395 34.61' 7.73 5.01 11.57 2.17 3.89 35102 31
32. Gloucester 26,511 16.87 9.34 2.77 7.45 .46 15.91 47.20 32
33. Haddon 18.192 53.86 8.81 6.54 17.82 .67 - 12.30 33
34. Pennsauken 36.394 24.93 7.68 4.26 13.55 9.18 2.14 38.26 34
35. Voorhees 6,214 13.44 2.65 7.69 5.51 1.94 16.24 52.53 35
36. Waterford 4.073 6.46 .55 56.80 2.09 .10 12.49 21.51 36
37. Winslow 1120 7.78 2.56 4.80 13.46 .35 27.82 43.23 37

SOURCE Camden County Planning Board. Field Survey. Summer of 1968

Note: 1/ 1970 Final Census Counts

(0
T.-

F
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MUNICIPAL PIOPEIrY TAX RATES

AUDUBON
1972 1973
1.42 1.52

.04 .05
3.19 3.18
.96 .94
.17 .17

5.7-8 T.86

AUDUBON
1972
1.02

.03
5.63
3.53

10.21

PARK
1973
1.00
.03

5.35
3.73

10.11

1974
1.64

3.26
.85
.18

5.93

1974
1.03

.03
3.29
4.43
8.78

BARRINGTON
1972 1973 1974
1.45 .95 1.04

.04 .03 .03
2.96 1.89 2.00

.54 .46 .63

.13 .07 .08
5.12 3.40 3.78

BKLLKAWR
1972 1973 1974
1.33 1.39 1.81

.04 .04 .05
2.67 2.86 3.03
1.14 1.14 1.13

.13 .12 .13
5.31 5.55 6.15

BERLIN BOROUGH
1972 1973
1.30 1.33

.04 .Q4
3.05 3.03

.27 .31

.09 .08
4.75 4.79

BERLIN TOWNSHIP
1972 1973
1.82 1.97
.05 .06

5.21 5.28
.79 0.00
.18 .19

8.05 7.50

County
Library
School
Local
Vet & S.C.

County
School
Local
Vet & S.C.

BROOVI0N
1972 1973
1.22 1.43

.04 .04
2.53 2.69

.49 .49

.18 .18
4.46 4.83

CAMDeN
1972
1.31
3.11
3.14

.17
7.73

CITY
1973
1.30
2.99
3.31

.16
7.76

CHERRY HILL

County
School
Local
Vet & S.C.

County
Library
School
Local
Vet & S.C

County
Library
School
Local
Vet & S.C.

County
S cho ol
Local
Vet & S.C.

1974
1.48

.04
3.11

.09
5.07

1974
2.24

.06
4.76

.22

.19
7.47

1972
1.06
3.09

.47

.05
4.67

1973
1.17
3.30

.47

.05
4.99

CHESIIURST
1972 1973
1.36

.04
4.12
1.00

.10
6.62

1.01
.03

2.95
.89
.08

4.96

13-A

1974
1.52

.04
2.58

.49

.18
4.81

1974
1.38
2.71
3.32
.15

7.56

1974
1.33
3.31

.47

.04
5.15

1974
1.32

.04
2.46
1.20

:08
5.10

CLEHENTON
1972 1973 1974
1.60 1.58 1.88

.05 .05 .06
3.91 3.31 3.03
1.23 .97 .97

.16 .16 .12
6.95 6.07 6.06

COLLINGSWOOD
1972 1973 1974

.92 1.03 1.10
2.17 2.31 2.41
.66 .64 .72
.09 .10 .09

3.84 4.08 4.32

County
Library
School
Local
Vet & S.C.

County
Library
School
Local

County
Library
School
Local
Vat & S.C.

County
Library
School
Local
vet & S.C.

County
Library
S c hool
Local
Vet & S.C.

County
Library
School
Local
Vet & S.C.
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GIBBSBORO
1972 1973 1974
1.47 1.63 1.88
.04 .05 .06

4.29 -4.43 4.31
.45 .4; .44
.13 .13 .13

6.38 6.69 6.82

GLOUCESTER CITY
1972 1973 1974
1.42 1.48 1.63
.04

2.62 2.92 2.86
1.23 1.17 1.15

.18 .18 .18
5.49 5.75 5.82

GLOUCESTER TOWNSHIP
1972 1973 1974
1.48 1.60 1.83

.05 .05 .05
3.89 3.96 3.89

.64 .62 .62

.13 .12 .12
6.19 6.35 6.51

County
Library
School
Local
Vat & S.C.

County
Library
School
Local
Vet & S.C.

County
Library
School
Local
Vet & S.C.

County
Library
School
Local
Vet & S.C.

County
Library
School
Local
Vet & S.C.

County
Library
School
Local
Vat & S.C.

County
Library
School
Local
Vet & S.C.

1974
1.65
.05

3.33
.77
.14

5.94

1974
1.09
2.27
.60
.06

4.02

1974
1.96

3.59 3.67 3.77
1.03 .93 1.04
.18 .18 .18

6.37 6.49 6.95

County
Library
School
Local
Vet & S.C.

County
Library
School
Local
Vet & S.C.

HI-NELLA
1972 1973
1.08 1.28

.03 .04
1.84 2.58

.67 .67

.06 .06
3.68 4.63

LAUREL SPRINGS
1972

.94

.03
1.84

.67

.06
3.45

LAWNSIDE
1972
1.21

.04
2.64
1.22

.08
5.19

LINDENWOLD
1972
1.21

.04
3.11
1.22

.12
5.39

1973
.99
.03

1.80
.53
.09

3.44

1973
1.22

.04
3.28
1.22

.08
5.84

1973
1.15

.04
2.24

.71

.08
4.22

County
Library
School
Local
Vet & S.C.

MAGNOLIA
1972 1973 1974
1.20 1.26 1.57

.04 .04 .05
2.74 2.94 2.99

.98 .92 1.16

.12 .12 .13
5.08 5.28 5.90

MERCHANTVILLE
1972 1973

.96 1.02

.04 .03
1.68 2.00

.92 .85
.08 .08

3.67 3.98

1974
1.10

.03
2.19

.95

.08
4.35

1974.
1.35

.04
2.76

.95

.06
5.16

1974
1.07

.03
1.81

.58

.09
3.58

1974
1.29

.04
3.44
1.23

.08
K.08

1974
1.31

.04
1.99

.56

.07
-3.97

HADDON TOWNSHIP
1972 1973
1.36 1.48

.04 .05
3.13 3.23

.56 .59

.14 .14
5.23 5.49

HADDONFIELD
1972 1973

.94 .99
2.00 2.06

.50 .51

.06 .06
3.50 3.62

HADDON HEIGHTS
1972 1973
1.57 1.71

County
School
Local
Vet & S.C.

County
School
Local
Vet & S.C.
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43-Al

County
Library
School
Local
Vet & S.C.

County
Library
School
Local
Vet & S.C.

County
School
Local
Vet & S.C.

County
Library
School
Local
Vet & S.C.

County
Library
Local

County
School
Local
Vet & S.C.

MOUNT EPHRAIH
1972 1973
1.53 .86

.05 .03
2.26 1.46
1.08 .68
.20 .12

5.12 3.15

OAKLYN
1972 1973
1.41 1.58
.04 .05

2.72 2.96
.75 .75
.19 .19

5.11 5.53

PENNSAUKEN
1972 1973
1.49 1.50
2.53 2.57
.43 .36
.11 .11

4.56 4.54

PINE HILL
1972 1973
1.45 .78
.04 .03

4.34 2.07
1.15 .80
.42 .11

7.40 3.79

PINE VALLEY
1972 1973
1.54 1.51
.05 .05

2.52 2.80
4.11 4.36

1974
1.03

.03
1.55

.72

.12
3.45

1974
1.79

.05
3.31

.75

.19
6.09

1974
.80

1.32
.24
.05

2.41

1974
1.04

.03
1.95

.80

.09
3.91

1974
1.52

.04
3.16
4.72

RUNNEMEDE
1972 1973 1974
1.43 1.52 1.68
2.74 2.84 2.95

.63 .63 .63

.16 .17 .16
4.96 5.16 5.42

County
Library
School
Local
Vet & S.C.

SOMERDALE
1972 1973

.98 1.06

.03 .03
2.44 2.51

.75 .75

.09 .09
4.29 4.44

1974
1.17

.03
2.38

.70

.10
4.38

County
Library
School
Local
Vet & S.C.

County
Library
School
Local
Vet & S.C.

County
Library
School
Local

County
Library
School
Local
Vet & S.C.

County
Library
School
Local
Vet & S.C.

WINSLOW TOWNSHIP
1972 1973
1.36 1.38
.04 .04

3.88 3.50
.00 .00
.08 .07

5.36 4.99

1974
1.48

.04
3.13

.01

.07
4.71

STRATFORD
1972 1973 1974
1.39 1.57 1.76
.00 .00 .00

3.34 3.34 3.58
.65 .47 .47
.12 .12 .13

5.50 5.60 5.94

TAVISTOCK
1972 1973 1974
1.10 1.09 1.11

.03 .03 .03

.05 .00 .00

.44 .44 .44
1.62 1.56 1.58

VOORHEES TOWNSHIP
1972 1973 1974
1.23 1.81 1.82

.02 .06 .05
2.43 2.59 2.68

.53 .53 .47
.06 .05 -05

4.27 5.04 5.07

WATERFORD TOWNSHIP
1972 1973 1974

.87 1.02 1.19
.96 .00 1.05

1.45 2.25 2.07
.34 .33 .31
.10 .10 .10

3.72 3.70 3.67
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WOODLYNNE
1972 1973 1974

County 1.47 1.55 .82
Library .05 .05 .02
School 3.42 3.71 1.72
Local 1.67 1.66 1.04
Vet & S.C. -.28 .29 .14

6.89 7.26 3.74
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CAMDEN COIN4TY - STATISTICAL ANALYSIS

P OP U L A TI ON - 1970 RAT AB L E S - R AT AB L E S -
1970 1973 -

Squire Miles and per Sq./Mi.
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)
Final Total Gross Resid. Net Taxable * Equalized**

Hunicipality Census Rank Area Dens. Area Resid. Rank Valuation Rank Valuation Rank
Dens. $

CITIES (OF)

1. Camden 102,551 1 9.56 10,727 3.96 25,897 1 354,764,497 2 380,323,658 2
2. Gloucester 14,707 8 2.83 5,197 1.15 12,789 5 63,921,607 8 79,226,429 13

BOROUGHS (OF)

3. Audubon 10,802 12 1.50 7,201 0.94 1,149 33 59,707,231 10 82,480,343 12
4. Audubon Park 1,492 33 0.17 8,776 0.09 16,578 4 1,461,759 36 1,483,491 35
5. Barrington 8,409 16 1.59 5,289 1.01 8,326 14 49,453,812 13 71,817,605 15
6. Bellawr 15,618 7 3.12 5,006 1.93 8,092 15 62,124,656 9 117,547,844 8
7. Berlin 4,997 23 3.57 1,400 2.68 1,864 27 27,463,473 19 53,768,039 18
8. Br- klavn 2,870 29 0.54 5,315 0.30 9,567 10 10,577,156 31 16,096,261 31
9. Chesilhurst 801 35 1.72 466 1.54 520 35 2,848,712 34 5,591,683 34

10. Clementon 4,492 25 1.98 2,269 1.51 2,975 24 19,349,350 24 34,477,902 26
11. Collingswood 17,422 6 1.96 8,889 1.03 16,914 3 81,321,555 7 121,147,302 7
12. Gibbsboro 2,634 31 2.21 1,192 1.76 1,497 29 13,492,711 29 19,812,279 29
13. Haddonfield 13,18 9 2.82 4,652 1.69 7,762 17 106,001,694 5 161,238,087 5
14. Haddon Heights 9,365 15 1.58 5,927 0.97 9,655 9 50,714,951 12 78,225,327 14
15. Hi-Nella 1,195 34 0.23 5,196 0.18 6,638 19 6,599,304 33 8,610,412 33
16. Laurel Springs 2,566 32 0.46 5,578 0.32 8,019 16 10,800,001 30 19,419,937 30
17. Lawnside 2,757 30 1.43 1,928 1.05 2,626 25 16,244,388 27 23,575,459 28
18. Lindenvold 12,199 10 3.87 3,152 2.95 4,135 22 36,306,9b6 17 94,188,742 11
19. Magnolia 5,893 19 0.98 6,013 0.66 8,292 12 22,976,616 23 37,284,693 22
20. Merchantville 4,425 26 0.61 7,254 0.42 10,536 7 24,829,546 21 36,450,509 23
21. Mt. Ephraim 5,625 21 0.92 6,114 0.59 9,534 11 27,636,427 18 42,002,492 20
22. Oaklyn 4,626 24 0.68 6,803 0.40 11,565 6 23,671,068 22 35,886,939 24
23. Pine Hill 5,132 22 4.00 1,283 3.19 1,609 28 15,120,647 28 35,141,299 25
24. Pine Valley 23 36 0.95 24 0.02 1,150 32 1,469,419 35 1,435,635 36
25. Runnemede 10,475 13 2.10 4,988 1.40 7.482 18 47,045,241 14 68,264,335 17
26. Somerdale 6,510 17 1.36 4,787 0.99 6,576 20 26,376,271 20 42,798,906 19

ft)



CAM]I OUNTY - STATISTICAL ANALYSIS

POP ULATI ON-1970 RATABLES- fRATABLES-
1970 6 1973

(1)
Final
Census

(4)
Gross
Dens.

(5)
Resid.

Area

(3)
Total

Area

____________________ I I-1---I--*----------f I-

TOWNSHIPS (OF)

9,801
12

3,101

5,692'
64,3Q5
26,511
18,192
36,394
6,214
4,073

11,202

14
37
28

20
2
4
5
3

18
27
11

1.60
0.27
0.23

3.27
24.26
23.25
2.83

12.27
11.68
36.23
58.26

6,126
44

1,348

1,741
2,654
1,140
6,428
2,966

532
112
192

1.13
0.01
0.15

2.81
17.76
18.48
1.73
6.32
9.53

14.55
45.44

(6)
Net

Resid.

8,673
1,200

20,673

2,026
3,626
1,435

10,516
5,759

652
280
247

(7)

Rank

13
31
2

26
23
30

21
34
36
37

(8)
Taxable
Valuat ton

$

45,788,002
1,067,191
9,473,680

18,572,344
503,229,480
112,098,168
96,007,042

273,442,725
40,688,279
19,115,189
55,883,562

(9)

Rank

15
37
32

26
1
4
6
3

16
25
11

(10)
Equalized*
Valuation

$

73,406,389
885,839

14,018,755

32,496,533
863,375,835
-222,599,785
153,519,339
377,394,307
113,705,538
38,216,353

106,828,797

(11)

Rank

16
37
32

27
1
4
6

-3
9

21
10

_ I_ i~-I I-

456,291 226.89 2,011 150.64 3,029 2,337,644,720 3,664,743,078

MDIAN 4,787 _ 6,6381

Col. (5) - From Land Use Survey 1968 - Residential area does not include street area.

(A) - Wharton State F~rest - 20.77 Square Miles

(B) - State and County Parks and Forest - Ancora State Hospit {1 - 9.64 Square Miles
- Net valuation on which County taxes are apportioned. Tz&en from Abstracts of Ratables.

Camden County, 1970.
- From certification of table of equalized ;aluations - 1973, N.J. Dept. of Treasury

Prepared by the Camden County Planning Department

8/74

Municipality

27.
28.
29.

Strat ford
Tavistock
Woodlynne

30.
31.
32.
33.
34.
35.
36.
37.

Berlin
Cherry Hill
Gloucester
Haddon
Pennsauken
Voorhees
Waterford
Winslow

CAMDEN COUNTY

i

C re wlles and r

Dens - I Ii

illlit'lm ll lliil lind liE)l r l i.l$ .
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ABSTRACT-A REDISTRIBUTIVE EVALUATION OF REVENUE SHARING, BY JAMES
FORTUNE, ASSISTANT DIECroR, BLACK ECONOMIC RESEARCH CiNTEP, NEW YORK,
N.Y.

A major function of the federal government is to redistribute the wealth of this
country, with the progressive income tax providing the largest source of redis-
tributive funds. Revenue sharing must then be evaluated in terms of how well
it performs this function since it represents federal policy.

The federal government should attempt to establish policies that provides
for the redistribution of resources from the high income to the low income groups.
The reason it should is simple. The federal government has a progressive tax
system which lends itself to carrying out such policies. The federal taxing sys-
tem Is more flexible. It increases simultaneously with personal and corporate
income. The federal government should avoid, as much as possible, diversion of
such funds to nondistributive purposes. State and local governments have his-
torically used revenues disproportionately for these purposes with their rigid
and regressive property tax-base which lends itself more to nonredistributive
purposes.

Evaluating revenue sharing In these redistributive terms gives some disap-
pointing results. The evidence shows that state and local governments have used
federally raised funds disproportionately in nondistributive ways such as to 1)
support or balance the general budget, 2) reduce the backlog of projected
capital investments and 3) reduce the property tax.

To date, very little revenue sharing funds have been used in redistributive
areas such as low income housing or anti-poverty programs. Consequently, under
revenue sharing the federal government has not lived up to its obligation to
redistribute federally raised funds equitably.

Probably, the revenue sharing program would not have fared so poorly in
redistributive terms had its enactment not been followed by a reduction or elim-
Ination of many categorical grants. These reductions followed a period in which
the role of the federal government in domestic affairs had been greatly enlarged.
The politically and economically disadvantaged had become dependent on this
federal role.

After the enactment of revenue sharing, the total amount of federal funds
available to state and local governments to offset the rising cost and increased
demands for public services was considerably less than before revenue sharing.
Specifically, the cities were then, and are now. in worst shape than before
because revenue sharing was financed by cut-backs in categorical grants which
went disproportionately to the cities and their poor. As a result, school systems
have continued to disintegrate, housing is still being abandoned and health needs
remain unfulfilled.

If the federal government is to reverse the process of deteriorating cities and
avoid the crisis type situations of the late sixties, the revenue sharing program
must be seriously and critically reviewed. If it is to be continued, changes
must be made to correct the inequities that exist between the economically and
politically advantaged and disadvantaged. If the federal government fails to do
this, it will push the American society further down the road of destruction.

STATEMENT OF STEVEN E. SCIHILSKY AND AMY I. SHORE, M.A. CANDIDATES,

UNIVERSITY OF CHICAGO, SCHOOL OF SOCIAL SERVICE ADMINISTRATION

THE USE OF GENERAL REVENUE SHARING FUNDS FOR SOCIAL SERVICES TO THE AGED

IN THE STATE OF ILLINOIS

THE ESSENCE OF GENERAL REVENUE SHARING

Title I of the State and Local Fiscal Assistance Act of 1972, commonly known
as the Federal General Revenue Sharing (GRS) Bill was introduced in the
United States House of Representatives in 1971 and signed into law by former

President Nixon in 1972. Its main objective was to decentralize decisionmaking.
thereby giving the people more say in the spending of tax dollars for local pur-
poses. This was to be a more effective manner of dealing with local problems and

would allow governments to aid specific communities with their own needs. (U.S.

Treasury Department. 1972)



The law provides for $30.2 billion of collected federal individual income taxes
to be returned to state and local governments over five years. This five year period
is divided into seven entitlement periods during which a portion of the above
sum is disseminated. We are currently in Entitlement Period V, during which
$(L2 billion will be dispersed. The allocated funds may be used by local govern-
ments in one or more of the following categories:

1. Public Safety
2. Environmental Protection
3. Public Transportation
4. Health
5. Recreation
6. Libraries
7. Social Services for the Poor and Aged
K Financial Administration (U.S. Treasury Department, 1972)

DESION OF STUDY

The area of study encompassed the city of Chicago, Cook County and the State
of Illinois. The research for this investigation was completed over a three month
period during which time many primary and secondary sources were consulted.
Some of these included the Mayor's Office for Senior Citizens and tile Cook County
and State of Illinois Bureaus of the Budget. Also, we were in contact with the
Office of Revenue Sharing in Washington, D.C. The purpose of this paper is to
examine the use of General Revenue Sharing funds in Illinois, and in particular,
to discover if any funds were being used for social services to the aged.

VARIOUS GOVERNMENT LEVEL EXPENDITURES

In Illinois, the cities, counties and the state pub'ish planned and actual use
reports. The former indicates how each government expects to spend their entitle-
ment money and the latter how each finally did.

We are reporting on the entitlement period January 1, 1973 through June 30,
1973. At the time of our research, however, we were unable to ascertain an actual
use report for the City of Chicago. Our findings are as follows:

The City of Chicago estimated their entitlement to be $34,898,054. Their planned
use report indicated the following anticipated expenditures:

Public Safety ---------------------------------------------- $34, 116,338
Health -------------------------------------------------- 425, 756
Libraries (city of Chicago, 1973) --------------------------------- 355, 960

Cook County planned to receive $8,144,100. Their planned use report indicated
the following anticipated expenditures:

Public Safety ---------------------------------------------- $7, 890, 777
Financial Administration (Cook County, 1973) --------------------- 244, 323

The county's actual use report indicates that they received payments totalling
$18,331,282. This money was spent in the following manner:

Public Safety ---------------------------------------------- $12,852,316
Financial Administration --------------------------------------- 552, 218
Interest earned (on $5,442,644 not spent) (Cook County, 1973) ----- 515, 897

Illinois' planned use report is ba'ed upon an estimated total of $50,755,021. This
entire suim was anticipated to be spent on education. The state actually received
$68,762,194. As of August 1973 they spent the following:

Education ------------------------------------------------- $25,000,000
Interest earned (State of Illinois, 1973) -------------------------- 2, 214,635

Mr. Richard E. Bratton, Assistant Director of the State of Illinois Bureau
of the Budget states, "All of the expenditures have been in the form of transfers
to the Common School Fund for the purl)ose of monthly state aid to education
payments to each school district throughout the state. Current plans are to
continue the use of revenue sharing as a resource to fund state aid to education."
(Bratton, 1974)

The results of the above investigation showed that agencies concerned with
provision of services to the aged did not receive any funds.
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SUGGESTIONS FO THE FUTURE AND CONCLUSION

Throughout our research we have uncovered many deficits in the General
Revenue Sharing program as it applies to social services to the aged. We believe
our recommendations will benefit not only the aged, but also the system as a
whole and should be taken Into consideration before the law expires on Decem-
ber 81, 1976.

1. The eight priority expenditure categories are too broad and ambiguous.
They must be re-examined to determine whether or not they should be continued
as such or others substituted in their place. Also, the categories need to be more
specifically defined. For example, the category entitled Social Services for the
Poor or Aged must be divided into two separate categories; one entitled Poor
and one entitled Aged. Furthermore, the local governments must define their
terms, i.e. Social Services, Poor, and Aged, In order that the public be aware
of who will be included in these categories.

2. The State of Illinois spent all of Its money on education. Expenditures on
the part of society toward youth are of long standing, but expenditures on the
part of society toward aging are new. We recommend that if a state wishes to
spend all of its money on education some of it should go toward adult education;
I.e. programs for the elderly.

3. Revenue sharing and its potential benefits were not explained and/or
ptibllcized to the general public. Joe Tom Easley, a member of the Southern
Regional Council, recently stated In The New York Times, ".... We have failed
to detect any special efforts whatsoever on the part of local or state governments
to involve local citizens in the decision making process on these Federal revenue-
sharing funds." (Farrell, 1974) We recommend there lie better communication
between the politicians (who control the funds) and the professionals (who
desire the funds) as to the needs and wishes- of the target populations.

4. The Federal Government has ignored the responsibility of instituting an
efficient checks and balan(es system. The current reporting procedures are not
sufficiently adequate for the local governments ro report their spending of GRS
funds to the Federal Government. Consequently, there have been violations
cited by Senator Muskie, of the antidiscriminatory requirement In the revenue
sharing law. He criticized the Office of Revenue Sharing for not enforcing this
requirement. (Farrell. 1974) There should be more rigid reporting procedures
in order that the Federal Government, as well as the public, be informed of how
the local governments have used the money. In our opinion, this is Important
for the efficiency of the system.

5. At the local level, revenue sharing money has not been divided equitably
among all eight priority categories. For example, the large majority of money
in Cook County was spent for Public Safety. We believe there should be a new
dispersal plan instituted whereby local governments give one half of their funds
to what they consider to be their number one priority and divide the other fifty
percent equally among the other priority expenditure categories. In this manner,
local governments will still have the power to determine their greatest needs,
yet at the same time will be servicing all of the priority categories.

6. Representative Wilbur D. Mills has recommended that by January 1, 1975 the
states' one third share of GRS funds should have been eliminated and this was
to have been distributed among cities, counties, and towns. (Farrell, 1974) We
disagreed with this suggestion since the states may use their revenue sharing
funds for social services and a target population such as the aged may benefit
from such spending.

In summary, the use of general revenue sharing funds for social services to
the aged in the State of Illinois was investigated. The priority category entitled
"Social Services to the Poor or Aged" did not receive any funds from either
state, county or city government. GRS funds were used for tax cuts and for
limiting probable tax increases as opposed to new spending. This was a result of
the fact that no one was sure whether or not the program would continue. We
hope that when the revenue sharing program does come up for renewal our sug-
gestions or others similar to them are taken into consideration for the future
benefit of not only the elderly but also the entire population.
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THE ST. PAUL URBAN COALITION,
St. Paul, Minn.

STATEMENT

To: Senate Finance Subcommittee on Revenue Sharing.
From: Mary Ann Sudeith, Coordinator, Revenue Sharing Project.
Date: April 11, 1975.

Don Lief from the National Clearinghouse on Revenue Sharing informs
us that you were inviting statements from groups on General Revenue Sharing.

Last year Saint Paul participated in the National Revenue Sharing project
of the League of Women Voters Education Fund, National Urban Coalition,
Center for Community Change, and Center for National Policy Review. (Please
find a copy of our local report enclosed.) 1

We would like to share some of our thoughts with you as you consider this
important subject. We do feel that General Revenue Sharing should be con-
tinued. Although, in our opinion, Saint Paul did not use General Revenue
Sharing in the best interests of our city, it would be devastating to our city
budget to lose these funds. General Revenue Sharing has become a very neces-
sary part of our city's income.

We wish to encourage the elimination of the 145% ceiling defined in the
General Revenue Sharing legislation. American cities are facing very serious
financial difficulties. if these cities are to be revitalized, every effort must be
made to channel as much financial assistance as possible to cities. Therefore,
it is our opinion that this ceiling should be removed. This would also be a way
of directing more General Revenue Sharing funds to poor and minorities, since
these groups are concentrated in the cities.

Greater citizen participation is essential if decision making is really to be
shifted to a local level. We would therefore recommend strengthening the
requirements for citizen participation.

In our local study, we found that no consideration was given to the anti-
discrimination provisions of the law in selecting the financial institutions to
be the depositories of these funds. We feel strongly that the law should require
affirmative action programs to be active and effective in all financial institutions
used as depositories for General Revenue Sharing funds.

Some recipients of General Revenue Sharing funds did not even consider the
civil rights provisions of the legislation when they allocated their General
Revenue Sharing dollars. We feel that the anti-discrimination provisions of
this legislation should be carefully enforced and that no steps should be taken

I The report was made a part of the omcial file of the Committee.
52-602 0-75----29
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to relax the enforcement of these provisions. It is our understanding that the
Office of Revenue Sharing is reluctant to withhold General Revenue Sharing
funds when alleged discrimination is brought to their attention. Provisions
should be made to insure compliance.

SUBMISSION OF THE TAX FOUNDATION OF HAWAII

FEDERAL REVENUE SHARING IN THE STATIC OF HAWAII, NOVEMBER 1974

Background
The State and Local Fiscal Assistance Act of 1972 (P.L. 92-512), generally

known as the Revenue Sharing Act, appropriated $30.2 billion to be distributed
to state and local general governments over the five-year period between Jan-
uary 1, 1972 and December 31, 1976.

The funds are distributed quarterly according to an allocation formula which
vises each state's resident population, personal income and tax effort. The law
requires that allocations be computed for six-month periods from January 1,
1972 through June 30, 1973 and for July 1, 1976 through December 31, 1976.
Allocations for fiscal years 1974 and 1975 are to be computed for 12-month
periods.

State governments receive one-third of each allocation and two-thirds is
distributed to their local governments according to a formula which is similar
to that used to determine the allocations by state. The funds are automatically
distributed to qualifying units of government. The Office of Revenue Sharing
computes all allocations on the basis of Bureau of the Census data.

There are few restrictions on the use of revenue sharing funds. State govern-
ments may spend their shares on any programs or projects not prohibited by
state or federal law, however, the funds cannot be used for the purpose of
matching other federal grants. Local governments are restricted to certain
"priority" areas which are (1) operating and maintenance of public safety,
environmental protection, transportation, health, recreation, libraries, financial
administration and social services for the poor and aged, and (2) any properly
authorized capital improvements. The Office of Revenue Sharing has ruled that
the funds may be used to aid nongovernmental agencies whose functions fall
within the priority areas, to reduce tax rates, and to pay the principal on debt
incurred after January 1, 1972 for capital improvements which fall within the
priority areas. Revenue sharing funds must be spent within two years of their
receipt.
Revenue sharing in Hawaii

Over the lifetime of the Act, Hawaii state and local governments will receive
approximately $130 million. The state's share will be about $48 million and
the four counties $87 million. The exact amount cannot be determined since
future allocations will vary as the factors used to establish them change within
the state and the nation as a whole.

Fiscal 1975 allocations are: State, $8.9 million; Honolulu, $13.2 million;
Hawaii, $2.1 million; Maui, $1.5 million; and Kauai, $931,500. On a per capita
basis the neighbor counties are currently receiving allotments of $28 to $30.
Honolulu is substantially lower at $22 and the state's share equals $11.
Planned and aotual uses of revenue sharing funds

State government.-The law requires that all governments receiving funds
under the Act publish statements indicating how they plan to use the revenues
allotted for a given period. This is to be followed with another report showing
the actual use of revenue sharing funds during that same period. The planned
and actual use reports of the state government show that the funds it received
were used within the period for which they were allotted to pay a portion of the
state's general obligation debt retirement costs. Of the $19.2 million allotted,
only $185,413 remained unexpended as of June 30, 1974.

County governments.--On the other hand, the picture presented by the coun-
ties' reports is confused by several factors. There were no planned use reports
required for the amounts distributed for the first 12 months and, in fact, the
counties spent very little from these funds prior to fiscal 1974. Maui and Kauai
used no revenue sharing funds before June 30, 1973 leaving carryover balances
of $1.5 million and $939,000 respectively as of that date. Honolulu used $80,000
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leaving a balance of $14.8 million and Hawaii's balance was $2.8 million after
expenditures of $910,000. Since the funds must be used within two years of
their allocation, expenditures in fiscal 1974 were, in the main, funds received
in earlier allotment periods. Thus the planned use reports for fiscal 1974 con-
cerned the allotment for that period, while the actual use report for fiscal 1974
involved funds allotted for an earlier period and for which no planned use report
had been published. As a result, at the county level, there is very little corre-
spondence between the planned and actual use reports for a given allotment
period.

Another factor which frustrates attempts to pinpoint exactly how these reve-
nues are being spent lies in the fact that they can have the effect of "freeing
up" other funds. For example, in 1974, Maul reported some 70% of its expendi-
tures from revenue sharing funds had been used for operating costs in the
areas of public safety and financial administration. However, county officials
state that rather than indicating program expansion in these areas, this use
freed other county revenues which were then used to accelerate the planned
capital improvements program. Because of the two-year limit revenue sharing
was used for an immediate priority item while the surplus it generated was
treated as the "new" money and appropriated for CIP which might require
funding over several years. It is probable that the use of revenue sharing funds
in Honolulu and Kauai for operating expenses can be attributed to similar
efforts to insure compliance with the provisions of the Act.
Impact in Hawaii

As nearly as can be determined the state and counties in Hawaii are being
cautious in their use of revenue sharing funds. The approaching cut-off date
of December 1976 plus a hesitance to use these funds for projects which might
not be considered permissible by the Office of Revenue Sharing have combined
to make local officials reluctant to "experiment" or expavad existing programs
by using these fund. It seems unlikely at this time that if the program is allowed
to expire as scheduled in December 1976, either the county or state governments
will find themselves locked into any expensive projects or programs initiated
with revenue sharing funds.

The $9 million per year the state government has been receiving undoubtedly
helped the administration keep its 1972 and 1973 general fund deficits under
control and eased demands for an immediate tax increase. However, the revenues
have been incorporated in the operating budget and, to the degree this has
released other funds, termination of the program will require that the state
find $9 million elsewhere to help meet its debt obligations.

There is a strong possibility that the program will be extended at least two
years beyond 1976, however, current speculation is that the states will be cut out
and their shares redistributed among the local governments.

Were this to happen Hawaii would suffer. In Hawaii the state government
has virtually exclusive responsibility for health, libraries and social services.
Furthermore, it operates major programs in the areas of transportation, recrea-
tion and environmental protection. Yet the current revenue sharing allocation
formula distributes the bulk of the funds to the county governments in its
efforts to support these "priority" functions. If the state government is denied
even a portion of the revenue sharing funds and local government relies on federal
funds, then consideration should be given to returning to the counties the respon-
sibility for some of the functions now performed by the state. Otherwise there
will be a serious imbalance between fiscal resources and financial responsibility
for governmental programs within the state.

When Congress passed the Revenue Sharing Act it was hoped that the provi-
sions of the law would not only permit but encourage the public to become
involved in the process of determining how the funds were to be used and moni-
toring their actual expenditures.1 Aside from publishing the required planned and
actual use reports and accompanying press releases, neither the state nor the
counties have made any special effort to encourage this type of citizen partic-
ipation. The state and county governments hold public hearings prior to adop-

I The Office of Revenue Sharing of the Department of Treasury has published a booklet,
"Getting Involved-Your Guide to General Revenue Sharing." The ORS urge& (om-
munity members to get involved, The purpose of the booklet is to provide information
about the general revenue sharing program, especially about its aspects which directly
encourage public involvement in decision making. Publication of the booklet stimulated
the Foundation to publish its report which should serve as a guide to a better under-
standing of general revenue sharing in Hawaii.



tlon of their budgets and those wishing to propose expenditures other than those
presented in the executive budget may do so at these hearings. Neither the press
nor the general public have indicated that additional opportunities for public
input are called for.
Evaluation of revenue sharing

Despite the understandably enthusiastic support of many state and local
officials throughout the nation, some of the provisions and effects of the Revenue
Sharing Act reveal serious flaws in the program.

1. The lack of restrictions on the use of the funds violates ihe principle of
legislative accountability in fiscal matters. It is generally agreed that the
legislative body responsible for raising funds should also be thc one responsible
and accountable for the expenditure of those funds. Although it appropriated
the $30.2 billion to fund the program, Congress has virtually no control over
the expenditures made by the state and local governments.

2. In a written statement at a public meeting on revenue sharing held in
Wailuku, Maul, Representative Patsy T. Mink of Hawaii expressed her dis-
approval of the use of the state's revenue sharing funds for debt retirement
costs and concluded that "... . The nature of revenue sharing is that the Federal
government taxes every person in America and appropriates the funds to other
units of government. In the process, the Federal government has totally lost
control of how the funds are spent. It has lost the right to demand accountability.
As a member of Congress, like you, I have no say on how best to use these monies
although it is through my legislative authority that the power to tax stems..."

3. The chronic deficits in the federal treasury mean that what is being shared
under this program is the national debt rather than currently available revenues.
The damage this type of deficit spending does to the financial integrity of the
federal government and the national economy may very well outweigh the
benefits to the states and their localities. In fact, since 1972, a majority of
state governments have experienced surpluses and many have enacted tax
relief measures, thus indicating that the revenue sharing funds were not re-
quired to support essential services.

4. The method of distributing the funds ('_-scourages the streamlining and
centralization of state and local governments. In Hawaii, which has an ex-
tremely simple and centralized government structure, the state has responsibility
for the priority functions emphasized in the-Act. Thus, while two-thirds of the
revenue sharing funds go to the counties and the state cannot reduce its own
support to them without a comparable reduction in its own revenue sharing
fund. for three years the state has been in or very near deficit situations while
the counties have been able to accelerate CIP and produce year-end operating
surpluss. Continuation of this situation could force H ail,to decentralize some
of its program. In the eyes of many this would be a si'p backwards.
Planned and actual use reports of the Ktzte and ounties of Hawaii

The pages to follow are a tabulation of the planned use of general revenue
funds to the state and counties compared with the actual use of the funds.

REVENUE SHARING-PLANNED AND ACTUAL USE REPORTS, STATE AND COUNTIES OF HAWAII

STATE OF HAWAII

Planned use Actual use I

Jan. 1, 1972, to June 30, 1973:'
General overnment.- .. .. .. . .. .. .. .. .. $45, 609 $W& 919
Education-----------------------. -1,217,323 3. 34, 109
Health and hospitals .. 155,413 587,46
Transportation ...- 1, 590, 665 2,357,704
Social services. .... ... . ... ... .... ... .... .. . .... ... .... ... . . 23, 774 54,257
Housing and commercial devolopment------------------------------.. 602, 278 1. 085, 136
Economic development------------......... 4,843 144,027
Environmental conservation-----------------------------. 2,201 73, 000
Public safety-----------------------------------. 28,617 61,162
Recreation and culture................... .-------------------291,893 758.640

Total ......--------------------------------------------- 4,402,616 9, 864, 81
Fund balance, June 30, 1973------------- ................ 3.. , ,3

See footnote@ at end of table.
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REVENUE SHARING--PLANNED AND ACTUAL USE REPORTS, STATE AND COUNTIES OF HAWAII

STATE OF HAWAII-Continued

Planned use Actual use I

July 1, 1973 to June 30, 1174:
Generagovernment- - - $740,210 $630,913
Education.. - 3,599, 948 3,367,004,,,,h and .-. 533.006 643,7....... 2,157,441 2,221 472
Social services..- 49,648 22,892
Housing and commercial development-- 992,965 877, 234
Economic development- .----------------------------------------- 131,794 266,467
Environmental conservation 66. 79 70,508
public 55,967 47,616
Recreationand culture.. 694,172 941,333
Libraries- --- - 61,352
Corrections.------------------ -------- 6,410

Total- -- 9,026,950 9. 156, 933
Fund balance, June 30, 1974..... ................--.. . . . . ---- 185,413

July 1, 1974, to June 30, 1975:
General government... . . ..- - -- - - -..... ... ........... 729, 936 - .
Education . . . . . . . . . .. 3, 549, 980 -
Health and hospitals...- . . . .... M. 539
Transportation . .... -... .... ... 2, 127, 496
Social serve ices ... . ...... . ...... .... . .. ....... ....... ....... ...... 48,9 59
Housing and commercial development .----. ......... 979,182
Economic development-...-.. . ........ 129,964
Environmental conservation .......... .......................- 65,872 - .
Public safety- ------------- - 55 ,190
Recreation and culture- -" .. " ... 684,537

Total .... 8,901,655

HONOLULU

Jan. 1, 1972, to June 30, 1973:'
Public safety---------------- -.......... $5,000,000 409
Recreation and culture.. -- -- -- - -- ------ _ 82 5,000
Highway (transportation)--------... 68000 928
Sanitation- . . . .. 794, 178 - - - - --

Total ._. 6,693,178 22, 337
Fund balance, June 30, 1973 -----...................--.--.--.--.--- - 14,812,066

July 1, 1973, to June 30, 1974:
Public safety..-..----------------------------------- . 4270,365 '1,549,389

35, a, 00
Recreation and culture ......... 5,849,031 ,075, 006
Transportation ... 4..---- -3,905,000 43,358,252
Sanitation . 3, 511.000 .. .......
Environmental protection ........ . . .. .. ... .. .. .. ... .. .. - - ---- 2, 235, 691
General vern nt --.. . . . . . . . .. . .. . ..- 7,927

Total...... 13,535,396 17,226,337
Fund balance, June 30, 1974 ....... 12, 411,295

July 1, 1974, to June 30, 1975:
Public safety - -491,000 -
Recreation and culture .. -. 4,734,232
Transportation- -- 3,647,000
Environmental protection ----- , 632, 695---.....
General gove rnment. - .. .... ... ..... ....... ... ....... 692 ,C0 .....

Total--------------------------------- 13,196, 927

HAWAII COUNTY

Jan. 1, 1972, to June 30, 1973:'
Transporta -t-i-----"------------------------------------------------ $1,018, 490 4$605,065
Health ----------------------------------------------------------------------- 4,0
Environmental protctio.. .---------------------------------------------------- ' 260,000

Total ------------------------------------------------------------------- 1,018,490 910,485
Fund balance, June 30,1973 --------------------------------------------------------------------- 2,321,758

See footnotes at end of table.



REVENUE SHARING-PLANNED AND ACTUAL USE REPORTS, STATE AND COUNTIES OF HAWAII--Continued
HAWAII COUNTY-Continued

Planned use 1 Actual use'

July 1, 1973, to June 30, 1974:
Transportation .............................................................. 4 99, 356 4$19%909
Environmental protection ..................................................... 4 50, 000 472
Public safety --------------------------------------------------------------- ' 675,000 '579,192
Recreation and culture ....................................................... 41,100,000 490,568
Water .................................................................................... 45,400

Total .................................................................... 2,145,356 1,314,141
Fund balance, June 30, 1974 ................................................................... 3,408 285

July 1, 1974, to June 30, 1975:
Transportation ............................................................. 1 450,000 ..............
Public safety --------------------------------------------------------------- 4378,050..........
Recreation and culture ....................................................... 4300, 000

Total .................................................................... 2,128,050 ..............

MAUI COUNTY

Jan. 1, 1972, to June 30, 1973:'
Health ---------------------------------------------.----------------------- $180,000 ..............
Social development ..................................... ------------------- 103, 200..........
Housing and commercial development ................. '....................... :127, 812..........
Public safety ------------------------------------------------------ 25-..............
Recreation and culture ....................................................... 250,310

Total ----------------------------------------------------------------- 6 86,322 None
Fund balance, June 30, 1973 .................................................................... $1,553, 139

July 1, 1973, to June 30, 1974:
Housing and commercial development ......................................... 4 154,678 '8,6
Public safety ----------------------------------------------------------------------------- 1,202, 291
Recreation and culture --------------------------------------------------------------------- ' 96,043

- Transportation -------------------------------------------------------------- 41,327,932 4389,497
Financial administration ................................................................... 142, 490
Other ------------------------------------------------------------------------------------ ' 19, 543

Total ---------------------------------------------------------------- 1, 482, 610 1,858 503
Fund balance, June 30, 1974 ................................................................... 1,314,593

July 1, 1974, to June 30, 1975:
Housing and commercial development ---------------------------------------- 455, 000 ..............
Public safety .............................................. 3 150,835 ..............
Transportation .............................................................. 191, 000
Environmental protection ..................................................... 1, 000,000 ..............
General government ......................................................... - 150, 000 ..............

Total .................................................................... 1,546,835 ..........

KAUAI COUNTY

Jan. 1, 1972, to June 30, 1973:'
Recreation and culture ............................................. 245..........
Transportation ---------------------------------------------- .............
Health----------------........... ---------------------- ' 4175,000..........

Total .................................................................... 407, 245 None
Fund balance, June 30, 1973 .................................................................. $939439

July 1, 1973, to Junie 30, 1974:
Public safety ............................................................... 753,188 737, M
General government ......................................................... 065,000 .......
Recreation and culture ....................................................... 472,348 '1479i2
Environmental protection ................................................................... 30, 000
Transportation ---------------------------------------------------------------------------- 19, 20
Health ................................................................................... 30,460
Financial administration ................................................................... 7, 500

Total .................................................................... 890, 536 973,120
Fund balance, June 30, 1974 ................................................................... 923,802

See footnotes at end of table.
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REVENUE SHARING -PLANNED AND ACTUAL USE REPORTS, STATE AND COUNTIES OF HAWAII-Continued
KAUAI COUNTY-Continued

Planned use 1 Actual use :

July 1, 1974, to June 30, 1975:
Public safety ............................................................... 3$741,499 ..............
General government ----------------------------------------------......... ,175,000 ..............
Transportation .............................................................. 5,000 .............
Health --------------------------------------------------------------------- 410,000 ............

Total -------------------------------------------------------------------- 931,499 ..........

I Debt rebremenL
t Planned use report for 6-month period of Jan. 1, 1973. to June 30, 1973. only; actual use report for entire i8-month

period.
SOperations.
#CIP.
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EXCERPTS FROM THE FEDERAL CIVIL RIGHTS ENFORCEMENT EFFOT-1974--VOLuME
IV-To PROVIDE FISCAL ASSISTANc ---A REPOrr OF THE UNITED STATES COM-
MISSION ON CIVIL RIGHTS, FERuARY 1975

FINDINGS AND CONCLUSIONS

1. General revenue sharing, enacted into law by the State and Local Fiscal
Assistance Act of 1972, received one of the largest single domestic appropriations
in American history.

a. That Act provides more than 30 billion dollars in financial aid to 39,000
State and local governments, to be used for a very broad range of programs and
activities.

b. The Act provides that no one shall be discriminated against on the grounds
of race, color, national origin, or sex in employment or distribution of benefits
under any program or activity funded in whole or in part with GRS funds.

c. Responsibility for overall administration of the Act lies with the Office of
Revenue Sharing (ORS) of the Department of the Treasury.

2. Abundant evidence indicates that discrimination In the employment practices
and delivery of benefits of State and local governments is far reaching, often
extending to programs funded by general revenue sharing.

3. ORS has not taken adequate steps to ensure that It has sufficient civil
rights compliance staff to conduct even a minimally effective civil rights enforce-
ment program.

a. Although congressional allocations place severe limitations on the size of
ORS' compliance staff, ORS has used far too few of its congressionally allocated
compliance positions for civil rights specialists.

b. ORS' delay in filling the compliance positions assigned to it undermined its
hiring of civil rights staff.

4. The civil rights duties which have been delegated to ORS under the State
and Local Fiscal Assistance Act of 1972 often oferlap with those assigned to
other Federal agencies under other laws, including Titles VI and VII of the
Civil Rights Act of 19W4, and yet coordination with other agencies has been
inadequate.

a. ORS has not formally arranged for any other Federal agency's staff to
monitor compliance with the civil rights requirement under general revenue
sharing.

b. ORS has met with only a few agencies charged with administering Title VI,
and these discussions have been only preliminary.

c. As of mid-December 1974, ORS had signed only one interagency agrement,
namely one which provided that ORS will proceed to seek compliance where the
Equal Employment Opportunity Commission has found reasonable cause to
believe that discrimination exists.

d. The Department of Justice has written a draft agreement to prevent
duplication of its compliance efforts with those of ORS, but even this agreement
has not been concluded.

5. The portion of ORS' regulation relating to civil rights does not set forth In
an adequate manner what Is required by ORS and recipient governments to
ensure nondiscrimination under the Act.

a. It Is considerably weaker than Federal agency Title VI regulations. It does
not require recipients to take affirmative action or collect civil rights data and
it does not require ORS to conduct compliance reviews.

b. ORS' regulation has not made clear to recipients what constitutes discrimina-
tion under the Act. Although there Is a body of experience under Title VI which
could be used to guide recipients, since Title VI does not cover sex discrimination
or most employment discrimination, the lack of guidance is particularly serious
in those two areas.

6. One problem In the enforcement of the civil rights requirement is that
revenue sharing funds may be used to free funds which in turn may be used for
discriminatory purposes. ORS has found that it is too difficult to trace the uses
of freed-up funds, and thus has no mechanism to ensure against their misuse.

(451)



4A2

7. ORB has no requirement for the collection and use of racial, ethnic, or sex
data, although it has the authority to require such data collection.

a. Deta on the race, ethnic origin, and sex of State and local government em-
ployees are collected by many GRS recipients to meet requirements of the Equal
employment Opportunity Commission (EEOC), but ORB does not regularly re-
view these data. Therefore, ORB does not know the extent to and the levels at
which minorities and women are employed in GRS-funded programs.

b. OR has not required its recipients to collect or report racial, ethnic, or sex
data on applicants, beneficiaries or persons eligible to participate in their pro-
grams. Therefore, ORB is not in a position to measure whether benefits of GRB-
funded programs are being distributed equitably to minorities and women.

8. ORB has not placed an obligation upon recipients of GRB funds to take
affirmative steps to ensure that they do not discriminate against minorities in
their employment practices or in their delivery of program benefits.

a. ORB does not require recipients to conduct a self-analysis of deficiencies
in employment or delivery of benefits.

b. It does not require its recipients to set goals and timetables to remedy any
deficiencies in employment or delivery of services.

9. ORS' procedures for assuring Itself of compliance by its recipients have
been deficient, having been basw.d during the first 20 months of ORB' existence
largely on assurances, one-time compliance visits to about 100 recipients re-
ceiving the largest GRS payments, and complaint processing.

a. The assurances consist merely of a form statement signed by the recipients
that there will be compliance with the Act.

b. The questions asked on the compliance visits were superficial, relating
primarily to recipients' capabilities for achieving compliance rather than to the
extent of compliance with the nondiscrimination provision.

o. For many months ORB made no special effort to inform the public how or
where to file complaints and as of October 1974, ORB had received only 93 civil
rights complaints. Although complaint volume is a poor indicator of civil rights
compliance. ORB has cited the low volume of complaints as evidence of compli-
ance. Moreover, ORB has been slow to resolve the c'mlplnints it receives and
ORS appears to have been willing to consider complaints as resolved without
sufficielt evidence thnt the violations uncovered hive been corrected.

10. ORB has not conducted any full-scale compliance reviews unrelated to the
receipt of complaints of discrimination and ORS does not plan the systematic
conduct of such reviews at any time in the near future.

11. ORB intends to rely on audits by State fnd local governments as the prin-
clpl means of informing itself about the civil rights compliance status of re-
cipients.

a. The Audit G ide, ORB' only instruction to auditors, is Inadequate for tell-
ing auditors how to make a meaningful determination of civil rights compliance.

b. ORB had not taken steps to ensure that civil rights components of State
and local governments' audits are of acceptable quality.

12. In one instance in which ORB became aware of noncompliance by a
recipient which could not be rectified by conciliation it did not on its own initia-
tive take steps to prevent ORS monies from funding that activity and had to be
ordered by a court to defer the affected funds.

RECMMENDATIONS

1. The President should request from Congress for fiscal year 1076 an appro-
priation of $7.5 million to be used to provide at least .0 additional positions
for the civil rights compliance program under general revenue sharing.

2. The President should direct the Secretary of the Treasury to restructure
the civil rights compliance program under general revenue sharing by entering
into written agreements, prior to the end of fiscal year 1975, with other Federal
agencies having civil rights responsibilities which overlap those of ORB, deleating
to them the role of monitoring compliance with the civil rights requirements
of the State and Local Fiscal Assistance Act and its implementing regulation.

a. ORB should retain responsibility for drafting regulations and guidelines,
and taking enforcement action, but should delegate to other agencies such duties
as data analysis, complaint investigation, compliance reviews, and negotiations

b. )elegation of responsibility should be made by subject area; for example,
plice departments to the Law Enforcement Assistance Administration of the
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Department of Justice, and health problems to the Department of Health, Educa-
tion, and Welfare.

o. The interagency agreements should address such issues as the standards
for compliance, scope and frequency of compliance reviews and methodology for
complaint investigations.

d. Most of the 300 additional personnel should be employed by the agencies
to which ORB' responsibilities are transferred ; ORB should have additional civil
rights staff only as necessary to implement the responsibilities it retains under
the interagency agreements.

3. The President should direct the Department of Justice (DOJ) to take the
lead in the immediate development of standards for a Governmentwide civil
rights compliance program under general revenue sharing. In particular, 1)OJ
should review for approval all ORS civil rights regulations and guidelines and
ensure that they set appropriate standards for the conduct of data collection,
affirmative action, compliance reviews, and complaint investigations. DOJ should
also oversee the delegation by ORB of its civil rights monitoring function to other
Federal agencies.

4. ORS should within the next four months publish in final form a revised
civil rights portion of its regulation to make clear what is required by the State
and Local Fiscal Assistance Act's proscription of discrimination.

a. ORS should adopt the substantive standards set by the Equal Employment
Opportunity Commission, as enunciated in its decisions and various guidelines.

b. It should detail, in similar guidelines, the actions which constitute sex dis-
crimination in the delivery of program benefits, and are therefore prohibited under
the Act.

5. ORB should immediately request a legal opinion from the Attorney General
as to whether the difficulty in tracing funds requires the Federal Government
to ensure nondiscrimination in all programs of recipients of general revenue
sharing. If the Attorney General does not construe present laws as providing such
authority, ORB should ask the Congress to give it the power to deal with that
problem.

6. An important element in the civil rights compliance program under general
revenue sharing should be the regular review of statistical data to ensure that
minorities and women are participating equitably in GRS-funded programs and
are not underutilized as employees of those programs.

a. ORB should require State and local governments to collect data on the race,
ethnic origin, and sex of beneficiaries, applicants, and persons eligible to partici-
pate in GRS-funded programs.

b. These data, along with data submitted to the Equal Employment Opportu-
nity Commission on the race, ethnic origin, and sex of State and local govern-
ment employees, should be analyzed with regularity on a sample basis.

7. ORB should require that each recipient develop an affirmative action pro-
gram to ensure nondiscrimination in both employment and delivery of benefits
in GRS-funded programs.

a. Recipients should be required to conduct analyses of deficiencies in both
areas and to set goals and timetables to remedy all deficiencies.

b. ORS should adopt Revised Order No. 4 of the Office of Federal Contract
Compliance of the Department of Labor to aid recipients in drafting the portion
of the plans relating to employment, and ORB should write guidelines comparable
to that order to aid recipients in drafting the portion of the plans relating to
benefits.

& ORB should not continue to regard such superficial compliance tools as
assurances and complaint volume as reliable indicators of recipients' compliance
status. Moreover, the speed with which civil rights complaints concerning gen-
eral revenue sharing are handled -must be increased.

9. The most impotrant element of civil rights monitoring of general revenue
sha ring should be the systematic conduct of press ward and postaward compliance
reviews. A significant percent of recipients should be reviewed annually, including
a sizable number of all types of recipients--States, counties, cities, and towns.

10. ORS should rely upon audits, not as the principal source of information on
the compliance status of recipients, but as an indicator of where compliance re-
views should be conducted.

a. ORB should revise Its Audit Guide so that auditors are directed to obtain
and conduct an elemental analysis of all available civil rights information such
as racial, ethnic, and sex data, affirmative action plans, lawsuits, and complaints
relating to employment and delivery of services in ORS-funded programs.
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b. ORS should evaluate the quality of civil rights Information being produced
by existing audit systems by reviewing for adequacy a random sample of the
audits which have been conducted.

11. Where, as a result of an investigation, ORB determines that GRS funds will
be used in a program or activity which violates the nondiscrimination provision
of the Act and the recipient government will not correct the potential violation,
ORB should defer all funds from the recipient.
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